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Background

Financial Instruments are simply a
means of borrowing and lending.
Their accounting treatment and
presentation has been somewhat
controversial, and IASB has made
substantial effort to improve
consistency in their accounting
treatment, presentation and
disclosures, by lenders and borrowers.



Background

IASB began with IAS 32 on presentation of financial
instruments by borrowers, then developed IAS 39 on
recognition and measurement. Later IASB developed
IFRS 7 on disclosures, then began developing IFRS 9 to
replace IAS 39 which was done in phases until 2018 when
IFRS 9 replaced IAS 39 fully.



Content
Lenders Borrowers

1 Definitions (IAS 32 –For borrowers and IFRS 9) √ √
2 Recognition (IFRS 9, see IAS 32 for additional guidance on 

equity/ Financial liabilities by borrowers)
√ √

3 Classifications (IFRS 9) √ √
4 Initial Measurement (IFRS 9) √ √
5 Subsequent Measurement (IFRS 9) √ √
6 Reclassifications (IFRS 9) √ N/A
7 De-recognition (IFRS 9) √ √
8 Impairment of Financial Assets (IFRS 9) √ N/A
9 Hedging (IFRS 9) √ √
10 Embedded Derivatives (IFRS 9) √ √
11 Disclosures (See IFRS 7) √ √
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Recognition – Lender and Borrower

IFRS 9 requires both the lender and
the borrower to recognise a financial
instrument when the entity becomes
party to the contractual provisions of
the instrument.

For a lender, this is a financial asset
and for a borrower this is either equity
or a financial liability.



Classification of Financial Assets by the Lender



Classification of Financial Assets by Lender



Classification of Financial Assets by Lender



Classification of Financial Liabilities by the borrower



Classification of Financial Liabilities by the 
borrower - Examples



Initial Measurement and Subsequent Measurement



Reclassifying Financial Assets by the Lender 



Derecognition of Financial Assets & Liabilities

On derecognition, the difference between the carrying amount of the asset or liability and the
amount received or paid for it should be recognized in the profit or loss for the period.



Impairment of Financial assets – the Lender
The impairment requirements under
IFRS 9 are applied to:
1.Financial assets measured at
amortized cost (incl. trade
receivables)
2.Financial assets measured at fair
value through OCI
3.Loan commitments and financial
guarantees contracts where losses are
currently accounted for under IAS
37 Provisions, Contingent Liabilities
and Contingent Assets
4. Lease receivables.

Impairment is when a Financial Asset
cannot be recovered or will likely not be
recovered. Based on prudence grounds and
just like other assets, IFRS 9 requires that
an entity provides for impairment losses or
recognizes impairment losses on financial
assets. For example, for loans and trade
receivables, IFRS 9 suggests a criteria for
computing expected credit losses (ECL).



Impairment of Financial assets – the Lender
1. The general model for measuring a loss
allowance (Expected Credit Loss):
This model recognizes loss allowance depending
on the stage in which the financial asset is.
There are 3 stages:
Stage 1 – Performing assets (Low credit risk):
Loss allowance is recognized in the amount of
12-month expected credit loss;
Stage 2 – Financial assets with significantly
increased credit risk: Loss allowance is
recognized in the amount of lifetime expected
credit loss, and
Stage 3 – Credit-impaired financial assets: Loss
allowance is recognized in the amount of
lifetime expected credit loss and interest revenue
is recognized based on amortized cost.



Impairment of Financial assets – the Lender



Impairment of Financial assets – the Lender 
(Example)



Impairment of Financial assets – the Lender
2. Simplified Approach



Hedging by the Lender and the Borrower
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Hedging by the Lender and Borrower – Qualifying Criteria



Hedging by the Lender and Borrower
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Hedging by the Lender and Borrower



Hedging by the Lender and Borrower



Embedded Derivatives – The Lender and the Borrower



Embedded Derivatives – The Lender and the 
Borrower


