C1 Scope

eni nancral |tem 5 that arei‘used :
'provrsron of"t‘l:nlshed oods and that are: always physrcally dellveredi

A separate part of th group riay: enter mto contractual: errangemehts :
Wlth the ‘'same: centractual ‘terms; but that. are:not: always physzcal!y'._
_delivered (e g this separate busrness may ash settle the contracls. :
ol 8 enter into oﬁsettmg contracts as part of'a’ tradrng strategy) Froma -
‘ group perspectlve itmay be: eossrble to dlﬁ’erentlate the twa’ portfolios -
of ‘contracts. in the two. separate businesses and;. therefore ‘account.
“for them cl]tferently, such differentiation’ wrll only be approprlate if (1)3.

_the contracts are:. entered into: seperately and hot'in contemplatton af "
“each othér, (2) there are no transfers between the businesses within the

group;: (3) the businesses are: ‘managéd inc _ependentEy of éach othar, :

and- (4):the strategies: of the busrnesses_are-_sufﬁme 1y *cln“ferent that
reasonable i

o the: duFferent settle'me behevrour of each buemes
: pract[ce *ufnllkely that such'a dlstlnction is possrt)le because different -
parts of eigroup often choose to transact wrth each other rather than

2.5.6 Change of setiiement terms

The terms of a contract, or the intentions of an entity, may change over
time. A contract outside the scope of IAS 39 will continue to be treated as
such only if it continues to be held for the purpose of the receipt or delivery
of a non-financial item in accordance with the entity's expected purchaze,
sale or usage requirements.

5 Examp ‘255

: Change of terms tc mclude het settlement'

: TWO partles enter lnto a contract tor the dellvery of a non-flhenmal asset “E“here?-'

isho net settlement prowsuon in: the: contract o established market mechanrsrn:-;
; or srcle egreement_. :

_ Subsequently, the partles agree to settle 1 contract'net From_ he trme the;-
. decision o ‘setfle net is taken, the ‘tontrgct: wnll be: recognrsed and meesured_ g
" under IAS 39 because, from that time, the contract no longer contlnues to be:_-'
for the purpose af'the rece:pt of the' non—t“nanclal esset I
g expected purchase sale or usage requlrements

the: grcup s yrodtiction proo_ sse or the'--.

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

26 Share-based payments

=lAS 32 |AS 39 and IFRS 7 exclude from their scope financial instruments,
‘contracts and obligations under share-based payment arrangemenis 1o
which IFRS 2 Share-based Payment applies, except for contracts over

non-financial items that are within the scope of IAS 39 {see section 2.5).
However, the scope of IAS 32 makes it clear that treasury shares that are
purchased, sold, issued or cancelled in connection with employee sharrj
option plans, employee share purchase plans, and all other share- basse f
payment arrangements are in the scope of 1AS 32 (see seciion 5 0

chapter G3).

57 Construction contract receivablies

ion contract receivables are measured and presented in
ggcnosft;:itci with IFRS 15 Revenue from Contracts with Customers. The
financial instruments Standards do not specifically scope out these co_htracts
and, therefore, consideration must be given as to whether suc.h recelvahles
are financial instruments. A right to cash or another financial asset is a
critical component of the definition of a financial asset. In construction
contract arrangements, the amount of work carried out by the contractor
mav-be in excess of the amount that is billed. Where only the passage of
imz is required before consideration is due, lFRS 15: ‘108 requires that a
raceivable is recognised in the statement of financial posmon. Where there
is a further conditiona! requirement before payment is due, for exemple
certification of work done, IFRS 15:107 requires that a contract asset is
recognised in the statement of financial position. In either case the amount
recognised is subject to the impairment requirements of IAS 39. An entity
must consider whether the amount recognised in accordance with IFRS 15
can be contractually billed or recovered.

ff-': A as entered |nto a contract W|th Entlty B for the: construct:on of a

ESltllc?l/ng |jl'he contract is within the scope of [FRS 15 and’is specrfacaily not;:_
-~ within: the. scope.of IFRIC. 12 Service' Concession Arrangements Entlty A has.-
"':aesessed that: the revenue Aromthe contract will he recogmsed over.fime:in:
accordance with IFRS 15, At the end of tfie reporting period, costs ll’tCUl’l’Bd'..
* plus recogmsed proﬁts (less recognrsed losses) éxceed progréss: bl%lmgs and’

fi ll"l ‘ts statement of ﬂnanmal pOSlthl"l




| C7 - Financlal assets

the entity’s intent to hold remaining investments to maturity. However, sales
of HTM investments imposed by regulators due to a significant increase
in entity-specific capital requirerments applicable to a particular entity;
but not to the industry, will generally “aint’ the entity’s intent to hold other
financial assets as HTM. Enfity-specific capital requirementis could only be
disregarded in exceptional cases if it can be demonstrated that the sales
result from an increase in capital requirements which is an isolated event
that is beyond the entity’s control and that is non- recurring and could not
have been reasonably anticipated by the entity. [IAS 39:1G.B.17]

