
3 Customer is in real keep anide a lot

trouble again cover full loan
adjust interest too

Step 3 Calculate how much you might lose ECL

Ask Yourself

How likely is that the Customer won't pay

How much will I lose if they don't

When height that happen

Now multiply ECC probability of default X Amt lost

Time value discounting

Step 4 use your brain data

Don't just guess use

past payment history

Current financial Situation

Future forecasts like recession risk

Job market Inflation

This is called forward looking Info
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can i i i i i I I
100000 10000 10000 10000 1

1 ploan 1000000

EIR 101

Identity CF not expected to be Collected

Discount the above CF Original E I R Pu of loss

PCL probability of default
u

12 probability life
time

probability

12 ECC lifetline ECL

lease receivables a lessor has choice
1 12MECC

lifeline ECL

FA which are credit impaired life time ECC
on acquisition date

EA whose Credit risk has increased
life time ECC

Egbelow Since Initial recognition

Amt is overdue to period enceeding

30days
life line Ecc

Ftablefumpl.in
Any other case is 12m ECL

All loan related transaction as Fairvalue Pvof future CF's
WKthis
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Case3
chample

i i
BondofP 1000 100 1 5

Fairvalue 10004 Eated1

Reauired Return depends on two factors
Risk of Company

Market Int rates

Raju
Investor

10.1 for Pk 110 D Issueprice of Pk11T 10000 so
RegR

Raju purchand it

After 1m PkIld risk increases so RR of Raju by 4 to 141

i i i i
1000

Priceof bond 9070

Accounting for Imp loss

FA ACM FA FUTOCI

PlcDr Xxx
Pla Ak or Xxx

TOOCI ReservexxxTo loss allowance Xxx

Bls
I
Yothingbut Booz of ffr valuation loss is
provisionto already there in OII Reserve

FA XXX Bad
debts

f L.A Xxx
xxx

from there bring it to Plc

EIR 107 CAPRASANNAKUMAR(PKSIR)



Also Note that weare not
For
Intent Income Calculation

touching Bs AssetAlc

If Bad
debt

default is certain

then apply EIN on net asset value Bls

But otherwise apply EIR on Gross Investment Xxx
Fairvalue

value of asset

RE CLASSIFICATION OF F A

Based on 7 ACM

FA Bmodel tut incontrol D I FUTPL
Cutty

C

CFT SPPI 29thtwenty
FUTOCI

Possibilities for reclamification

ACM FUTPC FUTOCI

L
FVFPC Euroce ACM

FUTICI FTPC ACM

possibiits CAPRASANNAKUMAR(PKSIR)



New method cannot be applied in Current year it can be

applied from heat year also accounting will be prospective

Basic rule You can reclassify a FA only if your business

model Changes i.e the reason for holding the asset

115 not about market going up or down Its about

Your purpose changing

lets Quickly revise business models BM

Type logic Real life example

ACM Hold to Collect Fixed deposit hold till
maturityCashflows

FUTOCI Hold to collect Bonds Earn Interest

Sell but may sell

FUTPL Trade for profit Shares Buy su frequently

6 possibilities

ACM FUTOCI

logic you used to keep the asset just to collect cash Now

You want the flexibility to sell it too

Think From locked deposit to bond that you may sell
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Action Revalue at market price

Put any gain loss in OCI

ACM FUTPL

logic You were holding it long term Now you want to

trade it for profit

Think From fixed deposit Trading Slock

Action Revalue at market price Fairvalue

Part gain loss in Pla

FUOCI D ACM

logic You were keeping it to sell or collect interest

Now no more selling Just hold till maturity

Think From flexible bond to locked deposit

Action keep fair value at new Cost

Move any OCI to reserves not Pee

Froci FUTPC

logic You were open to sell or hold

Now you just want to trade actively

Think From Semi trading bond D Stock trading desk

Action Revalue amet

Move any OCI to P L CAPRASANNAKUMAR(PKSIR)



FUTPL ACM

logic you were trading it Now you want to keep it

till maturity and get interest

Think From Stock trade Δ Safe Investor

Action Use Current fair value as new Cost

No more fair value changes

FUTPL FUOCI

logic You were trading actively

Now you want to hold but may sell later

Think From daily trading Δ Portfolio manager

Action we fair value as base

Future changes go to OCI

SUMMARY

AC FUOCI FUTPL

Revalue Revalue
AC OCI Pec

Set FV Revalue

FrocI
app

move OCI P L

Set Fv SetFu an cost
FUTPL as Fv changes

cost OCI CAPRASANNAKUMAR(PKSIR)



EI

win ACM Table

orgbat of FA 8 0 8

173
Fairvaluegain
tilldate

9500
1 CF's received 1000 1000

8834

Σ 666

Clg bat of FA 8384 8834

Fair value 8500 9500

Case ACM To FUTPL

Inv in Bond Alc Dr 666 9500 8834

TO Plc 666

com

Inv in Bond FUTPL 9500

To Inv in bond ACM 8834

To Plc 666

We need to fair value FA remaining gain loss goesto Plc

stop EIR On every Bs date FA to be fair valued

gain loss to be tuste to P L
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Case ACM TO FUTOCI

Inv in Bond Alc Dr 666 9500 8834

TO OCI R 666

E I R Calculation Will Continue as it was in ACM

Int Income Will Continue to be measured 17.30 as in ACM

We need to fair value FA remaining gain loss goesto OCI

on every Bs date FA to be fair valued gain loss to b

tuste to OCI

Case 3 Futpc to ACM

F A is appearing at its fair value of 9500 Do not

change this 9500 is taken as Suitable starting point

ACM is applied hereafter

2

It is
asgood

a 4 9500
1000 1000

have
purchased

new NewcA Lyo
workoutnew EIR 12.997 131

today
9500

life

is 2 T
do Fresh ACM accounting

Casey FUTPC to FUTOCI

Similar to case but in addition to that every

Year you need to do fair valuationCAPRASANNAKUMAR(PKSIR)



