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\ Financial Instruments

Accounting and Reporting of \\
Financial Instruments \
(Ind AS 32, 109 & 107) \

Ind AS 32: Fl - Presentation

Definition & Scope
(9 Definitions

pY) Special Cases

—~e Off-Setting

e Accounting for Interest,
Dividends, Transaction

Cost etc.

NDEX

—9 Exclusions )

Ind AS 109: FI - Recognition

& Measurement

Amortised Cost Method
(for FA & FL)

o Applicable when 2
Condltlons meet

——@) Method used for

—‘@ R Accounting

—~Q Transaction Cost

—@ ER
—@ Amortisation Table (AT)

Accounting where FA/FL

has other Consideration
involved

—@) Compound FI

—’Q Steps to solve questions of
ACFA

\_ —@ Transaction Costs Y,

Modification of CFs:

Accounting under ACM

[} Accounting for Lender (FA)

) Accounting for Borrower ( F9

FV Method: for FA

) Applicability & Method

p) Accounting: IR, SM & DR

€) Accounting )

FV Method: FL

P FL > ACM except 6
exceptions:

Derecognition

P FA - Derecognition (DR)
Py Fl -

#) Exceptions: )

Derecognition (DR) )

Reclassification

P When applicable?

Impairment of FA ]

w) How Accounted? )

0 Regular Way Purchase -
Sale (RWPS) B
J

Derivative Financial
Instruments (DFI)

What is DFI?

Accounting for DFI -
FVTPL

Net Settlement Option in
Contracts Involving Non-

Financial Items (NFI) )

m Embedded Derivatives
@ Hedging )7

FR-SureShot Notes / F AST M



Ind AS32 |

\
\

Accounting and Reporting of '\

Financial Instruments \
(Ind AS 32, 109 & 107) \

y 0 Definition & Scope (Ind AS 32) V

1 DEFINITIONS: (SIMPLIFIED)\

— a | Cash

— b | Equity instruments of another entity

— ¢ | Contractual right to receive, Cash or Equity Instruments of another entity or

another Financial Asset

— a | Pay Cash or Deliver Financial Asset

— b | Exchange Financial Asset under Conditions that are potentially unfavorable

Obligation: Liability that is not in the hands of the entity to be avoided.

Liability: Entails probable outflow of economic resources.

Prepaid Expense, Advance to Supplier are not financial asset as no Contractual
right to receive cash

b Tax payable is not a FL as it is a statutory obligation and not contractual

Inventory, Investment in Gold, PPE, IA, CWIP are not FA

Trade Receivables, Cash, Bank Balance or FD; Investment in shares, bonds,
convertible bonds; Loan given; are all FA

Trade Payable, Bank Loan, Outstanding Expenses, Refundable Deposits,
k Redeemable PSC are FL. y

M/FA s TP

irst attempt success tutoria




\

Financial Instruments

SPECIAL CASES )
L> H

2D

' Redeemable ‘ Convertible (mandatory) ' Redeemable or Convertible

€ | Preference Share Capital:
' Preference Share Capital |
|
v v v

At the option
of Preference
share holder

At the option
of Issuer

(company) )

Intention to
redeem

Intention to
convert

Not a Financial Liability
(as no obligation)

v

Financial
Liability

Financial
Liability

Irrespective of
Intention

+ Therefore Preference dividends are not ‘Mandatory payments but
‘Discretionary’ payments (unless question specifies otherwise)

5 Convertible PSC: (See Next Point)

2.4

Fis)

Fixed to Fixed Test i.e.:

FR-SureShot Notes




Ind AS32 |

Case Consideration Given Consideration Received Classification

1 Variable Variable Financial Liability
2 Variable Fixed Financial Liability
3 Fixed Variable Financial Liability
4 Fixed Fixed Equity

If Consideration of Number of Shares are varying
based on ‘Time' then they will be considered as Fixed

EE | Financial Liability Classified as Equity:
Para 16A K 4 —~—~
1. PFI have right to claim only proportional share in net \

asset (PSNA) of the company

2. PFIl should be most sub-ordinate instruments

w

PFl to have identical rights with the most sub-

J1

ordinate instruments

4, No fixed or minimum or committed cash flow entitlements
\ 5. Total cash flows over the term of PFI =PSNA

Para 168 K 4

Puttable Financial Instrument (PFI)