In consolidated financial statements, intragroup sales of HTM investments
between group entities generally would not taint the HTM portfolio from a
group perspective, as long as the business purpose of the iransfer and the
investment policies of the 'buyer’ are consistent with a continued positive
intention and ability to hold to maturity. The impact on each entity’s stand-
alone financial statements should be assessed separately; in the financial
statements of the selling entity, the stated inlention of holding securities to
maturity will have been undermined, even though the sale was made to
another entity within the consolidated group.

Note that an entity cannot apply the conditions separately to HTM financial
assets held by different entities in a consolidated group, even if those
group entities are in different countries with different legal or economic
environmenis. If the consolidated entity in total across the group has sold
or reclassified more than an insignificant amount of investments classified
as HTM, it cannot classify any financial assets as HTM investments in its

consolidated financial staterments unless such sales and transfers do not
taint the HTM partfolic.

As a remedy to protect the investor from the issuer's viclation of & dait
covenant, a contractual right of foreclosure that was negotiated at arm's
length at the issuance date would not preclude an investor class ifving an
investment as HTM. Similarly, the exercise of such a right. cr foieclosure

on the violation of & substantial covenant would not taint an investor’s
remaining HTM portfolio.

Srampis 3520

- 'atlaily cﬁassmed 10{)‘_per cent of _s prox rty
- I|abfhty ﬂxecf mcome portfoho as. AFS,.50: per:cent: of:its. fife fixed. mcome
secirities portfolis as HTM, and 50 per centas AFS. EntltyAConSiciéred Varods -
- factors im.making these classifications, (includingits nvestment policy, securl’[y '
charac‘tenstlcs hqundlty needs and aSS@’['-llabillf "-managem t'trategy'-'- EXpet

crtfcllo)
ed by a very vc ___t|ie ln‘terest rate e vzronment EntltyA accepted 'certam R

Classification of financial assels 3

a consequence Ent|ty A is requ:red to transfer 100 per cent of pre\nously
ssified HTM securities to AFS because it can no longer assert it has the
itive intent to hold ali of thess securities fo matun‘ty The sale of 2 securiy
response’ t57d tender offet’ typfcally is miotivated nol by 'd need for cash,”
iE iristead by the invéstors desirg for additicnal possible profit— a motive ™
‘consistent: with' the: HTM classification.:Further; none of the- exceptgcne.for
; es that da not taint PTIVi por’n‘olro app ies:in these cnaﬂcumstances

3 the context of operi-ended funds (e gia muital fund) where lnveetors :.'5
o.nct have an znvestment an equ:ty eharee an ?he fund but own_ units”, -

;'.5:'::whether it has the posutwe sn‘{entton and abnﬁaiy t0. ho!d an ;nvestrnent to 3
= maturity”, the possibility of Lmit- holders askmg for thelr redempt=on m_
i eash (and in iarge numbers)'

A sale or transfer of a security classified as HTM for reasons other t‘han
those that are specifically permitted does not indicate that the prlevnous
financial statements were issued in error. Because the accounttng for
financia! assets as HTM is based primarily on a representation of intent
by management, the sale or transfer of a securitylclasséﬁed as HTM d_ces
not represent an error of previously issued financial statements, prcwded
that no evidence existed at the time the financial statements were aeeued
demonstrating that the entity did not have the positive intent and abﬂrty to
hold the security to maturity. However, such a sale or :transfer may cel% into
question the entity's intent to hold other debt securities to maturity in the
future.

71




C3  Financial liabilities and equity

instrumenis and instruments that contain an obligation to deliver a pro rata

share of net assets at liquidation described in 2.1.2.1 and 2.1.3 respectively '

o longer apply or start to apply, reclassification may be appropriate.

When classifying a financial instrument in consolidated financial statements,
an entity should consider all of the terms and conditions agresd upon
betwean members of the group and the holders of the instrument. For
exampte, a financial instrument issued by a subsidiary could be classified
as equity in the subsidiary’s individual financial statements and as a liability
in the consolidated financia! statements if another group entity has provided
a guarantes to make paymenis to the holder of the instrument.