FA is appearing at its fair value of 9500 Do not

change this

Int Income hereafter to be measured using EIR as if

ACM is applied same as in care 3 131 p.a

Hereafflet on every Bs date FA to be fair valued gain loss

to be tube to OCI

cases FUTOCI to FUTPL

FA is appearing at its fair value of 9500 Do not

change this

First discontinue EIR which you have used so far
Hereafter Gain loss will be tested to Plc

Existing balance in OCI Reserve will be recycled

through Plc above example is bond OCT 1 1,60 6
what if it is E Sham

a FUTOCI FUTPC is not possible as once a opt

for FUTOCI it is irrevocable

cases FUTOCI to ACM

Hold sell holdtill maturity

Similar to case but in addition to that every

Year you need to do fair valuation

What about existing OCI Reserve

Bls Jetit off against

9 Invin Inv in
bond

0 I R 666 bonds
9
1 octtR 666

8834 To Inv inbonds666CAPRASANNAKUMAR(PKSIR)



Now Inv in bonds would be appearing 8834 as if

ACM is applied from very beginning

Continue to recognise Int Income E I R 17.31

Student Why this is not Considered retrospective

a Blot you are not changing prior period P L or Bls

b You are simply reversing the unrealised Fu gain that

was never booked in PLL aligning the carrying amount

with AMC model going forward

SO TECHNICALLY IT IS NOTRETROSPECTIVE IT IS PROSPECTIVE CLEAN UP

DERECOGNITION OF F A

De recognition simply means removing a FA loan bond receivable

from your Bs boz its no longer yours

logical conditions for de recognition

Step Has the amet been tribd

Did you tists Contractual rights to CF's

Eg sell a bond assign receivables Or Did someone

else Collect money on your behalf

If No Do not de recognise

If yes D Go to Step

Eg of no tramber Pledging receivables as Collateral but still

Collecting CF's
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Step Assess if Risks Rewards R R are trstel

Did you tustr all Substantial R R

Scenario Result

All R R trstd De recognise

None tustd Do not De recognise

Partial tists Go to step 3

Sold trade receivables with out recourse

Sale with recourse where you bear Credit risk

Step Control lett

Step Assess Control

If partial risk rewards trfd Now ask

Do you retain control of the asset

Scenario Result

Control lost De recognise

Control retained Continue to Show the asset

to the extent of continuing involvement

BLOZ You no longer directs who Collects or Sells theasset

You still have Significant say 0 benefit from theasset

Extra Angle Continuing involvement

Even if de recognition occurs if you still have some

emposure like guarantee repurchytner Servicing you may need to
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Recognise New axset liability

Measure it as maximum exposure to loss

Eg Sale of Receivables with a guarantee

ABC 110 Sells 1000000 receivables to factor The Sale

is without recourse for most customers risk trsfd

But ABC guarantees that if any one large customers

defaults ABC will Compensate the factor up to 200000

ABC derecognises the receivables but has Continuing

involvement for 200000 due to Guarantee

Case i Bank Dr 900000

Per Dr 100000

TO Drs 1000000

Case ii Bank Dr 900000

To DX
F L 900000

C A of 1000000 Debtors Should not be de recognised

However 900000 is the hanimum that Company receives

from Factor We should recognise Impairment loss of 100000CAPRASANNAKUMAR(PKSIR)



Impairment loss 100000

To Debtors 100000

Care iii Bank 900000
100000Pt

to Debtors 1000000

Dummyentry

justfor
show Continuing involvement FA Dr 200000

presentat To Associated liability 200000

PLLAlc Dr 30000

To Guarantee 30000 FUTPL

or
Bank Dr 900000

Plc Dr 130000

compound 8 want 20000

early TO Drp 1000000

To Associated liability 200000

TO Guarantee 30000

Bank Dr 900000

ICAI Plc Dr 130000

Continuing involvement Dr 200000

to a 1000000

To Associated liability 230000

Now lets see what happens went year
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Two possibilities

Actual Amt Collected 950000
Actual ant

Bad debts 1000000 950000 Collected
1000000

Bad debts o
z 50000 Amt payable 0

Amt payable 50000 F a guarantee 30000

Per Dr 20000 To Plc 30000
To FL guarantee 20000

FL guarantee 50000

Seatcopypaste herealsoTO Bank 50000

Associated liability 200000

entry liability
To continuing involvement Fa 200000

Powers the Contra

Lets Expand one learning further

G When will you de recognise

If FA is Sold a Full devecognise

F's are expired Collected D 11 11

right to collect F's tufd
a

right to Collect F's is retained but whatever you Collect you

have to pay i.e an obligation is created to Collect repay

the CF's as it is

But in this case we need to decide whether

we should do full derecognition or partial devecognition
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EID PIC 11T
has FA of 1000000 I i β 1 5

11 IL IL It
E I R 101

Plc 16T Sold right to all CP's from asset till its maturity

to AK 115 for 950000

Then full devecognition of FA

Bankt Ak Dr 950000

Plc Dr 50000

TO FA 1000000

Eg Pk 110 Sold specific if from FA not all CF or

A proportion of specific CF from FA

like say Pk 110 Sold right to Collect all Interest

related CF's to AK 115 for 400000 but retained

the right of principal amount

Or
Pk 110 Sold right to Collect 50.1 of Int CF's

30 of principal amount for I 600000 retained the

right towards remaining F's

Now You need to do Partial de recognition

to
Divide FA of 1000000 in to two pieces

Retained FA Transferred FA
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But How will you do the split of CA of FA i e 1000000