There are no other Financial Instruments or Contract that: \

1. Have effect of fixing/changing the cash flows of PFl; and )
\ 2. In effect have a PSNA of entity /

N 0000000000000 0000000000 =

T[FA S TIETT
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\ Financial Instruments

Y Para16C K 4

/ (PSNA on Liquidation of Company)

1. Fl have right to claim only proportional share in net asset
(PSNA) of the company

JU

2. Fl should be most sub-ordinate instruments
3. Fl to have identical rights with the most sub-ordinate A
instruments
\ 4, Para 16C = Condition 1+2+3 of Para 16 A
\

-

ey Para 16B
There are no other Financial Instruments or Contract that: g

1. Have effect of fixing/changing the cash flows of PFl; and

@struments Entitled to PSNA on Liquidation

2. In effect have a PSNA of entity e
Para 16D = Para 16B

(b) | On reclassification of:

MR |
—> a. PFlto FL - Transfer @ CA on date of reclassification

— -

invest in its own shares;

FR-SureShot Notes




Ind AS 32

/

OFF-SETTING )

RO/

| (b)  Entity intends to settle in net.

ACCOUNTING FOR INTEREST, DIVIDENDS, TRANSACTION COST ETC.- W

i

Transaction

Discretionary

Interest/

cost Payments on FL Dividends etc. J
Y v \ 4 v
Equity Other‘than Are qlways Financial Financial Equity
Instruments Equity considered Asset Liability Instruments
related Instruments as equity related )
related (FA/FL) trq_nsactionj p v — Y N ¥ N
v Income will | ( Expenses | (Adjustments
e Debited ie. Cc:LIw;J:gsdbte i v;illdalg)/s{?%s d;:_rectlg ?rom
_ . redited to e debite quity (i.e.
to Equity Ind AS AdJUStefj PorL‘'NEVER| | toPorL || Lessfrom
(Reserves) 109 from Equity OCl' (unless | | ‘NEVER || Retained
L directly (Reserves) dividend is | | OCI' (Except | | Earnings in
treatedas || Ind AS23 || SOCIE) or
recovery | | Borrowing || Reserves
 ofcost) ) Costs) ) J

EXCLUSIONS )

> Subsidiaries: Ind AS 110

JV/Associate: Ind AS 28

[FA s TS
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\ Financial Instruments

4 Q Amortised Cost Method (ACM) (for FA & FL)‘

| (FA/FL accounted using Cost Method or FV Method. =~
Lets first di ~ost Method { as ACM)

<

APPLICABLE WHEN 2 CONDITIONS MET w

(i)

(

Gy

[FI meets SPPI + BM is Hold only]
The El | ifiod | cash fl I SOLELY PAYMENT of
X X X .
Busi el (BM) of entity is HOLD only i hold the Fl to Collect i
ifiod | cash fl u Land e bef itu)

*Principal refers to fair value of Fl on IR

XX

risk, etc. on principal amount

METHOD USED FOR )

b O

i lieh O

«“ . . M .

discussed below

FR-SureShot Notes




Ind AS 109

/

TRANSACTION COST )

RO/

—® Means cost directly attributable to the transaction
—® DIRECTLY ATTRIBUTABLE means the cost that would not be incurred if the

transaction was not executed

. —® |n Case of FA/FL accounted as per ACM, it affectseédR. ..

EIR )

EIR will be the:

Here compute EIR by equating PV of cash inflows and

ouflow, Simply a rate which discounts future cash flows
to IR value of FA/FL

SM ACCOUNTING: AMORTISATION TABLE (AT)\

Year Opening (a) | Interest (b) CFs at year end (c) Closing (d)

1 IR value (a) x E.I.LR% Interest / Installment a+b-c
paid or received

2 P.Y. closing | and so on.. - -

Last year - Note (ii) - NIL

(iii)

° | st | - ‘ iina off diff

Interest - Recognised in P or L

- losing Balance - sl in BS und

Current: FA/FL = Next year repayment - next year interest (cannot be nega.tiyei

ACCOUNTING WHERE FA/FL HAS OTHER CONSIDERATION INVOLVEDW

~N cidi

3 Example E

_ Concessional or Interest Free Loan |

—iil LoantoEmployee
>[ii. Rentdeposit

190




\

Financial Instruments

Accounting

Deemed Consideration: Recorded as:

Parent: Loan to

Investment in

7 7EqU|’ty Of SUbS Employer:

Deferred EBE

ymployee
L Y - f % %

Rent Tenant/Lessee:
Deposit Deferred

rent expense/

/\

B ~ ROU Asset,
written off to PorL—'l‘—Hj’ePFeemdi

alongwith ROU

Subs:
Loan to . .
Eqwtg Contri. over loan period
of Parent

asset

30Gt fopaT 8

done in CFl with transaction costs 31 Usd &°.

