











































































































FINANCIAL INSTRUMENTS 20 25marks

IndAs 32 IndAS 109 2nd
YAS
107

Presentation of Financial Recognition Disclosures

Instruments Measurements

u

Coretheory Det
Notso impfrom
exam pointof
View

Ind AS 32

Financial Instrument d is a Contract which is

Financial Asset for Financial liability Emily
One Entity for another entity
Holder Issuer

Financial Asset Any asset which is

Notlegal
or
Statutoryright

EquityInfrument Contractual
righttoreceiveCanh Contractualright

Bank balance of another Entity to receive cash Equity instruments of
other Entity

Egg Saleof goods
Derivative Contracts i e Drs Eg Inv in Convertible

Contract to change FA BR pref shares Deb
on F e with another Entity purchased Deb

that are potentially far In in prefspanesotamyEntily.toEntity
Contractual right to

loan issued receive any otherF ACAPRASANNAKUMAR(PKSIR)














































































































Examples

P RAMnot Boz of
Cash Boat Balance FA

Trade receivables FA

Inventory No

PPE NO

loans Advances given FA

Inv in EShares of Reliance FA

Inv in bonds PA

Inv in Convertible bonds
Etan FA

principal FA
EShares

Divd cash
FAInv in pref shares

principal cash

Gold NO

Inv in Gold bondism
t 1

FA
principal Carn

Prepaid expense Rightto receive911 No

Prepaid expense Servicerefused Refundable FA

Int receivable FA

See deposit given refundable FA

BIR FA

Trade receivable Promises togive BR FA

Income tax refundStatutory Not Contractual No

Inv in Sub J V Associate not in scope IndAS 110,111,28CAPRASANNAKUMAR(PKSIR)














































































































Financial liability D is any liability that is

contract
totdelver

Contractual obligation Contractual obligation

to pay cash to deliver other FA Own Equityinstrument

in variable no

EI Purchaseof goods Crs
Trade payab
loans Derivative Coltracts i.e
Redeemable Deb PrefShares Contract to change FA
BP qu Cor F e with another Entity

that are potentially unfair

to Entity

r

r

7 01s salary FL

8 Advance Income No
like liability

I have obligation to give you Service
CAPRASANNAKUMAR(PKSIR)














































































































9 Advance Income FL
Contract cancelled

so refud
Int can Fe10 Deb issued

sprincipal cash

11 Issue of own E Shares a Equity

12 Convertible deb prefShares

Principal Equity
own E shares

Your own Company E Shares is not FA FL it is Equity

13 Normal pref Shares plod
Int Fc

principal

i.e PSC can be FL or Equity depends on Convertible not

Substance over form Same logic applies for Debentures

14 Trade payable Fti Ilana Fe

15 Income tax payable Not in scope NO

16 Prov for Bad debt Not in scope 2nd AS 37

Debentures Issuer

Redeemable Convertible mandatory

Intpayment principal payment Intpafment principal payment

Yash Yash tash own E Shares

te te EatitesCAPRASANNAKUMAR(PKSIR)














































































































FIFpondtfinancilIntrument

Pref Shares Issuer

Redeemable Convertible mandatory

Dividend principal Dividend pincipal

can claim
own E shares

FL Hc etquity

Discretionary
Mandatory Ito issilent TpodFacaintrement

FI
Yash

w obligation

only if pbt is available

NYT
Fe Equity

PkSir's back on IndAs 31 109

This slot is not about what

usually happens its about

what can happen

CAPRASANNAKUMAR(PKSIR)














































































































Equity or Equity Instrument

Any Contract that evidences Contract to issue

residual interest in netAssets Issuer's own Equity Instruments

of the Entity in Fixed No

No Fontractual Obligation

ExplanationbyPkSir
It means a financial instrument that gives the holder

Ownership rights in Entity does not Create any
Contractual

obligation on the part of the issues to deliver cash

or other financial asset

Key Characteristics

CAPRASANNAKUMAR(PKSIR)














































































































U U U

No obligation to Representownership Return to
deliver cash on other interest likeShares holders likedividends

are discretionaryFA
not Contractat

enchange FA B FL

under potentially unfavourable
Conditions

Now Suppose a Company PK110 issues Redeemable preferenceshares

after 5 yrs with fixed dividend these may be classified as

FL not Equity booz The Company has a Contractual obligation

to repay redeem and pay dividends

Irredeemable pref Shares with discretionary dividend EquityInstrument

Dab with life of 5 yrs which are Convertible in to

Equity Shares end of 5ᵗʰ year
variable FC

Issuer

arise

EI Structured Convertible bond with antdilution clause

Pk 110 issues Convertible bond with following teams

Bondholder pays 100000 to purchase the bond

Convertible to 1000 E share of PK 110 after 3 yrs

sofar good fixed to fixed

But there is out dilution clause i c

If Pk 110 issues additional Shares before Conversion at a price

lower than 100share the no of Conversion Shares will inc
CAPRASANNAKUMAR(PKSIR)














































































































proportionately to protect the bondholders value

This clause protects the investor from dilution if the Company

issues new shares cheaply

Condition Assessment

Fixed Cash need Yes 100000

Fixed No of Shares to be issued No Due to anti dilution clause

Nature of Δ in Share NOS variable can ins based on future

events new shares issuance

Result Fails Fixed to Fixed list

Clamification FL or embedded derivative NotEquity

CAPRASANNAKUMAR(PKSIR)












































































































 CAPRASANNAKUMAR(PKSIR)














































































































DERIVATIVES

FA

FA
FL

F I can be F L Denial
E I

E I

Out of scope of
Ind AS 109

CAPRASANNAKUMAR(PKSIR)














































































































DerivativeDef
3 conditions

No I little Initialvalue changes due Fulut Settlement
Net Investmentto an underage

Exchange market

Derivative Contracts can Stockexchange Tec decidedby
be entered in either enchange

over the Counter

Private Contracts parties decide

terms Conditions of Contract

Eg Futures Contract Forward Contract option Contract

endangetgame withbanker

Interest rate Swap Currency Swap

Forward Contract Basic Idea

Contract entered To buyf sell an asset pricepredetermined

on future date today

today i e Forward rate

In forward Contract Buyer is obligated to buy and

Seller is obliged to sell at agreed price

Forward Contract is OTC Contract over the Counter
CAPRASANNAKUMAR(PKSIR)







































































legalised Betting Contracts

Eg Cancellation of Forward Contract FC

2m
1.1.2025 1.2

05 g
ABC

cancels
the Contract Enters oppositeposition

ABC Tosell 1000 87 on
31.3259k 2

ABC 110 in a forward Contract
Bank Buy 1000 87 on 31.3.25

on31.3.25
3M Fwd

ABC BankABC ToBuy 1000 90 on 31.3.25
pays90

Bank d Sell 1000 90 on 31.3.25 pays87

L
Gain loss to ABC Sellrate Buyrate Qty

87 90 1000

3000 loss
CAPRASANNAKUMAR(PKSIR)














































































