Based on the ratio of Fairvalue

CABookvalue Fv UsingMarket Int rate

CF retainedstrip 550000 N Xxx K

CF tuba strip 450000 xxx y
FA 1000000 Xxx

Bank
Aid

or 6
salevalue

oftree
strip

TO FA 450000 CA of transferstrip

TO P c 150000

ICA entry

Bank Alc Dr 600000

F A retainedstrip Dr 550000 CA of retainedStrip

To FA full CAvalue 1000000

To P L 150000

Eg Pkllahastvsfdrighttocoluct80t.of the CF's

to last 3 yrs with out any identification as to Int

principal tribe

Here there is no specification in that case how can you

Split CF's It is difficult to split

So 109 says since it is not specific partial

devecognition not permitted CAPRASANNAKUMAR(PKSIR)



What is the Solution then d Do full derecognition

How

Bank Alc Dr Xxx

FA retained Dr xxx This is at fairvalue

TO FA fallCA Xxx

TO P L Xxx

The above entry looks Similar to previous entry but

they are not same why booz earlier FA retained is

debited at C A how FA retained is debited at F V

Ie if iI
If R R are not task d Do not derecognise FA

EG Selling my FA Debtors to Factor

L U

Bad debt risk is borne Bad debt risk is borne

by Factor by Company

non recourse Refuse

Risk Reward not tistdRisk Reward tistd

De recognise FA Do not De recognise FA
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Baal Alc DrBank At
f to Fliability Fil

Bls

FC xxx FA XXX

EI Ild has a loan receivable of 1000000 at Int rate

of 101 p.a for another 5 yrs It has today tribd the

Complete rights to interest 30 of principal CF to Blict

for 500000 The market Int rate today is 12 p.a Should

we do a partial de recognition or Full de recognition Show

the accounting

a The CF's trold are representing

1 Int CF specifically identified ii 301 or principal PhilipEy
Identified

So now we need to do partial derecognition

Bls
loan receivable 1000000

Fv of turd Strip 100000 PVAF 12159m 100,9 PVF

100000 3.6048 300000 0.5674

530700

Fv of retained Strip 10000000701 X PUF 121 5ᵗʰyear

2 700000 0.5674

397180
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CA of loan receivable 1000000

Ratoof 530700 397180 Fv

Tuba Strip Retained
Strip

CA 571949 CA 428051

Trsfd Strip Dr 571949

punburg Retained Strip Dr 928051

To loan receivable 1000000

For de recognising the strip

Bank Af Dr 500000

Ple Dr 71949

To Trld Strip 571949

EI Pk lid has advanced various housing loans whose installments

are receivable over next 10yrs Plc 11A today has sold to Bild

right to Collect all CF's from loan receivables in heat 4yrs

a CFIs are not specifically Identified Partial de recognition is

not allowed Full de recognition of FA has to be done

The portion of F's belonging to Pk 110 is tobe recognised

Separately Fair value

Bank Ale Dr Xxx

Retained Strip Dr Xxx Fairvalue

To FA Xxx Tolat CA

To P L Xxx
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Repo Repurchase Agreement Sale BuyBack

Sold FA Bond

100000

Seller PK1104
am on

AK115 Buyer

Pk110buys F A
120000

D What is Repo

A Repo is where Enlity PK 110 Sells a FA to AK 110

but promises to buy it back later at a fixed price

It looks like a sale but in Substance its a loan

with FA as Collateral

G Why Substance over form

a Ind AS 109 follows principle of Substance over form

i e bont just look at legal documents

Focus on economic reality Substance

logic Even if its called sale if Pk110 Still Controls the

FA bears risk reward like price s default its

not a sale Therefore Continue recognising the asset

record a borrowing F c
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Egg A sells govt bonds to B to E 1000 agrees to

repurchase them in 30 days for 1010

Int 10 for 30 days

RIR Stays with A price movements of bonds

Substance A borrowed 1000 using bonds as Security

SO A Continue to recognise bonds

A recognises F L of 1000

To is recognised as Int eup for 30 days

Economic really loan legal form Sale

Note If repurchase price is not fixed but happen at

fair value then FA Should be de recognised as

R R are trite to buyer

Transfer of FA to Trust SPV

Securitization moves

ICICI HowingFinance

S.P.UHouiit.ua5xxxt Issuebonds

Xxxmoney
loans

Instalment Partakrich Companies

Yutoners
Insurance Company MF
PF Pension fundsCAPRASANNAKUMAR(PKSIR)



Bank can de recognise F A if RRR are taste the SPV

INTEREST RATE SWAP

Eg Deposit in a bank 100000 for 5yrs Int rate LIBOR 51

passports4BoRt51
swap

5
fellerPKHI Dealer

a
141 151

15 Pays

D The doubt is as Pk 110 is Selling Int F's

to swap dealer should we partially de recognise Bank

F A
a NO Do not de recognise It looks like selling but its not

Its mere exchange of Floating Int wilt Fixed In't
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FINANCIAL LIABILITY