& Thankfully, such questions do not have transaction costs. 3R gldl Then
allocate it to FA/FL and other considerations and recompute E/R on FA/FL as

_repayment terms such as:

coupon rate

—> a ) Repayable on Demand - Then accounting to be: IR at face value, EIR=




Ind AS109 |

" IR involves Snliti ‘O’ CEs into El | Equitu C
(iv) | * FL component is FV of FCFs (unavoidable outflows) discounted using market
convert or redeem
% Equity component is “Year ‘O’ CFs from the FI - FL” (Bal. Fig.)
o | T if l i i . i of IR | | Equi .
. « ) 0,
*  Equity (Reserves 3 adjust)
(vi) | Then FL solved as per ACM using EIR as above
(vii) On due date if:
-
%  CElC | EL bal £ to Equitu/R | SC I
% CEl Paid Equity C £ to Equitu/R | FL paid
ACM Transactions with Compound FI (CFI)
other consideration
1. Example Redeemable PSC/ | Deposits to Lessor, FL with equity
Bonds issued at Concessional interest | conversion option like
par/discount/ loans to employee or | convertible deb.
premium subsidiary
2. EIR Coupon rate Market interest Market interest rates
adjusted to rates (adjusted for for FL (adjusted
discount, premium | transaction costs) for transaction
or transaction costs relating to FL
costs component)
3.IRof FA/ | FA or FLs PV of FCFs FL: at PV of
FL measured at Year | discounted at market | “UNAVOIDABLE" CFs
‘O’ CFs interest rates discounted at market
interest rates
4. IR Value - | NIL Treated as deferred | Equity portion of CFI
Difference consideration
of Yr O CFs adjusted in:
ROU Asset
and FV E Deferred EBE
Investment in
Subs. or Equity
Contribution
from Parent
LY/F A 5 T/TRINY




\ Financial Instruments

6.SM - FA/
FL

Prepare AT using
EIR for FA/FL

Prepare AT using EIR
for FA/FL

Prepare AT using EIR
for FL

7.SM - IR
difference

N.A.

(a) Lease Deposit:
Depreciate with
ROU Asset

(b) Employee Loan:
Werite off over
Loan period.

(c) Loan to
Subsidiary: No
remeasurement

Equity Portion of CFI

- No remeasurement.

On due date Equity

balance transferred to:

(a) Securities
Premium: If FI
converted

(b) Retained Earnings
(R.E.). If FI
redeemed

N

&‘ -,

}—> Situation where EIR = Coupon Interest rate j

Where apart from interest there is no other cost or return like
transaction cost, discount, premium, any other consideration.

—> Situation where EIR = Market Interest rate j

Transaction has other Consideration & no transaction costs.

STEPS TO SOLVE QUESTIONS OF ACM )

Year Opening Interest (b) CFs (c) Closing
(a) (d)
1 IR Value  (a)xEIR% Actual CF a+b-c

... Continue till derecognition

G Other consideration, if any, sither continued as it | e

over term of Fl

FR-SureShot Notes




Ind AS109 |

' TRANSACTION COSTS )

acquired/taken

e

Costs relating to FA/FL

__ (Tr. Cost directly attributable relating to equity, directly — Dr. to Reserves)

( : ¢ )
L E . P N
( Accounted for under Ind AS 109 Party Paying Party
T T Cost Receiving
2 V. S

Adjusted from cost || Charged to

per respective

& will affect E.I.R

Ind AS

as income as
per Ind AS 115

| Student Notes |

-

194 / FR By CA SJ
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\ Financial Instruments

\4 e Modification of CFs: Accounting under ACM §

>

Accounting for Lender (FA)
WWhen Applicable?

Re- ation of  loan ai

PorL or Deferred in certain cases like concessional interest rate loans where

difference is adjusted from Deferred amount of EBE

Wi he cl in ECEs is d . . lit risk leadi I ECE
expected to be recovered from the FA

| PorL as impairment loss (However this is not treated as modification but

accounting treatment is similar to modification hence discussed here)

Accounting for Borrower (FL)

N When applicable?

. When the Borrower requests to renegotiate the terms ...