Gain loss to Bank 90 87 1000 3000 gain
i A lid pays 3000 to Bank

Original position squaringup or Cancellation
Contract

Take Short position
long

Short Take long position

F c can be settled in two ways
case

Settlement by delivery met settlement in Cash

1.1.25 31.3.25 31.3.25

Fc agreed to
MP 9500 gain loss 500

Sell 1000
youbuy 9500 Just receive 500 cash

sell 1000

Future Contract

Future Contract is Standardised forward contract traded

at Stock exchange with margin requirement and

regulations No Counter party default risk

There are 2 parties in future contract

Future Buyer Future Seller

Contract to buy Contract to sell
short

positionlong position

I

CAPRASANNAKUMAR(PKSIR)














































































































expects the price to fall
expects the price to rise

Forward VS Future Contract

Forward Future

OTC Euchange traded

Customised
Standardised 1015

No margin requirement Margin requirement

Counter party default risk
No counterparty defaultrisk

Settlement only on Maturity Daily settlement in Margin

balance Mark to Market Settlement

less liquidity High liquidity

less regulations
More regulations

Generally used by hedgers Generally and by speculators

Eg for Futures

Reliance Shares

Maturitydate
Cash market picwantsto

emit
on 31.3.25

2000 Today MP 2500

To square ip take
Futures market shortpositionfor15

month

2400
3m future 31.3.25

2200 Futureprice

You took longposition
Gain 2500 2200

300CAPRASANNAKUMAR(PKSIR)














































































































Options

right
tobuy

Example A

CALL
OPTION

5 Prominent

CMP 100

option to buy abut
3 months at 1101

Exercise price
8 Strike price

After 3 months MP 130 Pk will exercisethe option
Suppose MP 100 Pkwill lapse the option

Pk
tprofit

AK loss

130 110 130 110

20 5 2 20 5

15 15

Right but not obligation obligation tut not right

Unlimited profit but profit limited to premium

loss limited to premium amount but loss is unlimited

Premium Advance
should

Margin Advancedeposited

Volatility Volatility

CAPRASANNAKUMAR(PKSIR)














































































































Example Rightto
sell

putoption
5 premiumany

Rightto steer

optionholder share at 110
option

writer

after 3 months

After 3 months MP 90 Pk will exercise the option

If MP 120 Pkwill lapse the option

Pk profit AK loss

110 90 5
110 90 5

15
15

SettlementChoices

Net Cash Settlement Delivery of underlyingAsset
Physicaldelivery

AK paye PK 15 You take delivery of share

instead of just cash Settlement

Over the Counter market means parties know each other

SUMMARY

CALL PUT

Holder Buyer Rightto buy Right to sell

writer seller Obligationto sell obligation to buy
CAPRASANNAKUMAR(PKSIR)














































































































Decision of Settlement date

MP MP L

Call option Enercised by holder lapsed by holder

Put option lapsed by holder Exercised by holder

II call option Reliance Share X 1500 3m D 1.1.25

On 3.2.25 MP 1700 So ITM option

option likely to be exercised

On 15.2.25 MP 1400 D So option is OTM
not likely to be exercised

On 20.2.25 MP 1500 So option is ATM

LETS GET BACK TO IND AS 32

NFA

goods Commodities Other than financial assets land Gold etc

EG ABC 11T agreed to buy 100 tonnes of Cocoa beans

from Xyz 110 in 12m 1000 per tonne

Case ABC 110 entered in to the Contract to buy

Cocoa beans to meet his own Consumption requirement

in business this Contract will be closed by
Physical delivery of Cocoa beans in 12m

No Speculative intent So out of scope of Ind AS 109
CAPRASANNAKUMAR(PKSIR)














































































































This is Executory
attract means no accounting done initially

for 12 n period accounting will be done only on delivery

This exemption from Ind AS 109 is called own use exemption

Case 2 ABC 110 entered in to the Contract to buy

Cocoa beans to meet his own Speculation needs

this Contract will be closed by net cash Settlement

in 12m
covered in Ind AS 109

3m
Fulpe

3m
FulTPL

3m
FulTPL

3m
0 12m

Gainloss Gainloss Gainloss

Plc Plc Plc

Case 3 The Contract has to be closed only by way of

physical delivery But ABC 110 is not in Cocoa beans

business Cocoa beam is highly marketable

Ind AS 109 Says I caught you

case 4 ABC lid has the option of taking physical delivery

of Cocoa beans d Doing net cash Settlement Both options

are available now what

We need to check past history of Settlements of

ABC 110 in Similar Contracts Check Current intention

of ABC 110 If it is established that objective of
CAPRASANNAKUMAR(PKSIR)














































































































ABC 110 is to get phynical delivery to meet its own

Consumption then it is out of scope of Ind AS 109

even if small insignificant cash Settlements may have

been done in the past

Suppose if Intention changes i.e from physical delivery to

Cann Settlement in the middle of the Contract period

then Ind AS 109 will apply from the moment intention

changes

Case 5 Readily Convertible to Cash Market Tradability

contract is readily Convertible to cash i e actively

traded on market exchange regardless of intent to

Settle physically So in this case even it physical delivery

is possible market tradability means it can be settled net

hence FI Ind AS 109

Case6 Option Contracts on Non financial ilear

ABC lict bugs call option to buy Copper at a fixed

price in 2m ABC plans to settle in cash to gain from

favourable price movement

It is not own use so the option is derivative

Covered by Ind As 109

CAPRASANNAKUMAR(PKSIR)














































































































Care 7 Embedded Derivatives in Contracts for NFAssets

Bangladesh enters in to Contract with IndiaAdani to buy

electricity in includes a clause where the price

adjusts based on foreign exchange rate E although

delivery in Bangla So the Fx Component is an embedded

derivative which must be accounted as per Ind AS 109

Case8 Partial physical delivery Net Settlement for balance

A Contract to deliver 1000 Tonnes of Coal allows the buyer

to take 500 tonnes physically Settle rest in Cash So

unlers historically used only for full delivery this Contract

is likely not own use

Case9 Designation of Contract at Inception as Held forTrading

i e Entity designates the Contract at Inception as held for

trading regardless of delivery intention

A powergeneratorCompanyeaters in to a Contract to buy natural

gas but marks it as held for trading in its books So

it is derivative and Ind AS 109 applies

Case 10 Contract settled by delivery but has Derivative pricing

A Steel Company Signs a Contract to buy iron ore

Where the price is linked to LME London Metal enchange

futures So Contract Should be bifurcated in to hostContract

under normal accounting Embedded derivative as per Ind AS 109
CAPRASANNAKUMAR(PKSIR)














































































































