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IFRS-9 (Part:1)

Classification and Initial Measurement

of Financial Instruments

Measurement

Y

‘ Financial Asset

l

v

© Debt Instrument
T5wch as bored dubmh.l.re.eb.:]f-

Lmagine:

You have invested in o company's 5 vears' bonds, that will pay you
interest cach year and you can redeem your actual investiment after
5 years. [ie your contractual cashitlows are: Principal + fnterest)

l\

Equity Instrument
[Szch as Shares)

! Entity may
E irrevorably elect |

e

Deetault
Classification

Falr Value through Profit Fair Value | Furthermore, there are also some
and Loss [P/L) through GCI | ather specific cases where an entity

=,

Classification l——b

Financial Liability ‘

By defanlt Clussified wnder

Amartized Cost

However

[ With a few exceptions, Such as if entity
' Irrevncahly elects to classify that

| Hability at Fair Value through Profit

| and Less (P/LY, It can dio sa,

uses FYTPL method to recognize its
I Lialwiliry,

- ., - ~ AR b o g er
roam ot gesponasat| (it ) | seoman
maturity [Le for five years), and ; £ s You lrrevecably elect following method to Muzammil Hussain Koral
rcontractual CFs onl; A favarable offer {s received, i i :
: B = oty I ‘{Get Contractual CFs as well as selling profit)/ 5 avoid accounting mismatch J (CA Finalist)
Classily it ander Chassify it under Chasslfy It umider
* wiyw linkedlncom/n/miuzammil-
1 b koruif
Amortized Cost ‘ Falr Value through 0CI Falr Value through Profit and Loss [P/1) ‘
I'I". g w -‘l\"
Lo Initial Measurement ]
b //_ \ /
~ - o >,
( Financial Asset ) ( Financial Liability )
\ " Y,

[

:

If the Financial Asset |5 classifled unde
elther Amartized Cost o Fair Value
Throwugh ol

y Ifthe Financial Asset |z classifled under

Falr Value Through Frofit end Loss (P/L) |

Ifthe Financial Liabifity 1z measured at
Amortized Cozt

If the Financial Linhility 15 measured at
Fair Value Through Profit and Loss (P/L)

l

e - \ ", -~
/ Y \ o -
|r lvwilll be recorded at Falr Value Plus '| It will be recorded at Falr Value only. ] Will be recerded at Folr Value Less ] ( Will be recorded at Falr Value only, "I
1 Transaction Cost ] {Transaction Cost will he expensed out) | l Transacton Cost ansam‘mn Costwill not be inchaded in Ilab.'-l/l.
% - . AN P

L ) Y l Y
e, L bOr. Lr.
fr. e br. € " ]

Fimancial Asset (Vs Transaction Gost) 8% #.::':ﬂ::f;’fw i: Cahy Hanle { M) X5 ;f:h’fna";'lfmz “:x

fmiitnke %t Casls/Ennk K it nil Lty {5 i Cint] A Fimancial b, (FY] XK

fsaln Lo | Bakinciogd 7L LA lny Loss [ Babanelng) BLL K % Gualin/ Loas [ Balancing) /L KX JxN Galn/Laoss [Bakancing) F/L X%/ KK
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IFRS-9 (Part:2)
ECL (Expected Credit Loss) /Impairment

| Accounting for

et

1 "| Expected Credit Loss (ECL)

Uiy {;';;H“"""-‘

General Approach
i =
// H‘"’“‘-—-q____

At nbitsal Hecognition At each Sl.ll:usi;u:}ll::m reporting

R

Analyze whether Credit Risk on

Record 12 months Expected

Credit Loss (ECL) the Financizal asset increased

Significontly ar not

f’”f\ﬂ

i “:.i‘@‘i{\ﬂanm
_A

Amount equal to Life time [ Amount equal to Only 12

Expected Credit Loss [ECL) wall manths Expected Credit Loss
b recognized (ECL) woill b recogmized

RETOE

Furthermore; If the asset on which ECL Is going to be charged, 1s
Classified under:

A
£ iy

| Fair Value through OCI

Amuortized Cost

]

| Or. Cr | Br.. Tr
| Tmpairment Loss [P/} XX Impairment Loss [P/L) XX
| Allowance for ECL (Contra Asset] XX Allowumos Tor ECL |QCL no costrs asser) X

R !