IAS 32 defines a financial liability as any liability that is:

[IAS 32:11]

(a) a contractual obligation:

(i} o deliver cash or another financial asset to another entity (e.g. a
payable}; or
{iiy to exchange financial assets or financial liabilities with another

entity under conditions that are potentially unfavourable to the
entity {&.g. a financial option written by the entity); or

(b) a contract that will or may be settled in the entity’'s own equity
instruments and is:
{iy anon-derivalive contract for which the entity is or may be obliged
to deliver a variable number of its own equily instruments {e.g. an
instrument that is redeemable in own shares to the value of the

carrying amount of the instrument); or

a derivative confract over own eqguity that will or may be cetiicd
other than by the exchange of a fixed amount of cash (or anuther
financial asset) for a fixed number of the entity’'s owr, aguity
instruments {e.g. a nei-share settled written call over cwa sharas).
For this purpose, rights, aplions or warrants o acquire a fixed
number of the entity’s own equity instrumenis for a fixed amount
of any currency are equity instruments if the entity offers the
rights, options or warranis pro raia to ali of its existing owners of
the same class of its own non-derivative equity instruments. Also
for these purposes, the enlity’'s own equity instruments do not
include puitable financial instruments that are classified as equity
instrumenis in accordance with IAS 32:16A and 16B, instruments
that impose on the entity an obligation to deliver to ancther party a
pro rata share of the net assets of the entity only on liquidation and
are classified as equity instruments in accordance with 1AS 32:16C
and 16D, or instruments that are contracts for the future receipt or
delivery of the entity’s own equity instruments.

Principles of liabilitv/equity classification 2

‘s an exception, an instrument that meets the definition of a financial
lizbitity is classified as an eguity instrument if it has all the features and
‘meets the conditions in IAS 32:16A and 168 or |AS 32:16C and 16D.

The Standard defines an equity instrument as any contract that represents
“aresidual interestin the assets of an entity afier deducting ali of its liahilities.

:En May 2008 ihe EFRIC (now the ]FRS Interpretatsons Commlﬁee) |ssued

refund th;s deposst when con‘ta!ners are réfumed by the cusiomer The'g_"'.
|ssue is whether the obllgaﬂon shou%d be accounted for in accordance'

1 the_ frst da‘ée ihat the amoum couéd be requwad to be_ ':

2.1 Contractual obligation to deliver cash or another financial asset
The kev feature in determining whether a financial instrument is a liability
is the existence of a confractual obligation of one party (the issuer) to
deliver cash or another financial asset to ancther party (the holder), or to
exchange financial assets or liabilities under conditions that are potentially
unfavourabie. In contrast, in the case of an equity instrument (e.g. ordinary
shares)the right to receive cash in the form of dividends or other distributions
is at the issuer's discretion and, therefore, there is no obligation to deliver
cash or anather financial asset to the holder of the instrument. There is an
exception to this rule for certain puitable instruments and instruments with
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C3  Financial liabilities and equity Compound instruments 3

Enilty'.'_-:amends the-terms in one:
"'iake plaée prior.to’] Mar’c’h:-ZOXS_..;- :

: 'Scenarro 1z En_ yAalters tha terms such that each of the

. into: 300 equity shares of Entity A, instéad of 250 equiity shiares as' under the

- ongmal conversion terms’ (assume the market va]ue of the eqmty shares at the
. date ofthe amendment'ls-CUS) S e

pgn conversmn %he accountmg would foilow the approach :-Ia;d..out in-
d no further galn or %oss

As described in 3.3, upon conversion of a compound instrument, equ!ty
“is issued and the liability component is derecognised. The original equity

component recognised st inception remains in equity (although it may be

135




C4 Derivatives Definition of a derivative 2

'therefore consrdered that the questlon of whether the assumptlon ln th
submresron ;e appropnate would remern open

IAS 39 nor any other tFRS prowdes a ctear answer as to' whethe
the. term fioh-financial Vanable ‘specific to'a’ pei’ty to the contract i
the definition of a derivative is limited to the scoping out of insurancy
:_'contracts or is broadet. Both the IASB and the IFRS. tnterpretetlon

Cominittee have considered this: questton in the past but to: date n
'_ ctanfymg gwdanoe has been lesued

fnterpretattons Commrtteee decusmn to Ieave open the essurnptao'
mede in: the SLtmeSSlOH receved on Greek Government Bonds :

ed_ 0 oe onsrdered tn d:_fveloptng: a pot!cy

io. Notional amounts and payment provisions
: an msurance contract :n IFRS 4 the contract is:not scoped out of the i

:CEE’f'” tton of a denvatwe ‘f the oontrect '5 elther fU”y (0" partly, in.the While neither a notional amount nor a payment provision is an essential

characteristic of a derivative instrument, derivative instruments usually
contain a notional amount or a payment provisicn each of which may
nteract with the underlying to determine the settlement amount of the
d'e'rivative instrument. A notional is often an amount of currency, a number
of shares, a number of units of weight or volume or other units specified
the contract. A payment provision is a provision which requires a fixed
payment or payment of an amount that can change (but not proportionally
(o' a change in the underlying) as a result of some fulure eveni thal is
unrelated to a notional amount.