SUMMARY

TRICKY SCENARIO FI ONNOT REASON

Met Settlement allowed Yes Faile own use

Held for Trading yes Speculative

Readily marketable Yes can be met settled

option withno delivery intent yes Speculative

Embedded Derivative partially Derivative part separated

Partial delivery partial cash likely yes Checkpart history

Marked held for Trading Yes Declared trading intent

Inder linked pricing partially Embedded derivativeway
enist

Now when a Contract is settled in the Entitys Own Equity

instruments the key is should it be classified as

Equity d Fe

Two broad Segments

Where Ethtly has to deliver where Entity receives its own
its own Equity Equity

i CRI i Treasury Shares

i Fixed to Fixed Test ii written put option on own
Equity

ii Contingent Settlement provisions
Iii Buyback

CAPRASANNAKUMAR(PKSIR)














































































































18 Convertible Debt

SBP
Written options

Forward Contract to issue Equity

key Is delivery of Equity Equivalentto

an Equity Instrument 81 is it

liability Derivative

Fixed to Fixed Test

This test checks whether a derivative or Contract Settled

in an Entity's own Equity instrument Should be classified as

Equity for liability

Def A Contract is classified as an Equity instrument

Only if it will be settled by delivering a fixed no

of Entity's own Equity Instruments in exchange for a

fixed amount of cash another FA

kSir's hack D Is the deal simply I give you X Shares Yougiveme I'y
no matterwhat

Equity
Anything

changes based on futureconditions

then its F L Cor DFC

logicbehind list Equity means ownership it Shouldnot create

repayment or delivery obligation

If the Company might need to pay cash Or Deliver more fewer

shares based on future events that not true ownership its like

a financial debt on derivative obligation CAPRASANNAKUMAR(PKSIR)














































































































Ind As 32 says s If bolt the no of shares price are

fixed then only call it Equity theres no

way it turns in to cash deal

Consideration Carn Another FA NOof Shares

Fixed Fixed Equity

Variable Fixed FL

Variable variable F L

F LFixed Variable

Examples

are Company A issues a Contract where Investor prepays 100000

Today ou raised money through Debentures for 100000

After Gm Company will issue exactly 1000 Shares

Fixed price 100000 already paid

Fixed Shares 1000

Is FTF tut passed Yes

ean.it E
Now Suppose after Gm MP of Company A Share is

case M.P Value of 1000 Shows

1 120 120000

2 110 110000

3 100 100000

y 90 90000 CAPRASANNAKUMAR(PKSIR)














































































































So the holder of the Shares takes risk just like Equity Share

holder of Company A by getting himself exposed to 1000 Sham

variable returns So in issuers books i e Company A's books

it is classified as Equity

Case 2 Investor agrees to pay 100000 in 6m or raised

100000 worth debentures On Settlement Company will issue

Shares equal to the then Current market value of 100000

Fixed Cash I 100000

Variable Shares Depends on future price

Is FTF tut passed NO

Company must adjust no of Shares to match value

This is no longer Equity d PKSir says its like paying
debt uning Shares an currency

The Company has to satisfy a financial obligation FL

Care3 Company'Pk'Iltraised 1000000 through Deb which will be

Converted in to 1000 E Shares after 3 yrs However it

Contains Antidilution clause i e If Company issues Bonus

Shares Shares split then Shares promised to Debenture holders

Shall be increased proportionately

2 FTOF Test passed D Inc in no of shares is to protect

the rights of instrument holders but not to protect their

returns They preserve original ownership percentage

CAPRASANNAKUMAR(PKSIR)














































































































Antidilation clause

IEmseg.IT hiiggi'n datonadjuster for

newsharesissugolowerpricepp.inthid DFe
DFC Derivative Financial liability this is alsocalled Futuredown round pricing

Can 6 Pk 110 writes a call option towards AK 115 on its own

Shares 1000 NoS in 3m

v care variable

40share fixed If M.Pof priceis
Shan 50 40

Derivative is
EEity 50 30

PINT
Note There is no direct accounting to Derivative first classify

them as Equity FA for FL then do accounting

after3m
Care 5 Consideration

Iwin buy 1000Shows
ABC110 ofxyz11T 42 110

fixed ABC110 will issue1500
own EacityShares

NO of Shares is fixed but value of Consideration is notfixed

so F F testfailed F L

Case6 ABC 110 raisu 1000000 through 10000 deb 100each that

TFsi h fixÉ Head

Consideration
They are Variable

fixed to line not 4price
1 end of Yr
CAPRASANNAKUMAR(PKSIR)














































































































not contingent Time is certain not like M.P which is uncertain

so Equity an FTF lest passed

Deb holders may exercise conversion the end of 2ⁿᵈ yr 8 3ʳᵈ
or 4ᵗʰ but no of shares with respect to time is already fixed

Care7 Conversion ratio depending on Conditions

Pk 115 issued writes call option on its own E shares price 50

100 shares it profit 40
conditions are independent

200 Shares if profit Yr 30 or
not linked to one

300 Shares if profit Yr 40 r another

So basically there are 3 Septate Contracts

So Each Contract has fixed No of Shares

So FTF list paned Equity

Pk 110 issued writes call option on its own Eshares price 50

100 shares it profit 40
conditions are dependent

200 Shares if profit Yr 30 or
linked to one

300 Shares if profit Yr 40 r another

So basically in pubstance I
contact

So 1 Contract has variableNo of Sheres

so FTF list failed F L

Note All above examples are Question from ICAI Studymaterial

Physio
For Comideration value Should be fixed not number

For Shares No Should be fixed not value
CAPRASANNAKUMAR(PKSIR)














































































































COMPOUND FINANCIAL INSTRUMENTS CFI

Single Instrument that contains both HYBRID

liability Component
ETuity Component

Eg Esop's with cash alternative Δ E C
to SBP R

to SBP c

Remember

care ABC 110 issued Redeemable pref Shares with discretionary dividend

Truitt
as it is obligation toABC No obligation topay

FIFI
Cumulative Non Cumulative pref Shares Dividend is discretionary

pref Shares with Mandatory did Clause as Dividend is mandatory

Call 2 Irredeemable deb issued Perpetualbonds with mandatory interest

Interest
Principal amount

No
neld to pay

obligation to pay

tianya.FI
CAPRASANNAKUMAR(PKSIR)














































































