Mostly ACM method Sometimes FUTPL

Initialgreconition FU netTranscost
Recorded

Fe payable on demand insignificant Timevalue ofmoney Transaction

value

Eg
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E1

Bank or 95000

To Debentures 95000 100000 5000

Fu Costs

At the end of each year

I
RO Int eup each yr

Int eup Dr 11495 11676 11829

To Deb Fc 11495 11676 11829 B.FI
95000 12.101 96495 12.101

For Contractual CF's paid

10000 10000 110000

10000 10000
0h

To Bank
11am xp

110000

Clg bat of Deb FL 96495 98171 Nik
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Fg

ythyr

I
700000 1000000

0000
EIR

metborrowing 680000
1000000 680000 Itr

ii i

r e 1 1012 1

0.1012 10.121

ACM table

2 I 1
Opg bat 680000 798816 824596 908045

HI Inteup 10.121 68816 75780 83449 91995

a CF's paid 1000000

Clg bat 748816 824596 908045 NIL
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COMPOUND FINANCIAL INSTRUMENTS Every 2attempts 19
inenam

It is one single F I Issuer's view that is made up of 2 parts

liability
part Equity part

something
that

Company must something that gives theholder

pay back ownership right like shares

logic Even though you see one Contract inside it are actually

two things a loan right to
become owner

Think of it like this

Imagine you are selling pizza Combo Pizza Coke

The Combo price is 500 but if bought

Separately Pizza 400 Coke 100

Ind As says split record pizza Coke

Separately

D Why do we need to split a compound instrument

a To Show true financial position of the Company

Debt Equity are very different

Debt d Needs repayment Int legal obligation

Equity d Ownership No repayment obligation

If we dont split it the Company's FS will notreflect reality

So Ind As says split the bond in to debt part Equity

part at the beginning
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9 How do we split it 3Steps

Step what doyou do why you do it

1 Calculate how much Booz this is

the debt alone would borrowing

be worth without any
Conversion option

2 Subtract this debt value The remaining value

from total amt received must belong to euity

part

3 Record both parts Separately liability for loan

Equity for ownership right

Eg

Face value given D So no of E shares is fixed FTFtestpassed

so Equity
i Option to Convert redeem with the holder

Calculation of fair value of FL Equity

Year Contractual CF's PVF 14.1 Marketrate DCF
1 2500 0.8772 2193
2 2500 07695 1924

3 2500 0.6750 1687
4 2500 0.5921 1480CAPRASANNAKUMAR(PKSIR)



4 25000 Fc 0.5921 14802

Fu of F L ID 22087

Total amount red D 25000

Equity Component 2913

Initial recognition of CFI

BankAl Dv

TO CFI Fe applyACM
22087

TO CFI Equity 2913 stay put

Accounting of CFI FL ACM table

22079 233 4
24424

Opg bat of FC 22087

Ct Int eup 141 3092 3175 3270 3376

CF's paid 2500 2500 2500 2500

Clg bat of FL 22679 23354 24124 25000

Bls of Jio 110 you
Youshould not make it'o
bloz you don't know

whether

Other Equity it is redeemable 8 Convertible

FI Equity 2913 depends on holders decision

F L

CFI Fl 25000

Possibility Holder Chooses redemption in cash
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CFI FL Dr 25000

To Bank 25000

CFI Equity Dr 2913

To R Earnings 2913

is adjusted against other Equity

Possibility Holder Chooses Conversion option

CFI FI Dr 25000

TO CFI Equity 25000

CFI Eality Dr 27913 25000 2913

To ESC 10000

To Sic prem 17913 B F

Ii Option to Convert redeem with the issues

Fair value of F L Equity

Year contractual CF's PVF 141 DCF

1 2500 0.8772 2193

2 2500 07695 1924

3 2500 0.6750 1687

4 2500 0.5921 1480

4 25000
Fv of F L 7285

No obligation topay
Cash of 25000 Total Amtread 25000CAPRASANNAKUMAR(PKSIR)



Equity value 17715

Initial recognition of CFI

BankAl Dr 25000

TO CFI F C
ApplyACM

TO CFI Equity stay putinBls

Accounting of CFI FL ACM table

2 3 1
Opg bat of FC 7285 5805 4118 2195

Ct Int eup 141 1020 813 577 305

CF's paid 2500 2500 2500 2500

Clg bat of FL 5805 4118 795 0

Bls of Jio 110 44

Other Equity

FI Equity 17715

F L

CFI Fe NIL

Possibility Entity issues E Shares

CFI Equity Dr 17715

TO ESC 10000

To see prem 7715 BR
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Possibility Entity pays cash

CFI Equity Dr 17715

Retained Earnings Dr 7285 this is like
a Buyback

To Bank 25000

Transaction Costs relating to CFI

i i i i
5

I

Eat or i e go.cagI
n

Fv of Equity Tolat need Fo of FL

100000 80000

20000

Transaction Costs 2 5000
in vats of 80000 20000

Say4000 4000

Split in the ratio of F v of FL Equity

Will be adjusted Adjusted into
against Initial recognition FI Equity

of F L

Now put
adjuttment

early

CFI FL 4000

CFI Equity 1000

to Bank 5000

But after above Entry CFI FL bat is 76000 not 80000

76000 does not represent Pv of Future F's discounted 101

So we need to revise EIR CAPRASANNAKUMAR(PKSIR)



pref Shares are now converted in to E Shows

CFI BUYBACK

Any excess payment or less payment towards Equity owners should

be adjusted to R.E

Any excess payment or discount on any liability will go to Ple
W.K.T

When a CFI is bought back redeemed before maturity two

parts are affected The liability part must be extinguished

Equity part is treated as transaction with owners

CRI BuyBack

Bls
BBprice 1200

CFI Equity 400 cancelled CFI
CFI FL 600 split

CFIT FL CF Equity
700 500

D Why this split

Boz liability affects profit loss but Eacity does not affect

Plc This is fundamental accounting rule

Q Why Buy Back a CFI

lowerdebt Falling Int rate 8 Marketfears Market prevent dilution of
Signaling

Ownership
Buy
back

cheaply 100 90 BoostInvestorConfidence
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Real life eg In 2019 TESLA offered to repurchase a set of
Convertible bonds Why