- ! tentatlve vrew tnc[uded ir
' -the 2007 exposure dreft (eee ebove) !t 13 also supported by

_._;-,out an offrce bun’dmgthat can be erther phystcalty settled er net oash
.-jsett!ed :e a denvatwe . _ :

e _AS 39 IG B8 Deﬁnrt‘ron of a o'errvatrve forergn curs 'Jncy contra_
.. -based on. sales vo.fume where a contract based on forelgn currency
‘:{ _and sales volume is . denvatlve -

-'_;Accountmg pol.'cy two _:":' N

' '_contract) that is e;ther fu Iy or pertly in the scope of IAS 39 may hav
'a non-t" nencral varrabie that g specrﬁo to a party to the oontrect en ;

200
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C& Embedded derivatives Embedded derivatives in debt host contracis 7

feature meets the definition of equily for the issuer is complex an
addressed in chapter £3. :

Examp e 7 8

_ Equs‘éy convers;on feature '

Entzty X |ssues.debt that i converhble mto a 'erd number ofits ordlnary-'
in five: years. . The Gonversion feature represents an-embedded wntte
opt;on on the Shares of Entfty X seitled |n a fsxed number of shares

nittio ach
EntltyA a3 predetermlned 2

_ "because the: equ
: Contract :

'_IG Unit-linking features embedded in host debt instrument

‘unit-linking feature embedded in a host debt instrument in the scope of
S 39 is closely related to the host debt instrument if the unit-denominated
qyments are measured at current unit values that reflect the fair values
‘the assets of the fund. A unitlinking feature is a contractual term
requires payments denominated in a unit of an internal or external
stment fund. [IAS 39:AG33(g)]

S 4:1G Example 2:2.15 provides the example of a policyholder option
urrender a contract for account value equal to the fair value of a pool
‘of equity investments, possibly after deducting a surrender charge. The
mple makes reference to 1AS 39:AG33(g) and states that if such a
ature is embedded in a host investment contract then, if the insurer regards
e account value as the amortised cost or the fair value of that portion of
obligation, no further adjustment is needed for the option (unless the
urrender value differs significantly from the account value). Otherwise the
bedded derivative feature would be required to be classified separately
s at FVTPL. A host investment contract is described in IFRS 4:1G4 as
nancial instrument that does not meet the definition of an insurance
tract,




Subsequent measurement 3

C6 Measurement

When an AFS asset is derecognised, the cumulative gain or loss previg
recognised in other comprehensive income is reclassified from equit
profit or loss. This reclassification of previous fair value gains and logss
frequently referred to as ‘recycling'.

Jalue adjusiment (stich that ihie assetis stated at s fair valuie of CU108)

| Exampie 314

- Ava:!ab!e»for saie debt ;nstrument
Azero coupon bond is acqulred for its falr va[ue of CU95 ‘o 1 January 20X0a
Viclassifisd as AFS: Transaction sosts” arising on acqmsmon are CUS, The bor
T UUets be rédeenad for CU430 631 Decermbei 20 X4 o3t December OX

the bond's fair value is CU103. On'31 Dacember 20)(’[ the er;tlty sells th
B for lts fair value of CU108

ordfhe'dfsposal offhe asset _:.;-- :

-:::_.!n 2GXO the en‘nty records 'the fol owmg entrles

br‘ . Asset,
:Cr- Cash . BN
“To recogmse the zér0 caupon bond :

g (2) In‘rerest income (caloulated under the effeotwe mterest methocé = the e
" 5.39 per cent Is ca!culated 50 as to mclude transactlon costs as expEamed..
-sectloné’l) L e :

1 Available-for-sale financial asset exchanged for another
available-for-sale financial asset

AFS asset is derecognised, with the consideration received being

iher AFS asset, the fair value gain or loss previously recognised in

er. comprehensive income shouid nonetheless be reclassified to profit

oss Because the origina! asset has been derecognised, the deferred

“ar loss is not attributable to the new asset and does not remain in

v. [IAS 39:1G.E.3.1]

Dr Asset e
"Cr' Interest mcome

“To recogmse mz‘eresf mcome

~Dr Other comprehens;ve mcome

Asset




Impairment 5
£6 - Measurement

ltis not acceptable to set aside additional provisions or reserves in exée
of the amount of impairment or bad debt losses that are recognased u
|AS 39, [IAS 39:1G.E.4.8]

5.3 Assets carried at cost

Unquoted equity instruments (and derivatives that result in physical de;
of unguoted equity investments) whose fair value cannot be relia
measured are measured at cost (see 3.1.6). For such instruments, if the = - always mear |uisition co; Y Bed
is objective evidence of an impairment (as discussed in section 51) :
amount of the impairment loss is measured as the difference betw
carrying amount and the present value of estimated future cash fioy
disccunted at the curreni rale of return for a similar financial
[IAS 39:65]

Once an impairment loss has been recognised on a financnl ass
recognised at cost, a reversal of that impairment is not permitted.