Case3 Compulsory Convertible pref Shares 1 3 with mandatory

dividend

Difdeard Convertible Principal portion

Eluity Shares No is fixedobligation

Etquity ITF testpassed

FIF.IT
Cane Debenture convertible with mandatory interest

Conversion at the option of Conversion at the option of
Holder Investor Issues

Printpal
Int Int Principal

Issued at his own will
Yan cannot avoid paying cash c Issues at his own will

obligationto can avoid paying cashIc fee pay
cash

pe Entity

TIsFI
1

Seebelow no obligationtopay cash

although eventually it may

pay cash

Rarely if issue of EShares is not possible then only option

is to pay cash then it may be appropriate to clarify
as F L

CAPRASANNAKUMAR(PKSIR)














































































































SAME LOGIC CAN BE APPLIED For CONVERTIBLE

PREF SHARES

Company Pk 110 issued thesedeb on

914
In want 1st sameday

Red deb 15.1 R deb 131Reddeb 181
to 10yrs Compulsorily Convertible

Convertible in to
to 10000 E Shares 10000 Shares

Practical
example

See Illustration 3 Yu the option of
Investor

Boz of Equityshare option int got reduced from 181 to 15
Convertible option

boos of option in the hands of holder there is no free lunch

Int got further reduced from 15 to 13 So this is CFI

CONTINGENT SETTLEMENT PROVISIONS CSP

Def A FI many Contain a provision that requires the issues

to deliver cash 8 another FA i.e settle the instrument

Only on the Occurance Non occurance of a future

uncertain event i e Contingency that is beyond the Control

of both the issuer the holder

Nowwe need to find out whether this CSP is liability 8 Equity

Now ask Yourself Is the issuer obligated to Settle in cash

con F A

CAPRASANNAKUMAR(PKSIR)














































































































If yes evenhit only under Certain If Settlement is only optional

conditions i.e contingent still its F L or in the issuers own Equity

fixed No of Shares the it

may be Equity

Standards logic D Substance over form

Even if instrument appears to be Equity if in Substance

the issue might have to settle in cash its a liability

Standards logic Protecting Inventors

SP is not about what usually happens its about what

can happen Even if there is a Slight hint 187 possibility

of cash outflow outside Companys Control it is classified as Fe

Case 5

FC

F L

E I

can6 Pref Shares redeemable in E shares but if war breaks out
will be settled in cash

The war
L S unstable

stabletrigger is CSP was is beyond Country is
Contider

CSP
w rare very

Control for issuer stable d
Holder constable Fatuity CAPRASANNAKUMAR(PKSIR)














































































































BuyBACK

Buyback repurchase is when a company bugs its own Equity

Shares from Shareholders These Shares are usually cancelled reducing

outstanding Share capital

Ind AS 32 says when an entity purchases its own E instruments

those instruments are deducted from Equity No gain loss shall

be recognised in Plc
To Inc EPs Buyback why Buybally

To return surplus cash

to ShareholdersMeNOT Noyle
Own E Shares when Company bug Buyback reduces Equity

are not FAssets back its E shares specifically Share capital
possibly R.E or GR

it is not an expense

Facevalue ESC Do

R.E GR Seeprem otherEality or premium on buyback

To Bank Alc 15

Ind AS 32 view point liability Equity

Does Company have an obligation to deliver cash FA to

Shareholders Yes F c

No its entirely at Company's

discretion
d Its E I

If Company has a Contractual obligation to buy back

its own shares at a fixed ant then that obligation

is F I even though shares are usually Equity

CAPRASANNAKUMAR(PKSIR)














































































































Case1 Company sold put option on own Eshares
written

Face value 50 X 65 Option premium 5 period 6m

Ind AS 32 says Δ If an Entity has an obligation to buy its

own E instruments for cash Or another FA this

gives rise to F L Why Boz Company has to

delver cash that F L

Booz WK T DEquity NO Contractual obligation to deliver Cash

F L There is 8 Couldbe an obligation to

deliver cash

At start of period Days

Bank Ale Dr 5

To R.E 5

Recognise F L Day1

Retained Earningsor59

Recognising
F

To F.edu 59 Puotpatage

applying

ACM g
Although Shares not yet bought the Company

has potential cash obligation

logicbehindcantry D Fair value of obligation is recognised as liability

With corresponding reduction in Equity

CAPRASANNAKUMAR(PKSIR)














































































































At the end of period After6m

µ
Effectively9 Int cost Dr 6 unwinding ofdiscount

debit
R.E only

To Fe 6 59 101

Holdertenercises Holder
lapses the putoption

Fe or 65 Fc is no more required
To Bank 65

FL Dr 65

Now cancel E shares you purchased justnow TO RE 65

ESC Dr 50

TO RE 50
Wthey

If you do normal Buyback what will be
Your entry

ESC Dr 50

R.E Dr 10

TO Bank 60

But here you have debited R.E

by 5 59 6 D 60 so

Credit 50 to get R.E to 10

CAPRASANNAKUMAR(PKSIR)






















































































TREASURY SHARES notpermitted in India

Company's own Equity shares that it has re acquired but not

Yet cancelled i e purchasing our own Eshares holding them as

Investment You cannot show this as Investment in Bs Cant call it
an FA

Accounting is done by adjusting R.E

To
Blaine

Ale xxx
Purchase of own shares

Bank
pÉ xxx

sale of Shares subsequently

TRANSACTION COSTS

Incremental costs that are directly attributable to the

acquisition issue or disposal of F A or F L

when you buy issu
Brokerage legal Stage Traction

conduit.it
or feel a F I

keywords

Incremental Costs As They would not have been incurred if

transaction has not taken place

Directly attributable They relate only to that specific

transaction not general OH

CAPRASANNAKUMAR(PKSIR)



Transaction Costs

I

Relating to FA F L Relating to E Instruments

Accounting treatment
Directly adjusted in R.E

Covered in Ind AS 109 i.e other Equity
Depends on method of accounting

ACM FutPc FUTOCR

Edc You issue share raise 1000000 paid 50000 as brokerage

Bank Alc Dr 950000

RE Equity IssueCosts Dr 50000

TO Equity 1000000

ACCOUNTING OF EQUITY INSERYMENTS

Any Contract identified as E I once recorded

Initial value will not beSubsequently re measured

Esop's SBPCRIj.FIate
TREATMENT OF INTEREST DIVIDENDS

F A Int Dividends are income Recognise in Plc

F L Int Dividends are Expense Recognise in Plc

Study Prefdividend d mandatory dividend D You may call it dividend

Exception but nature is interest so
CAPRASANNAKUMAR(PKSIR)