Simplified Approach ‘
|

—

T Applicable only ter
« Trade Receivables \
= Lease recewvables /
- Contract assets :

At each Subsequent reporting

nitial ;
At Initial Recognition Date

T !

| Amount equal to Life time Expected |
| Credit Loss (ECL) will be recognized |

S

Dr. Cr
Entry —= |mpairment Loss (P/L) XX

| Allowance for ECL {Contra Asset) XX

ekl o

( #DiginlFRS

Stay tuned for the next part in the series

Linkedin.com/in /muzammil-hussain-korai/ )




#DigInlFRS

Byv: Muzamimil Hussain Korai

IFRS-9 (Part:3)

Derecognition of Financial Asset

Decide whether to

derecognize the asset or not?

i ™
Zuch .v.'ln'\.'q":rmglrl..\ S-years hnn-‘l\
mezaes we'll receive cash fows from
it for only five yoars as agreed
After that, our right to those cash
flovws will explie.

Hawe the rights to the cash Dows from |
R . - B
the financial asset expired? Ve Auset

No Such as we purchizsed a plant, But ™,
"' Instend of maliing & cash payment
the supplaer, we transterrned some

Bonds under our wnership te .'lll.-ly

Has the entity transferved its rlglltl o
receive the cash flows from the asset?

LY

¥

E |
5

pi

wich as, il vee make mvestment o g

behalf of someone eise. It means, all the |
cashiboers coaming from that asset will

L brasfurved tae that party io due

time. 185 our ohligation to do so, / x

“ Continue o
recognine the

to pay the cashflows from that —DNgp———
financial asset to someone else? | assel

Yes

""'"I IHas the entity transferred

" Has the entity assumed an abligation |

subatantially all the risk and Yes————=(

Asset
rewdards?

/ Derecognize the ™,
¥

: 'i}emugmm the ™.

No ( Prepared by: Muzimmil Hussain Korai [CA Huiilr‘.l})

¥

Has the entity retained control of the
asset?

[

Yis

.

N (=

Asset

Continuing Involvement
in The Asset

- }.IL'mLT:gniu: the

Such as if the entity transferred ity trade receivables to a bank by entering into a
[ factoring agreement. As per agreement, bank would be responsible for the risk of bad debts for up to

:_i—h-: 955, of the trade receivables, However, 5% risk will be borne by the entity, It means we have continuing

| invelvement for those dehiors. Hence entity will record a lizbility for those 5% trade receivables whiles

A dehiting Transfer asset/continuing involvement in debtors, !

- .

|
» Evaluating whether entity has |
| transferred all the risks or not |
[

Examples Where Risks
andd rewards are
assumed to be
transferred

Examples Where Risks
and resvards are not
transferred

|. ' |» Asale of short-term
receivables in which

risk of bad debt is

nat iransferred o

s Unconditional Sale
of a financial Asset
e Asale of a financial

the ather pai
asset ogether with WS party
; 1o A sale and
an aption to
repurchase

repurchase the
financial asset at its
fair value at the time
of repurchase

transactinn where
the repurchase price
is a Mixed price or
the sale price plus a

| | lender's return;

s per paragraph B3.2.13 [a) of IFRS-9, we will record ™,
this continuing involverment af the lower of
| = the carrying amount of the asset
|*  Max. amount that entity could be required to pay
b against the consideration received

N,

Furthermore----

Gﬂr‘.gfnﬂ’-’ﬂj Stay tuned for the next part in the series
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Derecognition of
Financial Liability

S

@?“

| the obligation specified in the
! contract is discharged or cancelled
| or expires.

Y
br. LCr
| Financial Liability XXX
| Cash/ Ganl (il any) WK
;Ealu,n'lnss {Balancing] P/L KX A

IFRS-9 (Part:4)

Financial Liability

Modification and derecognition of

i
Modification in
Financial Liability

S

| There's a significant modification | -
financial liability [syual to or more

Cthan 10%; of its carrying value)

] 4 Less:

——Appiy the following form uln—-|

FRENy ATy
Ay Jad oy,

[
i"“
|

Existing lability {Camrying amount) 1a) XXX
Present Value of liability under new terms XXX
fdiscounted using ariginal/earlier effective
interest o
Transactiony Modification e XEE