5.4 Available-for-sale financial assets

If a decline in the fair value of an AFS financial asset has been recogn
in other comprehensive income under the requirements discussed.
3.1.4, and there is objective evidence of an impairment {as discussed,
5.1.1 for debt instruments and 5.1.1 and 5.1.2 for equity instruments);. t
cumulative loss that had been recognised in other comprehensive i Incom
is reclassified from equity to profit or loss. The amount of cumulative o
is the difference between the acquisition cost {net of principal repaym
and amortisation for debt instruments) and the current fair value, less.
impairment loss previously recognised in profit or loss. [IAS 39:67 &
Any portion of the cumutative net loss that is attributabie to foreigr cury
movements that had been recognised in other comprehensive incom
in the case of a non-monetary item, e.g. for equity instruinests, is als
reclassified from equity to profit or loss. [IAS 39:1G.E.4.9]

5.4.1 Impairment measuremsnt — equily instruments

impairment reversals — equity insiruments

nce an entity has recognised an impairment loss on an AFS equity
fnvestment, it is not permitted to recognise a reversal through profit or loss.
3 39:69] This approach differs from the approach for debt instruments
there reversal is permitted (see 5.4.4).




C7 Fair value measurement of financial instruments Measuring the fair value of liabilities and own equity &

“RS.13:38]

‘using the quoted price in an active market (see below) for the identical
itern held by another party as an asset, if that price is available;

party (e. g because the er;trty has' advantages re[a‘teve to th mar
- that ‘make it more: beneficial -for- the entity to" fulfil the Jiabifity -
" |ts own m‘iemai resources) or st rs unab e to do 30 (e g becau

aﬁy) [!FRS 13 BCS‘I & 82] if that price is not available, using other observable inputs, such as the

uoted price in a market that is not active for the identical item held by
nother party as an asset; and

Even when there is no observable market to provide pricing informat;
about the transfer of a liability or an entity’s own equily instrum
{e.q. because contractual or other legal resirictions prevent the transfar
such itemns), there might be an observable market for such items if they.
held by other parties as assels {see 5.1.2). [[FRS 13:35]

the observaple prices in (g) and (b) above are not available, using
nother valuation technigue, such as:

) an income approach {e.g. a present value technique that takes
into account the future cash flows that a market participant would
expect o receive from holding the liability or equity instrument as
an asset; ses 5.1.2); or

(i) a market approach (e.g. using quoted prices for similar liabilities

or equity instruments held as assets; see section 8.4).

Consistent with the objective of fair value measurement and the priorit
in the fair vatue hierarchy (see section 10), when measuring the fair vali
of a liability or an entity's own equily instrument at fair value, the en
should maximise the use of relevant observable inputs and minimise
use of uncbservable inputs. [IFRS 13:35]

active market 1s defined as “[a] market in which transactions for the
\ sset or Habiify take place with sufficient frequency and volume to provide
5.1.2  Liabilities and equity instruments held by other parties as ing inforration on an ongoing basis”. [IFRS 13:Appendix A]

assels

1oted price of a liability or an entity’s equity instrument held by another
ty as an assel should be adjusted only if there are factors specific to the
sset that are not applicable to the fair value measurement of the liability
equity instrument. An entity should ensure that the price of the asset
s not reflect the effect of a restriction preventing the sale of an asset.
RS 13:39]

When a quoted price for the transfer of an identical or a similar finafe
liability or an entity's own equity instruments is not available, and
identical item is held by another party as an asset, an entity is required
measure the fair value of the financial liability or equity instrument from
perspective of a market participant that holds the identical item as an asset
atthe measurement date. [IFRS 13:37] This requirement could be relev 4
for example, when measuring the fair value of corporate bonds or 3 \'
option on an entity’s shares. [IFRS 13:35]

Standard provides the following examples of factors that might indicate
he guoted price of the asset should be adjusted.

The quoted price for the asset relates to a similar {but not identical)
liability or equity instrument held by another party as an asset. For
example, the liability or equity instrument may have a particular
characteristic {e.g. the credit quality of the issuer} that is different from
that reflacted in the fair value of the similar liability or equity instrument
held as an asset.