©

©

? %
If Sul ial Modificati

a DR existing FL

e. EIR — Current rates based

Else

(b)

equates to revised FCFs

c No G/L recognized in PorL

d. EIR — Revised henceforth

FR-SureShot Notes / F lmqsr M




Ind AS 109 |

Wh . e e

+ action

CA of FL

&fgxﬁm%

v v v
FL-No Subs. Modi. K FL-with Subs. Modi. -?

Original E.I.R will Current mkt o g
E.I.R be revised Rates Original E.I.R
v v
Transaction | Reduce from Amortised over
costs paid CA of FL br to¢P orl remaining term
) Loss  FV of New FL Loss  CA-PV of Revised

Gam/qus No Q/L on on CA of old FL on FCFs at original

on Modi Modification  Modi Trans: costsifany Modi E.LR
- | Student Notes | N
. J

196

[FA s TP
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\ Financial Instruments

y Q FV Method: for FA ¥

i it price. the selling price (SP) of : SP)

APPLICABILITY & METHOD\

1) FVTOCI(R) — Investmentin Fl that meet SPPI + BM is to Hold or Sell and not

Hold only or Trade. Eg. Investment in redeemable bonds

2)» FVTOCI(NR) — Only for Investment in Equity shares, if opted on IR. Option

Rules = Decide on IR, Decide Separately for each investment,

irrevocable option

53> VTP o All Fls. if BM i [ ative Fl 9 :
. o vty s here FVTOC! (NR)

opted on IR

ACCOUNTING: IR, SM & DR )

1) FVTPL - |[R @FV, Transaction cost @ Dr to Porl, SM @FV with G/L

to PorlL, DR, G/Lto Por L

2) FVTOCI(R) — IR @FV + Transaction Cost, SM @FV with G/L to OCI(R), DR

G/L to PorlL alongwith OCI - R balance to PorL

S > +

. DRG/Lto PorlL alongwith OCI - NR balancetoRE.

ACCOUNTING )

Method FVOCI (R) FVOCI(NR) FVTPL
Eg. Invst in Redeemable Invst in Equity Share. |Investin |
Debenture Co. not trading into it. | Equity R
Intention: Hold or sell Co. opts to measure at | Share —
FVOCI(NR)
(1) IR FV+Transaction Cost FV+Transaction cost | FV [
(2) Transaction Added to Invst Added to Invst Debitedto |
cost PorL
(3) Transaction | Difference will be accounted for as discussed earlier in ACM
Amt-FV

FR-SureShot Notes




Ind AS109 |

(4) SM

1. IR + Interest using
E.I.R. - Interest
Received = Closing CA,
Simply follow ACM.

2. FV-CA will be Dr/Cr to
FV gain/loss in OCI (R)

3. EIR % will be applied
on amortised cost &
not fair value.

At fair value & FV
gain / loss booked in
OCI(NR)

at FV & gain/
loss to be Cr/Dr
in PorL directly

(5) “Forex Gain

or Loss”

It will be recognised thru
‘P or L, unlike FV Gain /
Loss which in recognised
via OCI-R. Simply,

first apply ACM,

then convert foreign
currency to INR and
measure forex g/I for
PorL. Then remeasure @
FV (in INR) with G/L to
OCI-R.

Simply measured at
FV on reporting date
using reporting date
E/R with total G/L
recorded in OCI-NR

Simply measured
at FV on reporting
date using report-
ing date E/R with
total G/L recorded
in PorL

(6) Derecognition

Dividend
Income

credited toPor L
(using E.I.R.). Basically
interest income is
computed using
amortisation table,
same as done in ACM.

credited toP or L,
“unless it represents
recovery of costs”
where investment
cost includes
upcoming dividends.

Step | Do accounting of SM, till the date of DR (SM = Subsequent
Measurement)

Step Il Difference between sales consideration and CA as per Step |
above will be recognised in P or L only

(+) G/L accumulated in G/L accumulated N.A.
OCI-Rin CY or PYs in OCI - NR in CY
will be reclassified / PYs will not be
toPorLinC.Y.as reclassified, rather
a reclassification transferred to
adjustment in SPL reserves in SOCIE

(7) Interest / |Interest income Dividend income Dividend

Income/ Interest
Income credited
toPorlL
(Interest income
using coupon
rate & not
E.I.LR.)