E I D Recognised directly in Equity Debit to R.E GR
7 7

9 Ordinary Equity Shares D Dividend

Pref Shares with discretionary Dividend

dividend

Compulsorily Convertible Deb With
Exception Discretionary Interest

Interest
Still

Any discretionary payments made from

Instruments classified as F c Part in CFI

Q whyPlcSir

a Booz the Substance of payment is more like distribution of

profit rather than financing cost

Q Then why the Instrument is classified as F C CFI

a Bloz due to some features like redemption obligation it

is classified as F L

Onemoreexception Bcost with Interest for GA Capitalise it

If someother standard is specifically saying something followit omfg

OFFSETTING OF FA F L Justpresentationnoaccounting

In Bls any Asset liability cannot be presented on net basis

unless any Ind As permits you to do so

EI 2nd AS 37 B provision can be presented net off reimbursement

Ind AS 20 d GovtGrants Grant related expense Govt

Grant Can be presented net

CAPRASANNAKUMAR(PKSIR)



An entity Shall offset a FA F L only when both of the
following Conditions are met

Intention to settlenetlegally enforceable right

Reallifechample HDFC bank enters in to derivative contracts like Interest

rate swaps currency forwards with other financial institutions

say ICICI bank

These Contracts results in

Receivables If HDFC is In the money

payable If HDFC is OTA

Now suppose HDFC has receivable of 500 or from ICICI

payable of 450 Cr to ICII

Two banks has legally Enforceable master netting agreement

like ISDA

So Both Banks intend to settle the net amount

FOREIGN CURRENCY CONVERTIBLE BOND FCCB

A bond issued in foreign Currency USD Euro issued

by an Indian company to foreign inventors

It pays interest like Normal bond It also gives the bond

holder the option to convert the bond in to E Shares of

issuing Company at a later date at a fixed price

CAPRASANNAKUMAR(PKSIR)



EI Issued a Convertible deb in foreign currency FCCB Fuel

Cale Cast

10ᵗ yhear Deb will be Converted 10ᵗ yhear Deb will be Converted

to E Shares to E Shares 20

IEshare 0.25 5
818ham per share

No of Shares to be issued
Value of 1 deb Noof Shares to 1

be issued
20 ShareValue of 1Share

o.is
1 go 1 100 14 60

6Shares

18 80 18
11

18 60
20 20

3Shows

ᵗᵈITÉFF d

CARVE OUT point D IAS 32 says it is F L

But Ind AS 32 says it is Equity

bloz issue price is fixed
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PUTTABLE FINANCIAL
INSTRYLENE

PFI is a F I that gives holder the right to

put redeem return the instrument back to the issues

to cash or another FA

This generally make it a F L boz the issues

has a Contractual obligation to deliver cash FA

However Ind AS 32 provides an enception where

Certain puttable F I can be classified as Equity

despite having this repayment obligation

logic Why is this exception required

Normally any F I redeemable at the option of holder

is a F e

But in certain cases like MF CO operative societies or

partnerships the residual interest in the entity is often

Structured as Puttable instruments

Boz these entities do not have traditional Share capital

Ownership interest are redeemable on demand but they

still represent residual interests in net assets

So to avoid misclassification of Such ownership interest

as liabilities Ind AS 32 allows an exception
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Conditions for exception

Memory trick P ra I n c N Pick me in College now

Pro Jata Most Identical No other cashflow no other
Share of Sub term obligation depend Instrument

netassets ordinated toall to pay on performance restricts
holders

returns

What is PFI Easy

Example to understand PFI

Imagine you invest money in a mutual fund The

fund gives you units you can return these units

anglime get your money back based on NAV

The right to return the unit is called a Put option

thats why it is called puttable instrument

Example to understand conditions

Lett Say a MF issues 1000 units Everyone can redeem

their units anytime But these units

Don't promise any fixed return

just give you a share of profits

Everyone has same kind of unit

Units are the last ones to get money if fund

Shuts down

If all above Conditions are satisfied D then Vedeemable

units are Equity not liability CAPRASANNAKUMAR(PKSIR)



Another Eg
Preference Share with Put option

phrides Have priority
Redeemable at

fixed over Equity holders
holders option

TI.tn ii a

V

C
There is fixed Not Yost Hence it is

return Sub ordinated FC
class

SUMMARY
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SHARE SWAP ARRANGEMENT

A Share Swap is when two parties enchange Shares instead

of cash

EI Pk list acquires SK 11T instead of paying money Pk

Itd gives its own E Shares to shareholders of SK 11T

Ind As 32 logic Is it F L Cor E I

E I it shares issued F c If Shares issued

by acquirer by acquirer

Gives residual interest in net assets Are redeemable at the

Has no contractual obligation to option of the holder or

deliver cash B other FA mandatorily after some line

Is non redeemable at holders Involve fixed returns

option

Eg Pk list acquires SK 11T instead of paying money Pk

Ilo gives its own redeemable pref shares worth I 10Crove

The Shares are redeemable after 5 yrs fixed amount

So company PK lot has Contractual obligation to pay cash

in future So there pref Shares are not Equity is

classified as F L
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Another Eg

Pk lot issued Ordinary E shares non redeemable no

fixed dividend

These Shares dont involve any obligation for payment

redemption So classified as E I

2nd As 32 logic by Pk Sir

Form of the Instrument Called Share is not Enough

What matters is Substance does it create an obligation

to pay

Substance over form
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Ind AS 109 Recognition Measurement

Different methods of Accounting for F I

F I

1
FA F C

Acta Futpe FUTOCI Alm Furtpe

ACM

Initial recognition is done at Fair value adjusted with Transactioncosts

Interest Income expense is measured using EIR IndAs 23

Measurement its Accounting is already
Covered here Covered in IndAs 32

No Subsequent fair valuation on each Bs date

Why look at the name its COST method not fairvalue

FUTPL

Initial recognition at Fair value Transaction Costs are directly

recognised in Plc
Interest Income expense is recognised directly in Plc at the

Coupon rate EIR method need not be applied

on Bs date FA o F L has to be fair valued
resulting gain loss are recognised in Pln CAPRASANNAKUMAR(PKSIR)



appliesonly to FA FUTOCI statement of Plc has tw.gg

pq5pTLI
Initial recognition is done at Fair value

Accounts for unrealised
adjusted with Transactioncosts

gain loss
Interest Income is measured using EIR a will not be considered

no expense for EPs calculation
if ACM method is applied

on Bs date FA has to be fair valued
resulting gain loss are recognised in OCI

The accumulated gain loss in OCI reserve may may not be

reclassified recycled to Plc for R.E

1 2 3

l l l
91 91 9

100Deb
issuedat

E I R 11.0481 will be given in 9
991 of the cases

Egg Bk
to Éc 95

Int cup 10.50 Δmeasured EIR Int eupforcompanyrecognised
End

To F L 10.50

9End Fit
to be a D Ro Contractual Cashflowpaid
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In the books of A 11T