Conversion
date is avoid dilution Tesla had rais enough

approaching Cash via other means so

preferred to retire debt early

9
RTPD

Assumption in Q Holder has the option to redeem par or

Convert in to E Shares

a 1.1.2000

Fv of F L 70 PVAF 101 9yrs 1000 PUF1019ᵗʰ

70 5.7590 1000 0.9241

2 827

Fu of Equity 1000 827 173

Bant Alc Dr 1000

TO CFI F L 827

TO CFI Equity 173
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Calculation of CA of CFI Equity CFI F C on date

of Early redemption 1 1 2005

C A of CFI Equity Same i e 173

How to find CA of CFI Fe Simple draw ACM table

853 7Opg bat 827 839.70 869.04 885.94

t Int eup 101 82.70 83.97 85.37 86.90 88.59

f Contractual CFpaid to 70 70 to 70

Clg bat 839.70 853.67 869.04 885.94 904.53

Or

Bat on 1.1.05 Pu of remaining cash flows discounted

Original E I R

7o PUAF 101 4yrs 1000x PuF 1014ᵗʰ

70 3.1698 1000 0.6830

904.89 905

Spilling the Redemption BuyBack price

Fair value of F L 70 PUAF 6 4yrs
on 1.1.05 1000 PUF 61 4ᵗ yhr

70 34651 1000 0.7921

1035 CAPRASANNAKUMAR(PKSIR)



Fair value of Equity 1450 1035

415

Gain loss Accounting for Early Redemption

P BB price CAmt Gain loss

CFI FL 1035 905 130 Plc

CFI Eq 415 173 242 RE

CFI FL Dr 905

Plc Dr 130 B.FI

To Bank 1035

CFI EquityDr 173

R E Pr 242 BF

TO Bank 415

DE RECOGNITION OF F L

De recognition of F L means removing a previously recognised

F e from Bls

Ind As 109 Says An entity should de recognise a FC

When it is Extinguished i e when an obligation is discharged

Corl Cancelled Orl Expires

only live obligations Should stay on the Bs
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Discharged D You pay the leader creditor either in Cash

or taste of other assets or by issuing new

Equity shares

Cancelled Mutual agreement to cancel the liability without

payment

Expired The F c automatically lapses by passage

of line or by operation of law

Special Situation

If terms of liability are Substantially modified IndAs

109 treats it as entinguishment of the old liability

recognition of new liability

What is Substantial modification Usually NPV of CF's Δ by
101 or more

µ.WUU
DEBT RESTRUCTURING LOAN MODIFICATION

IMP DRE

It means changing the original terms of loan or other F L

What Changes

Changing Int rate

Extending repayment period tenure

Reducing principal amount

Changing Security Collateral

Converting Debt to Equity
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Modification

Substantial
Nott

Substantiat

Either
Extinguishment

accounting Revise EIR or Revise CA of F L

fornewCF's bysticking with existing
EIR

Step Pv of revised F's discounted original EIR XXX

t legal modification eup Xxx

Xxx

Step C A of F c
Xxx

Step Is diff blon B 101 of

Yes No

Substantial modification Not Substanbat

modification

Exting hment Alcing

Recognise cap in Plc
Cancel the Existing F L CA

Recognise New F e Pv of revised CP's

discounted market Int rate
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F c Existing Dr Xxx

TO FL new Xxx

Anydiff taste to Plc D liability means always Plc

Simple modification

AID Alt

legal modification legal modification

cap in Plc cap adjusted in

toexisting CAof FL
Revise CA of F L

to reflect Dv of revised
Calculate Revised EIR

future CF's discounted
based on CA of loan

after above adjustment
Original EIR

Corresponding adj should be revised future CF's

done in Plc

DE RECOGNITION OF F L by ISSUEOF
EQUITY

WK T F L is derecognised when it is extinguished i e when

Obligation specified in the Contract is Discharged Cancelled Expires

One way this can happen is by issuing Equity Instruments

Egshares to the Creditor instead of repaying the debt in

cash This is called as Debt for Equity swap

logic Since Equity doesnot represent a future obligation to deliver

Cash or another FA this tramaction results in derecognition of F c
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Accounting treatment

De recognise F.com part themof
Recognise the EquityEIInstrument at fair value

If fair value of Equity is not reliably measurable we

Gain value of liability Extinguished

Recognise the diff bw CA of FL F v of E I

in P L

Eg Bls

loan 1000

For 701 of loan D PkIla issued EShares of1000no

loan Alc Pr Fe 700

To ESC

to seeprem
Fairvalue of shares

Gain boss goes to PIfirst line Eacity Sheres are

Coming in to enistence So

fair value

F 1 MEASURED USING FUTPL special cases

Special cares that ate enceptions to the general rule of AMC

Care F L held for Trading

Some liabilities are incurred with the intention to repurchase

in Short term

They are part of Portfolio managed to short term profit

They are derivative liabilities not designated as hedges
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Since these are short term driven by market prices

fair value reflects their true economic position

So measuring
them at FNTPC is mandatory

EI Short Selling under Stock leading
Scheme Credit Default Swap CDS

Today800

here Bogy see share
500

Shargiakback
MTBayafler3m M.P 500

Case FL are measured at FUTPL to avoid accounting mismatch

A Company holds assets measured FUTPC and funds
choice

them with bonds

If bonds were measured at AMC there is a mismatch

asset value changes go through Plc but liability doesn't
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To fix this the Company designates the liability at FUTPC