198
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Financial Instruments

I Example for all Methods: I

11200/~ and Year 9 end 1225/-. Sol . I hods f (2
. | ACM
(Year) Op. Interest 8% Repay Cl. Balance @
(1) 1150 92 100 1142 S
(2) 1142 91.36 100 1133.36 |
.| | Fvocl (R)
Y Cl. —
e, Interest 8% Repay Cl.FV Gain (OCI-R)
Op. Balance A
(1) 1150 92 100 1142 1200 58(1200-1142) |
(2) 1200 91.36 100 1191.36 1225 33.64 (1225-1191.36)
(8% on 1142
Amortised
Cost and not
1200 FV)
n.| | FYTPL
Interest Cl Cl. . ——
(Year) Op. 10% Repay. Balance FV Gain (PorL)
(1) 1100 100 100 1100 1200 100 (1200-1100)
(2) 1200 100 100 1200 1225 25 (1225-1200)
- | Student Notes | N




Ind AS109 |

V" @ FVMethod: FL V

 —

fair value s t hich the lighili l ed)

FL - ACM except 6 exceptions: \

(A) inancia jarantee

Exceptions: w

m FG:

¥ When Applicable?

(1.) IR - Record Liability for Unamortised Revenue (UR) for such FG

— UR as per Ind AS 115 = PV of consideration receivable for FG for remaining

period
l , , , . _

. borrower company on loan with guarantee.

(2) SM - Recognised at higher of:
— ~
. (a) Unamortised Revenue (UR)-on SM date
(b) FV of FG

Loss Given
Default % (LGD)

Guarantee ~ Probability for

Amount (GA) X Default% (PFD) *

2WYIFA S TIETRIY
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Financial Instruments

\

@ Gain / Loss on SM -
@) Wi losing liability < ina liability - Gai lited to Porl
under Ind AS 115
b) Wi losing liability > ina liabilitu - | ebited to Porl
~ Eg.| Loan taken for 10,000 @ 8% p.a. with FG from Parent company.
Principal repayable in 3 years
Interest w/o FG 12% pa
[0) 0, [0)
Ans

Interest Deemed FV Closgng Revenue
Opening 12%  Revenue Closing (GA x PFD% x (Higher =~ ©°F Loss
UR (A) (Market forthe UR (B) LGD%) Bor inPorL
Rate) year (C) c)(p) (A)-(D)
300 285
60 1 400 6 6 I
? > ( ) 75 (10000*3%*100%) 75 Revenue
800 7
6 1
75 81 (400) 356 oo oo SO0 125 Loss
356 44 (400) NIL NIL 800
Revenue

guarantee commission, if any

Y When Applicable?

as well as the FL




Ind AS109 |

?
D Let us illustrate with the help of an example: |

15% loan for 5 years of 10,000 measured at FVTPL to avoid accounting mismatch

Year-end interest rate is 18% p.a. Market rate has increased by 2% and credit risk

profile has deteriorated leading to further increase in interest rates by 2%
Solution

S MDQ—QKMMEL—"QODQ—.

0, 4years + 4th years =

- J

0, 4years +

(o]

PV 4th yea.rsns o) = 9193

d» Gain (10,000-9193) 807
o fig['n t[qnsfg[[gd to Of “NBHQZZH—QIQB.[ 522

. FG - Factoring with Partial Recourse

 When Applicable?

202




\ Financial Instruments

Account:

A Debtor A/c

B Bank A/c

C Continuing
Involvement in
Asset A/c #

D FL(FG)A/c#

E FL(FG) Alc*

F Losson
Derecognition
Alc

Dr./
Cr.

Cr.

Dr.

Dr.

Cr.

Cr.

Dr.

Amount

Gross amount of
debtor sold

Amount received
from factor on

transfer of Debtor

Recourse amount

Recourse amount

FV on FG

(A-B)+E

Reason

Control over debtor
transferred to factor

Money received

As in case the liability

to pay bad debts arises,
company has right to
recover from debtor

As company has
promised to pay in event
of bad debts loss to this
extent

As FG are measured at
fair value -> Guarantee

Amount x PFD% x LGD%.

In this case given as
3000.