The unit of account for the asset is not the same as for the liability or
equity instrument. For example, for liabilities, in some cases the price
for an asset reflects a combined price for a package comprising both
the amounts due from the issuer and a third-party credit enhancement.
If the unit of account for the liability is not for the combined package,
the objective is to measure the fair value of the issuer’s liability, not the
fair value of the combined package. In such circumstances, the entity
would adjust the observed price for the asset to exclude the efiect of the
third-party credit enhancement.

in the circumstances described above, the appropriate bases for measurir
the fair value of the liability or the entity’s own equity instrument are list
below, in descending order of preference:




o _ Fair value hierarchy 10
- &7 Fair value measurement of financial instruments

‘hree-year option on exchange-traded shares A Level 2 input Would
“the implied volatility for the shares derived through extrapolation to
ar 3 if both of the foliowing conditions exist:

-prices for one-year and two-year options on the shares are
observable ‘ |
the exlrapclated implied volatility of a three—yea( option is
corroborated by observable market data for substantially the full
term of the option.

- from the perspective of a market participant that holds: the
. item-as an.asset at the measirement date: The value should

+ adjusted for factors specific o the asset that are not applicable
- fair value measurement of the: liability. IFRS 3:39 provides
. of examples of such factors (see 5. bt

‘At case, the implied volatility could be derived bly extrapolating from the
lied volatility of the one-year and two-year optlons. on the shares and
oborated by the implied volatility for three-year opticns on comparable
fies’ shares, provided that correlation with the one-year and two-year
nplied volatilities is established. IFRS 13:835]

An adjusiment to a Level 2 input that is significant to the entire measure 2.3 Level 3 inputs

might result in a fair value measurement categorised within Level 3
fair value hierarchy, if the adjustment uses significant unobservableing
[IFRS 13:84] See 10.3.3.2 for further discussion. T

ol 3 inputs are unobservable inputs for the asset or liability. IFRS 13:86
ppendis A]

ohzevable inputs should be used to measure fair value to the- ex.'tent
t relevant abservable inputs are not available (e.g. when there is little,
“cany, market activity for the asset or liability at the mealsuremeni date).
However unobservable inputs should reflect the alSSl_,li."npﬂOi’]S that mquet

' ficipants would use when pricing the assgt or !sablll'{y, S0 as t.o achieve
° Receivedixed, paywariable interest rate swap based on he general fair value measurement objective (i.e. an exit price at t!ge
London Interbank Offered Rate (LIBOR) swap rate A Level 2 asurement date from the perspective of a market participant that holds

would be the LIBOR swap rate if that rate is observable at commeAi ‘asset or owes the liability). [[FRS 13:87]
quoted intervals for substantially the full term of the swap. .

IFRS 13 provides the following examples of Level 2 inputs for part
assets and liabilities.

[IFRS 13:B35]

observable inputs should reflect, among othe.rs, assumpltlor)s that
rket participants would make about risk. Assumptions about risk ancludfe
He risk inherent in a particular valuation technigue uged to measure fair
alue (such as a pricing model) and the risk inhergnt in ihe mpuj[s to the
tiation technique. A measurement that does not mpiude an ad;gsjment
fisk would not represent a fair value measurement_lf market paﬁ|C|pant§
tld include one when pricing the asset or liability. Forlexrl:zmp!e, it
jht be necessary to include a risk adjustment when Ithe:r_e is significant
asurement uncertainty (e.g. when there has been a significant decre‘a_se
he volume or level of activity when compared with normal market _acti\/lty
‘the asset or liability {or similar assets or liabilities) and the entity has
"étérmined that the transaction price or quoted price does not represent
a’irﬁ value — see sections 9.5 10 9.7). [IFRS 13:88]

e Receive-fixed, pay-variable interest rate swap based on a yi
curve denominated in a foreign currency A Level 2 irpet would
the swap rate based on a yield curve denominated in a FOrSIgn Curr
that is observable at commonly quoted intervals foi substantially:
full term of the swap. That would be the case if the term of the swap
10 years and thal rate is observable at commonly quoted intervals
9 years, provided that any reasonable extrapolation of the yield cui
for Year 10 would not be significant to the fair value measurement ol
swap in its entirety (but see example 16.2.2 for circumstances wH

observable data is not available for substantially the full term of the
agreement). :

¢ Receive-fixed, pay-variable interest rate swap based on a speci
bank’s prime rate A Level 2 input would be the bank's prime rate de
through extrapolation if the extrapolated values are corroborafe_
observable market data, for example, by cerrelation with an interestire
that is observable over substantially the full term of the SWap.