Care liability is a part of a group of F I managed on

fair value basis

A trading desk manager a portfolio of liabilities assets

Uning fair value

All are actively revalued

Therefore the liabilities in this group are designated FUTPL

EI

case Derivative F e not hedging instruments

All derivatives like options swaps forwards are measured

at FUTPC by default

The only exception is when they are part of a

Qualifying hedge relationship

This is bloz Derivatives ar highly Sensitive to market

changes AMC doesn't make sense for such instruments
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Ege Interest rate swap Pays fixed receiver floating

Case F L With Embedded Derivatives

Some liabilities Eg Convertible bonds may have ED inside

them

If the ED

is not closely related to the host liability

The overall instrument is not measured FUTPL

Then the entity must either

Separate measure the car If Separation not possible
ED FUTPL measure the entire liability

FUTPL

This ensures users of F S are aware of volatility
1017 risks from embedded features

Case Financial Guarantee Contracts Fac if designated Fripe

Ef A parent Company guarantees a bank loan toll
by Subsidiary The Parent manages its credit risk

exposure uning fair value tools It may designate the

Fgc at FUTPC for more consistent transparent reporting
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Case Contingent Consideration Business Combination

When a Company acquires another Company It may agree

to make future payments based on performance future profits

If the payment is classified as F L it must be measured

FUTPC regardless of trading intention

EI Pk lot buys AK 16 agrees to pay entra 5 crore

if profits exceed 10crores in 2 yrs
SUMMARY

Example
case condition RUTPL is

CDS
Heldfor Foshortterm Mandatory
trading gaintrading

Designated To avoid mismatch Bond funding FUTPC
FUTPL or Mandatory Assets

Managed fair value
group Portfolio

Int rate swap
Derivatives Not designated as Mandatory

Hedging

Convertible bond in

E p Not closelyrelated mandatory to another Company
Not Separable Shares

Fac If designated optional
parent guarantee for

FUTPL initially Subsidy loan

Contingent In Business Earnout band on

Consideration Combination
Mandatory post acquisition profits
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TREATMENT OF FINANCIAL GUARANTEE

parent
pylid

guaranteegiven on behalf of
Sk110Guarantor

Subsidiary

SK110 HDFC Bank
loan

Beneficiary

Accounting in Sk 110 books

Any fee pad 15 guarantor will be recognised an emp in Plc

over the period If Guarantee fee is paid for any FA FL

it will be adjusted to Intial recognition amount

Accounting in Pk 110 books

por
pylid

Guarantor
Subsidiary

SK110 HDFC Bank
11 121

without guarantee Int rate would be 15

Guarantee to be accounted at FUTPC

i e Initial recognition fair value

1 Dec in Int to Stillo PUR 151 DE
1 30000

30000

30000

TooCAPRASANNAKUMAR(PKSIR)



Day Bank Plc Inv in Eq Subsidiary 68000

To F e Guarantee 68000

Yr End
FGC is measured higher of

i ECC Expected credit loss loss probof default

Ii Amt initially recognised less Σ
amortization

or

Fairvalue today 30000 PVF 15 2yrs

48800 Unamortized revenue

ID 60000

FL Guarantee Alc Dr 8000 68000 60000

TO Plc 8000

Ind AS 115 Say Presume this an revenue

Example on April 1st 20 1 Parento provider financial guarantee to

a bank for a 3yr loan of 5000000 granted to its Subsidiary

Subco The guarantee is provided for free no premium charged

The bank would have charged 21 P.a for a Similar risk profile

loan if no guarantee was provided Using appropriate models the

fair value of guarantee at Initial recognition is estimated

250000 Parento amortizes the income Straight line over 3yrs

At the end of 1st year 31stmarch 20 2 Parent to assesses

the ECL on guarantee as 160000

Explain how Parentco Should account for FGC on Initial

recognition e Subsequently as on 31ˢᵗ March 20 2 including

journal entries measurement CAPRASANNAKUMAR(PKSIR)



a 14.20 1 Initial recognition

FG is recognised at fair value Even though it is issued for free

it has an economic Cost bwz Parentco is exposed to credit risk

Inv in Subco

to liability 250000

logic The guarantee is an identifiable liability Parentco takes

On the obligation to pay if Subco defaults The freenature

is irrelevant from an accounting perspective You still recognise

the economic Substance

31.3.2002 Subsequent Measurement

FGC is measured higher of

i ECC Expected credit loss loss probof default

Ii Amt initially recognised less Σ
amortization

or

Fairvalue today PV of Int savings for remainingperiod

Amortized amt Calculaton

Guaranteed income amortized over 3 yrs straightline

p 250000

3
83333 year

Remaining uncemortized amt after 1 yr 250000 83333

2 166667

Compare with ECC

ECC 160000
Higher 166667

amortized Amt 166667 CAPRASANNAKUMAR(PKSIR)



So liability at 31.3 20 2 166667

FG liability Dr 83333 250000 166667

To Plc 83333

logic This reflects that I3rd of the Economic value of

the guarantee has been earned an income i.e 1 yr passed

with out default At the same time we keep the liability

at the most conservative value i e greater of Expected loss

Or remaining unearned income

AllStudex Why this makes sense logic

Step logic

Initial recognition Even free guarantees have fair value
there is taste of risk

Subsequent recognition use higher of actual risk ECL Cor

Residual unearned income To reflect

Prudence

Ecc approach Consistent with Ind AS 109

forward looking based on risk assessment

Amortization Recognises income over the guarantee

period as risk is borne over time

Fair value approach means SubstanceNo cash flow
over form cash con no cash is

irrelevant CAPRASANNAKUMAR(PKSIR)