Deb F L ACM method

Begof Yr

By Bank 95
end of4 end of 4

To Bank 9 By Int eup 10.50
contractual cash outflow 95 11.0481

To bat 49 9650

By bat blf 96.50

end of Yr

TO Bank 9 By Int eup 10.66

To bat yd 98.16 96.50 11.0481

By bat bd 98.16

To Baal 109 By Int eup 10.84
9 100 98.16 11.048

BF in last year

ACM TABLE This is what you need to
write in enam

P

a

9 169650
Opgbat

t Int eup 10.50 10.66 10.84

1 Contractual CF 9 9 109

Clgbat 9650 98.16
PV

o
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109
98.16 1 0.11048

Each year closing balance represents PV of remaining cashflows

i e 95 represents PV of 3 remaining FV CF's 9,9 109

96.50 represents PV of 2 remaining FV CF's 9,109

98.16 represents PV of 1 remaining FV CF's 109

The closing balance of FA d FL

leader ACM represents veryimp for Solving ICAI

PV of Future CF discounted PÉkm

youare

A11T
1 2 3

100000 10000 10000 10000

10000 105000

90000 Even though Contractial Int rate is 10

Actually A Ila is earning more than 101 i.e 151,7

Accounting of Int Income 1styr

FA Alc Dr 14283 E I R

To Int Income 14283

For receipt of Contractual CF's 1ˢ ytr
BankAlc Dr 10000

To FA Alc 10000
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In the books of A lid

loan Receivable F A ACM method

1.4.2015

To Bank 90000

31.3.2016

To Int Income 14283 By Bank 10000

90000 15.871 contractual CF Inflow

By bat Cld 94283

1.4.2016

To bat bld 94283

31.3.2017

To Int Income 14963 By Bank 10000

94283 15.871
By bat Cld 99246

1.4.2017

To bat bld 99246

31.3.2018

By Bank 115000To Rat Income 15754 BF 10000 105000
99296 15.87
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ACM Table

1 1
Opg bat 90000 94283 99246

11 Int 15.87 14283 14963 15754 345000

f CF received 10000 115000

Clgbat 94283 NIC

The Closing bat under ACM will always represent Pv

of failure CF discounted EIR

logic You gave 90000 received 105000 15000 benefit

10000 for 3yvs 30000

45000

a FUTPL

Inv in Shares

1.5.16
2000 will

directly goto PIL for
w

dump

To Bank 40000

31.5.16 31.5.16
0960W

To gain on fairvalue 8000 By bat c d 48000

ToPla
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To bat bld 48000 By loss on fairvalue Plc 3000

10.6.15

Bybat Cld Fairvalue 45000

To bat bld 45000

By loss on fairvalue Plc 7000

By bat Cld Fv 38000

FUTOLI

Inv in Shares FUTOLI

To Bank 42000
40000 2000

31.5.16
To OCI Reserve 6000

By bat Cld 48000
Eugain

To bat big
By OCI Reserve

3000
Fv loss

by a Clg 45000

To bat bld 45000 7000By OCI Iss
31.7.16

By bat Cld 38000
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Accounting for FA

Investment in Equity All Other Financial Assets

Apply FUTPC Defaultmethod
Debentures loansgiven Bonds Tradereceivables

Fixed deposits Gout Securities
or

Entity can apply FUTOCI These have contractual CF Int principal

at its choice but irrevocable SPP I
Choice optional

Now we need to do 2 tests

Accumulated OCI Reserve

Subsequently cannot be reclassified Test Business model test

5Plc i.e directly told to R.E Means why the asset is being held

When Investment is de recognised Hold to collect

what Interest Principal

logic decoded by PKSN

Eality Instruments have variable
Hold to collect sell

May sell to manage liquidity orUncertain Flows donot meet
interest rate risk

SPPI test Their value Δ with

market movement Hence FUTPL Trading Speculative

Holding for fair value gains
reflects their true economic

risk volatility Test 2 SPP I Cor contractual CF Test

Are cash flows solely payments of principal
Interest

NO

Yu FUTPL

SPPIlestfailed
AMC FUTOLI or

Any
CAPRASANNAKUMAR(PKSIR)



Accumulated gain loss in OCI Reserve

will be reclassified to Plc on derecognition

of FA

G When to apply FUTPC for FAssets

3 tspecific cases

SPPI Testfails Held to Trading voluntary designator

FUTPC

If this test is failed you are aimingfor
Ind AS 109 allows

it means the FA trading gains
You to irrevocably

has uncertain CF'sthat Ind AS 109 wants

are not just Interest your Plc to reflect
choose FUTPL

Initial recognition ifvariable carry real time performance

market risk So itsmore Shortterm profit It eliminates an

transparent to show s
objective accounting mismatch

bn assets liabilities
in Fairvalue in Plc

Example

A Company leads 1000000 to a borrower a fixed 81 Intrate LoanA

At the same line Company eaters in to Interest rate Swap Derivative

Where it pays fixed receives floating basically trying to hedge

Interest rate risk You are worried about in Int rates

The loan FA Interest rate swap F L
SPPI listfailedCAPRASANNAKUMAR(PKSIR)



principal 1000000 You pay 81 fixed Int

Int 84 a D 80000 year You receive floating Int 19
Maturity 3yrs so if Market rate

SPPI list Passed only principal value of loan drops

Interest

Aspu Ind AS 109 ACM method
But Swap gains
This gives you feelmethod

i.IE EE
Item Default treatment Fair value Δ go where

Loan AMC Not in Plc
Swap FUTPC always Yes in Plc

So how your derivative loss gain is Shown in Plc but

Your loan stays at amortized cost With no fairvalue movement

This Creates Accounting mismatch

Eg Scenario if Market rate inc from 8 to 10 so

loan value drops Swap gain

Fair value Change

Items value impact Explanation

loan 60000 Market now wants 101

Swap 70000 You are receiving higher floating

rate

Now lets see what happens when you do accounting

With AMC not FUTPL designation
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Item Treatment Impact in Plc

loan AMC Int Income of 80000 Pla
Fair value loss not Shown

Swap FUTPC Fair value gain 70000

Tolat Pla 80000 Int 70000 Fugain
1500001

But thats misleading as fair value drop of loan isn'tShown

Now lets see what happens when you do accounting

With FUTPL designation

Item Treatment Impact in Plc

loan FUTPL FU loss 60000

Int Income 80000

Swap FUTPC Fu gain 70000

Total Plc 80000 60000 70000

2 90000

More accurate reflection how your economic position changed

SPECIAL CASES

Case Stress case Scenario Investor needs funds ACM perspective

An InstitutionalInvestor MF holds Corporate bonds loans classified at

Amortized Cost intending to hold them till maturity to earn

interest income It meets SPPI Criteria are not traded

actively CAPRASANNAKUMAR(PKSIR)