{XXX)
Met Difference (B) XXX
Ditference Percentage [BY1/(A) x 100 X

1'\ %‘Ji‘?)
L] Y
o ‘fr,‘_
$idi ?ﬂ%
- L /Q \
fu Deverognize the old Hability. \ | e : i s
b, Cr. ' #  Recognize the new liability at its Fair Value. We can il ::il"l::;}mi?:f}::;:ﬂ:n;:? ,;!i:}a:rgt:'lj ;;Ii':.r
Oid Liahility fearrying ameaunt) XX colculate that fir value by discounting the mew rl:vaLI T ] . '
MNew Liability fat Fair Value) XX | cashflows at market interest rate. e ¥ ; . e
b y - i : (= Any difference between our revised liability and nld
{rain/Loss (Balancing ) P/L XEK [ AXN s Aoy difference between the two will be charged to [ bz, ; f
LB I liability will be charged to P/L
=, 1'.%'"-:,""'; R“"‘-%w’"‘?.' Mo j
“'l.:lf;""'an o i iy 41.';}" g H"""‘--..__h_
-— Utz
Feepasei by www linkedineomyin/muzammil ar. . or.. &,
Muzammil Hussain Korai ' :_'Im_\_'_m__",'l'”_'fl; S Financial Liability XXX Modification loss [PFL) XXX
[CA Finalist) SR Modification gain (P/L) XX Financial Liability XEX
C#D.‘QIMFRS Stay tuned for the next part in the series www.CAcxplains.com Linkedin.com/in/muzammil-hussain-korai/ )
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IFRS-9 (Part:5)
Hedge Accounting

(Fair Value & Cashflow Hedging)

[Nebe: This Jowefart i just for qiick reviston,
Frivr Kmmdedge 15 ot Do enderstund this properdy. |

[ Fair Value Hedge %*'l Accounting for I = Cashflow Hedge
! |
rAt Revorting and fAr Reparting and
Sertlement Date} Sectlement Dote)
Terms: |
o 4' s« Hedging: A strategy that is used to reduce the i .
i financial risks arising from odverse movements in \
Hndaiaittio Fiaduiias ingk e fair value or cashflow of an asset, liability, or a Calculate the effective and ineffective
pdate the hedging ins WT.E“ .d.'; fubire transaction, | portions of the gain or loss on the
well s indged ivem to the (ai: value | «  Hedged item: the asset, liahility, or the future hedging instrument;

transaction whose risk of change in fair value or

i - cashflow is being reduced
Y

Charge Fair value gain/loss
of both items to P/L (unless it's equity
instrument measured at FYTOCT)

| Remember:

_ Y
/" Example where there's a Gain on
Hedging instrument and Loss on
Hedged item on reporting date

:

Financial Azset from Hedging Instrument XX
Fair Value gain on hedging instriment [P/L])

Lr |
— IV Loss an hedging instrument [P/L)
Fikanckal Liak. frem Hedging Instrument

b

or, f

1.
Fimancial Asset from Hedging Instrument F500 i wiontis, of
Cash Now hedge reserve (OCI) 400
Ineffective portion of gain (F/L) (Balancing) F1010 \

Ti

W
irm

Settlement of Forward Contract:

\» Hedging Instrument: an instrument, financial
: derivative [such as a forward Mfuture contract]
\ i thatis used to hedge risk on the hedged item.

o Actual Purchase of Machinery

l

| Charge effective portion of the gain or
Joms on the hedging instrument to OC1
\ and ineffective portion to P/L

!

Effective Portion:

Lower of:

the cumulative gain or loss on the
hedging instrument since the
inception of the hedge, and

the cumulative change in the fair
value of the hedged ftem since the
inception of the hedge

I
XX

Cr

XX

Example:

Company ABC hits to pirchase an equipment after three months, The Ce, hedged the .'
risk of increase in equipment’s price by entering inbe a forward agreement: After 3

Settlement Date, there waz a Gain on Hedging Iestruamment of 3500 and

Loxs on hedged iten was 3400, Now as per the rule, Lower of the above two is 3400
Henoe this 1s the effective portion and will be charged to O] as "Cash Qow hedge |

reserve’,

Adjustment of Cashflow Reserve:

| Dr. Cr Dr, Cr.
| Cash £500 | Machinery §28,000 |
| Financial Asset from Hedging Instrument 2500 | | Cash $28,000 ‘ On settlement date, The accumulated
L i ik amount available in "Cashflow Hedge
Reserve (OCI]" will be adjusted with the
carrving amount af the resultant asset or
£ : \ lability. f
Please refer to IFRS 9 paragraph 6.5.11(d) | J
for the adjustment of Cashflow Reserve in I br. Cr - - -
the case where there's no resultant asset Cash flow hedge reserve [OCI) $400 {Tn our example)
or liability Machinery 400 ™
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