Jnobservable inputs should be developed using the pest information
| ailable in the circumstances, which might include an entity’s own dgta. In
"\:feloping unobservable inputs, an entity’s own data, should be a.dj.usied
easonably available information indicates that other market partumpant_s
uld use different data or there is something particular to the_ gn’uty thatis
t available to other market participants (e.g. an entity-specific synergy).
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.......... assuming, for illustrative purposes only, that the guarantee represents the
collateralised lendmg will mc%ude the CaSh consaderatlor} Pald at t hsferor's only continuing involvement in the transferred asset, then:
date of transfer the contractual cash flows of the dertvatwé, as

lower of (i) the carrying amount of the asset and (i) the maximum
amount of the consideration received in the transfer that the entity could
3.4 Continuing involvement in the transferred assets be requirad to repay; and

the associated liability is measured initially at the amount in (ii) above

When an entity neither transfers, nor retains substantially all of the ¥ ) ,
plus the fair value of the guarantee.

and rewards of ownership of a financial asset, and retains contro
that asset, the entity continues 1o recognise the asset to the extento
continuing involvement. Continuing involvement represents the exten
which the transferor continues to be exposed to the changes in the vali
of the transferred asset. A corresponding liability is also recognised ar
measured in such a way that the net carrying amount of the asset and;
liability is: R RREREEE Y R ST o

'f’he initial fair value of the guarantee is recognised in profit or loss when (or
as} the obligation is satisfied in accordance with the principles of IFRS 15
Revenue from Contracts with Custorners Revenue and the carrying amount
of the asset is reduced by any impairment losses. [IAS 39:AG48(a)]

[IAS 39:31]

o the amortised cost of the rights and obligations retained, if the asset
measurad at amortised cost; or

2 the fair vaiue of the rights and obligations retained, if the ass : J;greeypays'
measured at fair value. : -y for the: frst [

The liability that is recognised at the date of transfer will not necess
equate to the proceeds received in transferring the asset which w
ordinarily be the case if the asset continued to be fully recognise:
the proceeds received were recognised as a collateralised borrowing
some cases, the liability appears to be the ‘balancing figure’ that re?_s'u'l
from applying the specific guidance for continuing involvement accountin
IAS 39 acknowledges that measuring the liability by reference to the i
in the transferred asset is not in compliance with the other measwrem
requirements of the Standard. [IAS 39:31]

This requirement for consistent measurement of the asset and’
associated liability means that the entity is not permitted to designate th
liability as at FVTPL if the transferred asset is measured at amortised: 'Co
(see 7.2 in chapter G3).

The entity cannot offset the asset and the associated liahility.
subsequent changes in the fair vaiue of the asset and the liahility.a
measured consistently and are not offset. [IAS 39:33} Any inceme on
assef to the exient of the entity's continuing involvement and any expens
incurred on the associated liabifity are not offset. [IAS 39:32]

When an entity iransfers assets, butretains a guarantee over the transferre
assets that absorb future credit losses, and that guarantee (as well as
continuing involvement) resuits in the transferor neither transferring
retaining substantially all the risks and rewards of ownership, the transferor:

must recognise the guaraniee as part of its continuing involve
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Recognition and derecognition

anee the terms of the in rument'have nat’ Chan":
Lceases to be a fmanclal hablhty an’d‘:staris to be re

Exchange or modification of a financial liability

Often entities will seek to renegotiate debt instrumenis for a variely
reasons. Sometimes the entity will be seeking more favourable terms
the tender. Sometimes the borrower may be in financial difficulty and'n
to alter the contractual terms of the liability such as the maturity
instrument or the coupon on the instrument.

When the existing borrower and lender exchange instruments with:tei
that are substantially different, the exchange is accounted for-as:
extinguishment of the original liability and recognition of a new. liani
Similarly, modification of the terms of a liability is accounted foras:
extinguishment of the original liability and recognition of a naw
where the modification is substantial. [IAS 39:40]

The terms are deemed to be substantially different if the net present va
the cash flows under the new liability, including any fees paid and re
is at least 10 per cent different from the net present value of the re
cash flows of the existing liability, both discounted at the original e
interest rate of the original liahility. Similarly, modification is deeme i
substantial if the net present value of the cash flows under the maodi
terms, including any fees paid or received, is at least 10 per cent diffe
from the net present value of the remaining cash flows of the liabil
to the modification, both discounted at the original effective interest ratk
the Hiability prior to the modification. [IAS 39:AG62]

Derecognition of a financial liability 4

are dustmguishebie:_'
therefore ﬁ: can be.
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- fiedge sccounting for th :
- forsign operat

Definitions and mechanics of iedge accountfhg

34 Hedging net investmenis with loans

he absence of hedge accounting, foreign exchange gains and losses
n retranslating the net assels of a foreign operation are recognised in
iher comprehensive income and taken to a separate component of equity
n accordance with 1AS 21), while those on the loan arz recognised in

fit or loss. This creates a mismatch in foreign currency transtation. YWhen
4t investment hedge accounting is applied, this mismatch is eliminated
acause the gains and losses on the loan, to the extent effective, are
ascognised in other comprehensive income.