Total loss is sum of
amount less received on
factoring plus FV of FG
which represents the
expected loss to be borne
in future

Amount

in Eg.
50,000

45,000

10,000

10,000

¢ BD to be reimbursed on thi . actort ' 4s 3 000

3,000

8,000

# It is a contra entry with Continuing Involvement in Asset and FL - Financial
Guarantee debited and credited with same amount respectively. This will be reversed

when debtors are realized

*To be measured at FVTPL on every reporting date.
Note - D & E should be recorded together

FR-SureShot Notes / F lmqsr M




Ind AS109 |

" @ DERECOGNITION ¥

Y—

FA - Derecognition (DR)W

Tri o  flows from ! he entitu)

Any gain or loss on DR -

a. Recognise in PorlL

@ Accounting:

PP Retained — M | at CA l
= CA of full FA x FV of Part Retained/FV of FA

DR ¢ on due date - No gain o

difference booked in PorL

204

[FA s T
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\ Financial Instruments

interest rates)

¥ o
JE FL —> Dr CA of FL
Eq. component of CFI —> Dr CA of equity component
PorlL —> Dr/(Cr) FV of FL - CA
Reserves —> Dr/(Cr) Bal figure
—>

Bank Early redemption price

|
- | Student Notes | N

. J
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Ind AS109 |

y e Impairment of FA ¥

Y—

Always debited to PorlL

IL (PorL) A/c Dr.

To Provision for IL (If < credit impaired credit FA i L of

provision for IL)

. b.  FA accounted as per FVTOCI (R)

IL (PorL) A/c Dr
To IL Allowance (OCI)

. Measurement of IL

a.  Asset specific IL determination = IL is:
~A of FA - PV of , | ECEs di { usi iainal EIR

b Generalised Appmggb B X CHEAT DG

IL = Exposure x PFD% x LGD% ~~ @& CFS

1 PFD (Probability for default) -

i) Based .

i) Indi babilitu for default of ol del

going bad
~

i) Affected on whether ECL b is - 19 b ECI

Life Time (LT) ECL approach

2 LDR (Loss Default Rate) -

0 Ind £ dobts a0 had then | | L enti

be able to recover and what not

. c.  Simplified Approach (used for Trade Receivables Mostly)

A of EA x F ofined in t Eq. NPA provisioni

norms by RBlI)

206
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\ Financial Instruments

Probability for Default (2 approaches)

(12m Expected Credit Loss (ECL) Life Time ECL Approach }
k Approach

(" We anticipate whether there isa

. ] probability of default over the complete
Here, we anticipate whether there is a

remaining contractual period

probability of default in next 12m (incl. extension option period if any) D —
v v
If yes, then we estimate the ECL ( Ifyes )
(\ over the total term of asset J

( ECL over the Total term of asset w

— usually ‘

(lf there is no significant increase in If there is a significant increase in
\_credit Risk use 12m ECL approach Credit Risk use Life Time ECL approach

2§ gmfm“g “3 Stage Approach" to Impairment Loss

T oD €

" No Significant incr. in credit risk Significant in cr. in credit Credit impaired
(Loan to Radi Hotel) risk (Covid-19 affects) (Radi goes for IBC)
I 2

&

( 12m. ECL approach ) ( LT ECL approach j R
N2

% L e
Impairment Loss to be provided for LT ECL Impairment loss to
_as an allowance (provision) approach be written off from
T B

CA of FA
( Do not reduce the gross CA of FA J/N e —~ |

Not

to be

Hence E.IR. applied |
revised. It is ence appte

on Amortised cost i. e.
Gross CA-IL written off

(without reducing IL provisions/allowance) the original

( Hence E.I.R. will be on gross CA ]
E.I.R.

FR-SureShot Notes FA 5 T 207
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v @ Reclassification V

N —

(Change in method of accounting)

= When applicable?]

Applicable only for FA

the entity

()
N

How Accounted? Z

a)

Prospectively always

| Except if method changed from FvoClito: ...
borl —s Transfer bal in OCI to Porl i liatel
l ACM s R ¢l bal : , FEA to bri
FA to i ised he d £ reclassificati

| Student Notes | N

. J
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\ Financial Instruments

\4 Q Regular Way Purchase Sale (RWPS) '

Wi iy [ ed and settled

FA recognized on Trade Date or Settlement Date as per choice of method

In both method the P or L for the period should be the same

-
1 3. :ll Trade Date Accounting - FA recorded on date of Trade in books

Trade Date Accounting

Dr. FA: Investment in Shares a/c 10,000
28/03 S
Cr. Bank a/c 10,000
Dr. FA: Investment in Shares a/c 500
31/03 ——
Cr. FV Change a/c (P or L) 500
For Settlement -No Entry. Entry For Fair Valuation
02/04  Dr. FA: Investment in Shares a/c / FV Exchange a/c 100
Cr. FV Change a/c (P or L) 100
Settlement Date Accounting
Dr. FA: Advance a/c 10,000 ——
28/03
Cr. Bank a/c 10,000
Dr. FA: FV Gain Asset —
31/03  [Study Mat: FV Exchange A/c term used] 500 R
Cr. FV Change a/c (P or L) 500
Dr. FA: Investment in Shares a/c 10600 —
Cr. FA: FV Gain Asset a/c / FV Exchange a/c 500
02/04  Cr. FA: Advance a/c 10000