Stress case trigger Liquidity Crisis Cashoutflow 5 Available liquid assets

Due to unexpected cash flow pressure large redemption requests

operational losses the investor needs to raise funds urgently so

he sells a portion of amortized cost asset before maturity

This raises a red flag

According to Ind AS 109 this could force re classification of

FA from ACM to FUTPL FUTOLI

But If it is one off sale

No re classification needed Must disclose reason

Frequent Pattern of Sales

Reassess business model Remaining bond may need to be reclassified

at fair value i.e PUTPC FUTOCR

Case2 If risk of the Inventee has beyond acceptable levels

you sold your Investment D Standard Says No problem it

is not a contradiction to Business model of Hold till maturity

Case3 Every year selling insignificant no of bonds 100outof 100000
bonds

to demonstrate liquidity to prove investment is liquid enough

Not a violation of Buriner model of HTM

act In SPPI Int should represent Timevalue
Compensation for

ofmoney Risktaken
Riskfreerate Riskpremium

Pk110 Riskappetite 181 RG RP

7

may
go

MMD 15 ok booz you will recover remaining

AKO
gave
loan

15 1

yr
10ᵗʰ from EShares SPPI testfailed

10000 So FUTPL will applyCAPRASANNAKUMAR(PKSIR)



Case 5 loan 15.1 to PKK at the end of yr have

option to choose either 100000 8 1000 Shares

SPPI testfailed so FUTPL will apply

as you have entra E shares right also Iot of 15 is

tainted low Interest due to E share Conversion option

Case 6 loan to PK lict when PK 110 agreed to pay 31 of

EBIT to Investor SPPI testfailed so FUTPL will apply

car 7 loan to PK lict when PK 110 agreed to pay variable

Int rate based on LIBOR 41 If 41 is good

Compensation for additional risk then SPPI list passed

Int can be fixed floating rate

Case 8 loan to PK lict when PK 110 pays Int based on

Inflation rate SPPI list passed

Case9 Securitization moves

ICICI HowingFinance

S.p.UHouiit.ua5xxxt Issuebonds
Xxxmoney

loans

Instalment Pattahrich Companies

Yutoners
Insurance Company MF

PF Pension funds
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In books of ICICI D till loans are trsfd they will be accounted

FUTPC 02 of intention to sell

In books of SPU Hold till Maturity ACM method

If ICICI SPV are Group i e Parent Subsidiary then from

Group point of view HTM ACM method

Caseto An entity can hold diff FA with diff Objectives

loan given to clean HTM

Inv in bonds objective to sell

Case 11 Staff loans eleeloans

Staff loans are often provided at Concessional OV Zero Int rates

Which means Int is charged below market rate This makes

them a FA below market terms therefore Special

accounting treatment is required

Pk 110 gave loan of 100000 to their eleefo3yrs 2y.p.a

Market rate 101 P.a
0 1 2 3

1 1 1
2000 2000 2000

100000

Fairvalue of PiscountthismaikettIETrloy.loan
2000 PUAF 101 3ym 10000080105

PUF3911
2000 2.48685 100000 0.75131

80105 CAPRASANNAKUMAR(PKSIR)



SCENARIO ACCOUNTING TREATMENT

loan given with no Entire diff is EBexpenses upfront
PILCondition

Diff is prepaid staff Costloan lied to future
Service amortized over service period

using SCM

Entry

Staff loan Alc Dr 80105

Prepaid staff cost staffs Dr 19895

To Bank Ale 100000
If Service Condton is
present in Q

Day1 Difference
this applies when counterparty is
market participant not employee

Sometimes the transaction price price agreed bln parties differs from

fair value determined independently as per Level 1 Inputs of IndAs113

This is called Day 1 difference as per Ind AS 109 quoted M.p

If No Level 1 input is used
the anet

If fair value 80105 is

Recognise the diff as an asset
calculated using level 1 Input

if appropriate else taste to them diff its to be

Plc immediately recognised in Plc immediately

In the above staff loan case the fair value of 80105 is

not based on level 1 input The gap of 19895 may be recognised

as an asset prepaid staff cost or Expense staff cost in

Plc as appropriate CAPRASANNAKUMAR(PKSIR)



Day Staff loan Alc Dr 80105

Prepaid Staff Cost Dr 19895

TO Bank Ale 100000

At the end of each year

Yal Yal Yal
Int Income ERR

Staff loan FA Dr 8011 8612 9272

To Int Income 8011 8612 9272
PIL 80105 101 86116 101 92728 101

For amortization of staff cost

Staff Cost Pk Dr 6632 6632 6631

TO prepaidstaffcost 6632 6632 6631

198953

For receipt of CF's

Bank Ale nov 2000 2000 102000

To stabtyI.am 2000 2000 102000

Closing balanceof FA 86116 92728 NIL

staff loan
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SECURITY DEPOSIT

Machinery on lease Hrs

l l l l
1000000 LR LR LR LR

1000000
Deposit paid by lessee

Will be recovered
Fairvalue 683013 Discount 101

from lesson

of deposit

FA Security deposit Dr 683013

Prepaid lease rent Dr 316987 BF
To Bank 1000000

Demand Deposit

No need to do any interest accounting as there is no interest

to Demand loans deposit SD is like fixed deposit so it is different
from Demand deposit

Trade receivables

4 d 3months
Deferred Settlement terms Lyng

Drs 16100 pre 11200 canpace adf.in p
1610

To sales 16100 To Sale

meat do unwinding of discount as usualCAPRASANNAKUMAR(PKSIR)



Eg 3

a 3yrs

40000canhprioayrate.IT50000

Debtor FA sales are recorded 40000

1.257113 Fu Pv 1101

50000 40000 Hr
1.25 rrr Istimes

1
Itv F
8 1.257113 1

i r zihaaa.p.ae

15 times

Accounting in books of A Ild

For sale

Drs
to sañ 40000

end of each yv

3 8
332

3

To IntIncome 308g
5586

3326 3586 B.FI
40000 7721 63088 7721

NIL NIL 50000

To Debtor war NIL 50000

Clg balance 43088 46414 NIC
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LOANS WITH IN GROUP group Parent Subsidiary

loan repayable on demand

The lender can ask for repayment at anytime and the borrower

must repay immediately irrespective of Originally expected loanduration

Parent gives loan to Subsidiary gives loan to
Subsidiary Parent

Parent books Parent books

loan to Subsidiary xxx Farvalue 19141 Bank Ale or xxx Transactonvalue

To Bank Xxx To loanfromSubs xxxvalue

Subsidiary book Subsiday book

Bank At or xxx Transactorvalue
loan to

pregin
Farian

Eighall
To loan from parent xxx

loan repayable on specific date

Pk 110 gave loan to Sk115 of 1000000 for 3yrs No Interest

Market Int rate 101

Fv of loan today Pv of 1000000 market Int rate

1000000 X PUF 101 3yrs

751310

Actual amount given 1000000
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Excess amount given today 1000000 751310