ACCOUNTING FOR DERIVATIVES

Fairvalues areehtget1la rit
Initial recognition

All derivative contracts have to be measured using FUTPL

A in fair value will go to OCI if hedge accounting is applied

long position agree to buy

Short position agree to Sell

long

SR 1 60

3mFR 1
63.50

sr Ii.is
31318

It youwant toexit out
Fwd Contract Gainin

of this today whatprice foodcontract
0560
10000

lid long 1000 1 60 is fairvalue
50000

Fair value of food Contract o Assume
thutional

cancellation

BSo no entry Gain already
opposite contract

Boz if you sell this today short
recognised

110 To sell 10000 35000 15000
You will sell at same price 1 63.50

So Sell vali Buyrate 0
FA DerivativeDr 15000Gain loss Slee Bau 95No

Investment
in careof on cancellation ToPlc 15000

find buturesnot in options
6350 60 10000

mypond
canced

I 35000 Gain netKash FordContract

Marking
to
market

Settlement closedby
wayofcalled
Physicaldelvey
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FA Derivative Dr 35000 BankAlD850000 F cash 650000
100008 65

To Plc 35000 To FA D 50000 ToBK600000
100004 260

to FA D5000

FI 11T writes a call option on its own E Shares 1000NoS to y11g

price 60Share Time 3m

a This is derivative but its Equity Instrument NO FUTPC accounting

premium will be adjusted against R.E

Derivatives

nonFA outof
Pacity Scope of 109

and against
RE Tfacoting

Eg

1.2.2018 Initial recognition future long position
265

No entry

31.3.2018 Fair valuation of futures Contract Subsequent recognition

annum notional cancellation Marking to market

Original position long 265

opposite position Short 275 1m futures

gain 10
FA D Dr 10

To Plc 10 CAPRASANNAKUMAR(PKSIR)



30.4.2018 on Settlement date

casetiltMP 278 Care iit MP 260

Futures price 265 long futures price 265 long

loss 5

to
already

cognise to a dy bkloss
recognised how recognised of 5

cancelthisFA D

1 pi 3 picor to Peeor 5
TO FA 10 To F L D 5

Physical
delivery netcashsettlement

Fo physical delivery Purchasing

theshare
Inv in ITC Share 278 BarfFfp 13TO BK 265 Inv in ITC Share 260

To FA D 13 F c D 5

To Blc 265
options

Eg I
1.2.25 31.3.251.1.25

Call option buy holder
Premium 18

UA Pk115 longcall Beco writerof shortcall

250 Call option Seller 2m

Maturity 3m UA PK110
250

Premium 10

Now you are bottage 1Eur
You are out of the market already
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Pft Bought 10 Sold 18

8

Lets focus on Accounting part now

Eg

Accounting in books of A 110 11190

1.2.2018 For paying premium

FA D Do 12

TO BIC

31.3.2018 For Fair valuation on Bs date

Imagine selling call option

Gain 19 12 7

F A Derivative Do 7
To Plc 7

30 42018 Settlement date

care MP 125 Case ii MPz60

Allot will exercise Allot will lapsethe option
Benefitdue to call D 125 90 valueBenefit of call 0

D 35

Existing CA of FA Derivative 19 Existing CA of FA Derivative 19
Catnael

it a kill it
FA Derivative Dr 16 3519

TO Plc 16 to FA D 19CAPRASANNAKUMAR(PKSIR)



Settlement Inv in
Sharet

or 125

by delivery To BK 90
of Share To FA D 35

Accounting in the books of B 15

1.2.2018 For receiving premium

Bk Alc Dr 12
To FL D 12

31.3.2018 For Fair valuation on Bs date

Imagine Buying call option tounit selling position

loss 19 12 7

Plc or 7

TO Fc D 7

30 42018 on Settlement date

Care i MP 125 Case ii MPz60

Holder will exercise Holder will lapse theoption
value of call to 125 90 value of 8 0holder

35

we have obligation so 35 is liability Existing CA of Derivative F L 19
for writer

Existing CA of Derivative F L 19 F C DD Dr 19

To Plc 1935 19P
to Fe D 16
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Settlement of call option by
Delivery of Share

Inv in Share 125

TO BK 125

Bank or 90

Fie Dr Dr 35

To Invght 125

SUMMARY OF DERIVATIVES

Derivative Position Comments

Fwd Buyer Spot Fwd Spot Fwd

long gain FA loss F e

Selke Spot Fwd Spot Fwd
Short gain FA loss F L

Future Buyer Futuresprice A Futuresprice

long gain FA loss F L

Seller Futuresprice of Futuresprice A
Short gain FA lose F L

Call Option Holder Buyer M.P SX MPC X

gain FA No bability
loss is limitedexercises
to premium
lapses
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Writer seller MP S M.PL

loss F L No obligation
Obligationto sell

Put option Holder Buyer M.P CM.P

gain F A No bability
loss is limited

exercises
to premium
lapses

writer seller MP X M.p

loss F C
No obligation

Obligation to buy

EMBEDDED
DERIVATIVES.gg

An ED is a component of a F I or other contract that

causes Some 07 all of the cash flows of that instrument

to vary in a way Similar to a standalone derivative

To put it simple Its a derivative inside a non derivativecontract

Host Derivative

Contract element
Embedded Derivative

FA
Yutracttobuy ED

Fe Fishes

onfuture
date
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In CA enam if a B Comes on ED it will be about

Splitting accounting treatment only If it is not to be

Segregated Simply Ignore ED and do accounting as per

normal rules i.e ACM or FUTPC FVTOCIHOF.A

ACM Futre for FL

Tatural

Notnatural

IE
Constant they are changing booz of Some variables

Always Segregate Derivative element account Separately

FNTPL CAPRASANNAKUMAR(PKSIR)