Cr. FV Change a/c (P or L) 100

FR-SureShot Notes




Ind AS 109

/
\ 4 @ Derivative Financial Instruments (DFI) '

What is DFI? )

part of initial investment)

® | oan given

X
® |nvestment in gold bonds X
X

® |nvestment in Equity shares

Settled in future

- C e in hie. Net Settl N atory)

- M e with deli but deli hould be of Fl onlu else it i OF|

- C cor Non-Financial | _y on (OUE)

' a5 DF| - l :

&

| : |'Ja]ughqsgd on underlying

Such that t! | ol , bl

3 Example E

-  Contract to buy an asset in future at price prevailing at that time is not a DF| as
the contract has no value of its own apart from the value of asset to be acquired.

«  Contract to buy an asset at future date @ fixed price with net settlement option —
can be DFI if OUE not met.

«  Contract to buy shares in future with variable value at a price fixed on date of
contract - Will be a DFI, whether to be settled net or by delivery.

Accounting for DFI - FVTPL\

a. IR
m Forward / Future - Nil value
—
ii. i -
210 | [ENCIHE | R 8y ca sy
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\ Financial Instruments

SM - G/L to PorL

Forward / Future:

i\
B

v ot EV i E E .

A

Options:

v ot EV i , il E .

J.E.

Gain

Loss

DFI: FA Alc Dr Vv

PorL

Dr

<\

To PorL

To DFI: FL

DR - G/L to PorL

B_F_QmaﬂLLEulmﬁleﬂR—
ot Rate loss C/ : ) ot
[ii.\  Options: For Holder of the Option |
" Gain/ (Loss) = Settlement amount net of CA
o “ unl(z.y()um.ble IQ[ thdel to QM

. Loss = CA if any
: ) il ) I ) | 1 be tl it of

gain or loss of holder

-

rr

ProTip to compute gain / loss in DFI

So party taking a
Long position in future

Forward purchase of asset

Holder of Call Option
Writer of Put Option

is bullish and will gain if prices increase

and vice versa

Gain is recorded when the price moves in the direction as the party entering |
the contract expected to move at the time of entering into the contract. -

FR-SureShot Notes
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Types of Derivatives

,

| Long(Bu ort older o a .= Contract between two
{220 Long(Buy) /Sh Hold f Call C b
(Sell) E option Put option parties
Usually Settled in Writer of C_a“ ' No Exchange is involved
option Put option . .
Net _ 2 Usually done in Foreign
Usually = settled in currency (can be on net
Exchange Traded net and there is a rency
. . . basis too)
Involves  Margin premium involved _
for both parties which is the IR EV of [l Usuallysettled by delivery
No Premium DFI = Normally no margin is
hence FV on IR is’ Margin Sec. deposit involved
NIL is taken from 2 Premium may be involved
writer of option = Usually FV on IR is NIL
\i
v v
with Net Settlement option without Net Settlement option
\/ \/
Includes Not a Financial Instrument
¥
(a) | (b) ( )
Contracts specifies net =7| _ Entity has a history of ™) (b) & (d) _
settlement Option net settlements L Always a Financial
Instrument for
* (c) ] (d) ( entity having such
NFl is readily “7> Entity Purchases & Sells —/ history
convertible tocash ~ NFI simultaneously .

212 / FR By CA SJ
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\ Financial Instruments

Is entity the writter of buy/sell option

*

( )

< «»

Financial Instrument for writer of the | [ Whether the quantity is as per the )

option, but may be a Fl or may be not for entity's own use purchase/sale usage

_holder of option depending on his intention requirement (refer 3.1.2) -

.