248690

logic Fair value reflects what an independent third party

would pay or receive Considering line value of money

Diff bln Disbursed amount Fair value is accounted based on

relationship

Parent Subsidiary Treated as additional Inv in Subsidiary

Subsidiary D Parent Treated as Equity Contribution Or Deemed
dividend

Subsidiary Subsidiary often recorded as Equity Contribution

1 Parent game loan to Subsidy PK Parent

Sk Subsidiary

Parent books Pk Subsidiary books SK

loan to Subsidiary Dr 751310 FA Bank Alc Dr 1000000

Inv in Subsidiary Dr 248690 BF F c To loan fromparent 751310
To Bank 1000000

To Capital Contribution

from Parent
248690

Subsidiary gave loan to Parent

Parent books Pk Subsidiary books SK

Bank Alc Dr 1000000 loan to Parent 751310 FA

F c To loan from Subsidiary 751310
Retainedearnings 248690

Dividend distribution

To Dividend received 248690 To Bank 1000000
Income
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loan repayable when funds are available

A Subsidiary gives loan to parent to be returned when Parent

has excess funds

A Parent Supports a financially weak Subsidiary and agree

to take repayment only when Subsidiary can afford it

Estimate Should be made as to when loan repayment will

be made estimate dates of loan F's if there is reliable evidence then

once you know datt accounting will be done Similar to case

apply EIR

If you cannot estimate repayment timing reliably on it

F's are irregular unpredictable then you treat it as

loan repayable on demand are apply Impairment for

unrecoverable amount

Note The above accounting is only applicable in SFS of Parent

Subsidiary In CFS no accounting is to bedone as this

is an Inter Company transaction with in the group

PERPETUAL BONDS

If the Issuer is not obligated to repay principal Interest

it is classified as Equity If them is obligation to pay

cash it is F L i.e If Int payment is mandatory
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EI A lld issues perpetual bonds of 100 Crore

Coupon int rate 81 p.a No maturity

A lid has discretion to skip Int payment Non Cumulative

a NO Contractual obligation to pay Int

No maturity redemption clause
815

Bank Alc Dr 100or

To perpetual bonds Equity looer

Suppose If Int is declared No Int NO Entry

Perpetual bond Coupon Int eup 80000000

To Bank Ale 80000 000

Now Suppose Issuer is contractually bound to pay 81 Coupon

regardless of profits

Contractual obligation to pay Int F L

Assume Issued at par

BankAle or 100or

To perpetual bonds F c loour

Subsequent measurement Amortized Cost

Int emp Alc Dr 80000000

To Bank Ale 80000000

Suppose Bonds were issued at disc premium apply EIR
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D

EE i

t.ii.i.ie
Fu mtifet.ae 833

Inv in bonds Dr 833 Fair value

Plc Dr 167

To Bank 1000

loan to
Elee

ID Fairpayan
PV of future CF's discounted

gdeposit mane Int rat on

Initial recognition date
loanwgt.ir

Regular way purchase Saleof Financial Asset

You buy sell a FA like Shares bonds in a stock change

the Contract requires delivery with in a Standard Settlement

period i c 7 2 i e Trade date 2days So on wed
Monday Tuetwed

in DematAlc Share will be added money will be
deducted

from Bank Alc In real line Brokers will Collect money

on Monday itself but Shaw will be delivered on wedCAPRASANNAKUMAR(PKSIR)



Why is this Inep in Ind AS 109

a Booz it determines when to recognise derecognise a FA

Standard gives you two choices butapply Consistently

Trade dat accounting Settlement date Accounting

Call Investment accounted ACM

Trade date SettlementdateP
accounting accounting

30.3.25 Purchase of Inv

Inv in Bonds Dr 100 N A

To Payable 100

31.3.25 Fair valuation of F A

N A N A
N A

ACM method so no fairvaluation

1 4 25 Amt paid for Bonds purchased

Payable 100 N A
100

TO Bank

For recognition of FA
100

In in bonds Alc Dr
N A 100

To Bank At
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Call Investment accounted FUTPL

Trade date
accounting

Settlementdate
P accounting

30.3.25 Purchase of Inv Inv in Bonds Dr 100
N A

To Payable 100

31.3.25 Fair valuation of F A
Inv in Bonds Dr 1 Fv changeAlcDr 1

gain 101 100
to Plc 1 To Plc 1I

1.4.25 Amt paid for Payable 100 Inv 100

Bonds purchased To Bank 100 TO BK 100

For Fair valuation In Alc or 2 Inv Alc Dr 3
gain 103 101 To Plc 2 To FV A 1

2
TO Plc 2

Care Investment accounted FUTOCL

Replace Plc in above with OCI everything else same
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IMPAIRMENT OF F A LOSS ALLOWANCE ON F A Vimp

FA nothingbutprovision fordoubtful debts

SLOPE
FUTPC FUTOCI ACM

Notapplicable Impermentprinciples apply

case P

j
2

5

Inv in bond of Pk119 pop
1000 FUTPC bond Δ Impairment provisions will not

apply here

Hauff
With respect to ACM it is very clear that

Since FA will

be Shown in Bs FV on Initial Impairment principles Should

recognition date
apply

But it is interesting when it Comes to FUTOCI boz

if this method is applied anyway your amet is already

at fair value in Bls Then why do we need to apply

Impairment principles

The Ans is Fair value Gain loss is in OCI reserve

not Ple So Calculate Impairment loss by applying

Impairment principles and then reduce this Impairment loss

amount from OCI reserve trip it to PlcCAPRASANNAKUMAR(PKSIR)



Imagine you are a bank

You lend money to customers Now you want to make sure

that if some customers don't pay you back you are financially

prepared that's where Impairment of F A Come in

Earlier underold rules you only accounted for losses after

Someone defaulted But now leader Ind AS 109 you must predict

prepare early for possible losses This is Called Expected

Credit loss ECL model

Think of it like setting aside money for rainy days i e

if you think a customer might not pay you set aside

Small amount today just in case

Lets simplify the process in to 5 easy steps

Step what kind of money are we talking about

Money people owe you like loans receivables ie FA Not

Shares Stocks

Slip Group customers in to 3 buckets stages

Stage whats happening what do you do

1 Customer is good keep anide Small amount

no risk just for next 12m risk

2 Risk is growing keep aside more

warning signs Cover entire life of loan
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