When the hedging instrument in a net investment hedge is a foreign
urrency denominated non-derivative financial liability (e.g. a foreign
(irrency denominated loan), it is always the spot retranslation risk that

he hedged risk (as opposed to the forward rate) because it is only the
pot rate that is recognised from retransiating the foreign currency non-
darivative liability.

3.1.1 Loai s less than or equal to the net assets of subsidiary
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5.1.56.2 Own credit risk

Changes in own credit risk (non-performance risk) will affec
gffectlveness assessmentin the same way as changes in counterpart
risk described in 5.1.5.1. '

 perfect hedge relationship might be illustrated as follows.

Change in fair
value of hedged
instrument (X}

Change in fair
value of hedged
jtem (X)

CuU 10

5.1.6 Clean versus dirty prices

.Clean’ prices are prices that exclude any interest accruals. ‘Dirty’ p
include interest accruals. E

For each CU10 change in value of the hedged item, there is an equal and
opposite (CU10) change in vaiue of the hedging instrument (i.e. in this

ample, the hedging instrument is perfectly negatively correlated with the
risk it hedges). The negative sign results from the offsetling effect between
e derivative and the hedged item.

Correlation is 4 ferm ihat originates from probability theory and relies
on statistica! ‘analysis, but it is often estimated from historical data. li is
2 measure of the extent to which twe variables move in relation to one
another. The correlation can range from perfectly negative through totally
ancariciated to perfectly positive. Quantitatively, it is expressed as a value
ranging from -1 (perfectly negatively correlated) to 1 {perfectly positively
rrelated).

1.8.1 Ratio analysis

io analysis establishes, as a percentage, the extent of effecliveness
of the hedging instrument in offsetting the hedged itern for the designated
k over a defined period of time, i.e. the degree to which the changes in
ir value of the hedging instrument and the hedged item are negatively
rrelated. It is relatively simple to compute and is well suited for measuring
e effectiveness of short term hedges (where there may be insufficient
ata to perform a statistical test, such as regression) and is also used o
easure the level of actual offset.

i When mé’;éurihg}_%ﬁé- actiial EEreé_t:;!Eté,j.ﬁ_m"i.hé h
“value of the instruments must be-sed.

:5.1.8.2 Regression analysis

‘Regression analysis is a statistical measurement technigue for determining
the validity and extent of a relationship between an independent and
dépendent variable. It is more complex than ratio analysis and is explained
in more detail in 4.6 in chapter C10.

5.1.7 Fregquency of hedge effectiveness assessment

Eﬁeotiveness_must be assessed, at a minimum, at inception and at the’
of each reporting period, including interim reporting periods. [IAS 39:AG10

5.1.8 Ratio analysis and regression analysis 2 Measuring hedge Ineflectiveness

“Section 5.1 considers the various ways in which hedge effectiveness can
e assessed. These techniques are used to support the entity’s claim that a
hedge relationship has been highly effective in the period, and will continue
‘o be so for future periods. Consistent application of these techniques in

Hedge effectiveness is the degree to which changes in the fair valui
cash flows of the hedged item that are attributable to a hedged risk a
offset by changes in the fair value or cash flows of the hedging instrumér_l
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he'crttzcai terms of the dergvatxj
fm tch (exchange of principal ™.
-at maturity and annual interest
aymenﬁ) according y there is'a
©expectation of high effectlvenes
O entity will assess counterparty c
gk arid probablhty of cash ﬂow
; 'Ef'under tha swap occurrmg every
S noeperiod
leasuremerit of hedge effectiveness

Cross-,
- eurrency.
- gwap fair o
HRCyaloe s
£ after
interést
tiements 1)

CUUTRE after
: interesi :

Hypot?we‘zlcal deﬂvatwe meth d he
. vactualhedging instrument is the' same

- asithe hypothetzcaf Cross- currency o
- swap with exactly matct
and therefore, no lneffectl
:@ "anﬂclpafed :

| 31”:2;[.)(.4

L CCS Deht Ca;eh{ ':_:' it
| 31/12/X5 S 'hﬁfw“
: Sl edge’
31”2’!)(6 regerve:

30 _'Issue debt‘ .

_ _ (57,143
_Falrvalueof 3 SR
= CC8 (before
interest

i settlements)
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