= -

; '—d

A

" Unless it is to be treated as a Financial Instrument to avoid |
accounting mismatch as per Ind AS 109 (refer 3.1.1)

\

(lf the quantity is divisible into own usage and other than own usage then own
k usage is Non-Financial [tem and other part is Financial Instrument

Own Use Exemption:

and at year end:

Accounting for

Intention Classification : :
Reclassification
Initial Date Year End Initial Date | Year End —
1 | Delivery Delivery NFI NFI - o
Recognise FA/FL |
2 |Delivery Net Settlement NFI Fl on such contract
at year end
3 |Net Settlement |Net Settlement F Fl -
4 |Net Settlement |Delivery Fi Fl Note 1

FR-SureShot Notes / F AST M




Ind AS109 |

Note 1:-

Option gives right to holder, at its own choice of exercise the option or let it

lapse, 2 type options commonly seen:

t:b Put Option - Holder has Right to Sell
Call Option - Holder has Right to Purchase

| Student Notes |

-
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\ Financial Instruments

v m Embedded Derivatives '

R —

Derivative + FL OR Nlil

but witl | erivaii

i%"\JAthn accounted as ED?
Where:
(@) | Host contract (FL or NFI) not measuredatFvTPL

(e} | DFlnotcloselyrelatedtoHost
(d) | FV determinable of both

How Accounted? &
™| DFI+FL

a) . bt disc. ECES using mkt | .

without ED (Say x%)

[™>| DFI + NFI

Measured « forward rate on IR

position for remaining term

FR-SureShot Notes
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Whether derivative and host

contracts are independent?

a component of a hybrid

W

(

.

Whether Host contract is a |

| EVTPL applies

contract
that also includes a non-

derivative host

W

with the effect that some

Financial Asset ? )

A4

Accounted

for not as an
embedded

Host contract is a Financial

Liability (or Non-Financial ltem}

derivative

of the cash flows of the

combined instrument vary

in a way similar to a stand-
alone derivative.

some or all of the cash flows

N

-

Whether Host contract is

of the contract

to be moadified according
to a specified interest rate,

Accounted using FVTPL? )

financial instrument price,

commodity price, foreign

A4

_contract (Naturally Embedded)?)

exchange rate, index of prices

Whether Derivative has risk
characteristics & economic

or rates, credit rating or credit

index, or other variable,
provided in the case of a non-

characteristics similar to host

A4

financial variable that the

variable is not specific to a
party to the contract.

A derivative that is attached

A4

(

to a financial instrument but

Whether Derivative leads to

is contractually transferable

o , N independently of that
significant changes in cash . instrument, or has a different
__ flows from host contract? ) counter party, is not an
embedded derivative, but a

p v separate financial instrument.

(N J/

Whether Fair value of
derivative portion is

N

| Embedded derivative accounting

separately determinable?

applies (split accounting)

216
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\ Financial Instruments

I' @ Hedging Y
- ——————

0000

. Company has a choice to apply hedge accounting.

Hedging involves:
Hedging involves

( | )|
1 I I

— [ Hedging instrument ) [Hedging effectiveness]
N

[ Derivative financial instrument or )
FA/FL measurement at FVTPL

e Highly effective hedging relationship

e Can be of one of several risk
e It can be of a part of hedged item but cannot be a part of risk

e Documented policy defining hedge effectiveness

¢ Quantify Balance Ratio to be maintained

\’

—— Cash flow hedge Fair Value hedge

|
}

Hedging for variability of Hedging for variabilitg\

cash flows of fair value J /Except if gain/\
o ‘ng i N | loss relates to
Hedging intruments Hedgmg mtruments' Ty
< gain/loss at year end is gain/loss at year end is ot
transferred to OCI (R) transferred toPor L ) lnst:{umgnts

Settlement date gain/ ) valued at FVOCI

Settlement date gain/

— loss of hedging adjusted to loss of hedging adjusted (NR), where

goods/assets/liability to goods/assets/liability ) hedging
‘ N instrument |
Mandatorily used for « . ainfloss
~—*  “highly probable forecast Used for unr.ecogm’sed N /
gny p firm commitment” transferred

transaction”

b e

) | toOCI(NR) |

FR-SureShot Notes
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Firm Commitment: Use ‘FV Hedge Method’ ]

@ [ Cash Flow Hedge: If Highly Probable Transactions

—

i
[ Highly Probable |

N
Hence CF Hedge Method used |
N

N

[
[ Gain /Loss accumulated in OCI (R)
[

In between this transaction becomes |
\}
\f )
Firm Unlikely Probable but not
commitment to be done highly probable

|}

l J
Prospectively FV | OCI (R) Continue to keep the bal in

Hedge A/cing t/f to PorlL OCI (R) but hence forth CF
Hedge a/cing stopped
- | Student Notes | N
N\ /
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