CFI US EMBEDDED
IE
IUATUES

Step Is the instrument a Convertible F I

Yes Go to Step

Step Does the Conversion option pass FTF test

Yu
It Qualifies as Equity Component

It is called CFI

Split in to liability Equity as per Ind AS32

NO

The Conversion feature is not Equity It is derivative

Now Imp s Just bcuz it is derivative donnot automatically

mean You Separate it

You how move to the embedded derivative analysis

Under Ind AS 109

Step 3 Apply the 3 lets to determine if ED Should

be separated only if all 3 Conditions are met

Not closely related to the host instrument

Host is not measured FUTPC

The derivative meets the def of derivative

on its own
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STEP BY STEP EXPLANATION E D

Understand the Contract

First Identify whether the Contract is hybrid Combined instrument

i e non derivative host contract that Contains Derivative Component

Hybrid contract Host Contract E D

Identify the host Embedded Component

Host contract E D

The basic contract that would A clause Condition that

Crist without the derivative feature modifies the cash flows based

Ef Bond lease Salu agreement on Δ in variables like

Int rati Commodity price

Equity value

Check if Embedded Component meets the definition of

Derivalve

Has value Δ with a variable like Int rate FXrate
Equity price

Requires little B no Investment

Is settled at a future date

Step Apply 3 lists for Separation

You must Separate the ED only if 3 Conditions are met
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Test Is the ED's risk not closely related to host

i e The inclusion of derivative element is natural

acceptable

Closely related D Don't Separate

Not Closely related continue evaluation

logic If the economic risk of the E D is Similar

to the host contract it doesnot distort the accounting

does not need Separation

If Int on loan indered to LIBOR Inflation Closely related

Equity Conversion option in a bond Not Closely related

Test Is the Entire hybrid instrument measured

at FUTPL

Yes D Do not Separate

NO D i e measured at AMC B FUTOCI

then Continue further

logic After Separation anyway you are going to do

FUTPC accounting for Derivative It is already done

FUTPL then why to separate

Test Would the Embedded Component be

Derivative if Separated

Yes Separation required No Not an ED
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logic This ensures we only Separate components that

behave like proper derivatives

Step Accounting treatment

Separate the E D from host

Measure it at FUTPL

Host contract is accounted using normal rules

AMC FUTOCI

When ED Separation is not required

1 If above 3 tests are not met

ii If host contract is FA Boz If derivative element

is present then SPPI CFT list is failed So

FUTPL would have been followed

ii fair value of Derivative cannot be determined

v The gain loss from Derivative is not Substantial

V1 Contracts with NFA scoped out of Ind AS 109

3 popular ED Questions

C u
Prepayment option lease Contract Contract to Buy sell

in a loan with rentals linked NFA in Foreign Currency

to profits season or which is not closely

any unrelated inder relatedCAPRASANNAKUMAR(PKSIR)



Prepayment of loan option

Pay a small fixed penalty say21 Bank says you can payearly
to prepayment but we will calculate a fee

based on the diff bln Your
It is closely related

fixed loan rate Market Int

logic Bank just wants rate

to recover lost interest This behaves like Int rate option
01 Some Compensation It

doesnot depend on market If Market ratesgoes you will prepay
Int valet Its a Common

refinance cheaper elsewhere

loan feature
If rate go You won't prepay

No need to separate

Not an ED So prepayment Clause value depends

On Market Int rates not just basic

loan terms

Not closely related

Separate this EYD unless whole loan

is already measured through FUTPL
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optoideuf Yo HEDGE
ACCOUNTY

Notso imp

G what is Hedge accounting 17A

a Action taken to protect a risk Possibility of Suffering loss

Q Why H.A is needed

a Imagine your Company is exposed to financial risks like

Δ in Int rates foreign change rater Commodity prices

To protect yourself from these risks you use a hedging

instrument like a fund contract option or Int rate swap

Q what can be hedged

a Asset liability contract to buy sell
date

Highly probable forecasted

mtiiitig.no
amaon

9 How to hedge

Usually a derivative is used to hedge Hedge instrument

But here is the issue

Normal accounting treats the Derivative Hedge instrument

Separately from the ilear you are protecting Hedged item

This means gains losses from the Hedge appear in

Plc immediately but the related Hedged item like futurepurchase

might affect Plc later

This Creates a mismatch in timing causes volatility in

probit even though you are just managing risk Semibly

CAPRASANNAKUMAR(PKSIR)



Solution Hedge Accounting HA

H.A align the accounting of bolt ItInstrument HIlear So that

they affect Plc at the same time This gives true picture

of Company's financial risk mgmt

Examples

Hedged item Hedge instrument

Foreign Currency loan receivable of Fwd contract Short

100000 2yrs line Risk is position 1 82

may ball SR 1 80
Aft 2 yrs

SR it 65 SR 90

Without hedge Inflow 6500000 9000000

Wilt hedge D 8200000 8200000

Inv in bond Risk is bond Int rate options

price may fall due to A in Int rate futures

market Int rates

Intraw Hittite I Iii open.intfate
loss Gain

Compensated

A gain loss

Inv in Reliance Shares Short position in Reliance futures

Risk is Share price may fall Buy put option
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Possibility value of Inv Futures Contract

M.Pofshare A gain loss

M.Pofshare loss A gain

Hedge accounting is optional for entities If entity chooses to apply

them

i Entity should have documented policy to hedging

i Hedged item Hedge instrument Should be linked

Eg you can't hedge investment in Reliance Share by
Shorting gold futures broz no link
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