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Prelude to
Financial Instruments Standards
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Multiple standards .....

| IndAs32 | | Ind-AS 109 | | ind-AS 107 |
g L) L)

+ Definitions - FA, FL, Equity \

* Liability vs. Equity Classification

Classification of FAs and FLs \ » Disclosures \

Measurement of FAs and FLs
» Compound Financial Instrument

+ Offsetting of FAs and FLs

» Treasury shares

Recognition of FAs and FLs

De-recognition of FAs and FLs

Impairment of FAs and FLs

\ / Hedge Accounting / \ /
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What is a Financial Instrument?

Anjani Kumar Khetan Page | 5

Financial Instrument

( h [ Financial Instrument ]

*%
=any contract that gives rise to both:

Whatisa
Financial Instrument? [ Finaneial liability J OR [ Equity instrument ]
of one entity oF

Ind-AS 32.11 . 3
N " J JM
U\ oy

For instance:

o Accounts Receivable of one entity (a financial asset) will represent an Accounts Payable (being a financial liability) of another entity

o Anequity instrument is a financial asset for an investor holding the instrument and is Equity of the issuer of the instrument

\\ : ,‘
Y
** Here, Contract refers to an agreement: Any asset or liability — that is NOT contractual is
* that has clear economic consequences; and NOT a financial asset or financial liability
*  which the parties have little discretion to avoid — since it is enforceable in law e.g. a tax liability

7
1
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Financial Instrument

e

—

e

Examples of Financial Instruments

« Cash

Trade receivables

Investment in bonds and deposits (Investor)

Investment in Equity Instruments (Investor)

Loan receivables (Lender)

Derivative financial assets

« Loans and borrowings raised (Borrower)
* Payable for purchase of goods & services
* Bank Overdraft

* Ordinary Equity Shares issued

* Preference shares - where repayment and
dividend is at the discretion of the issuer

« Gompulsorily redeemable instruments like
6@ preference shares and debentures

 Guarantee given for repayment of debt,
on default by the borrower

+ Gompulsorily convertible instruments (like
(6 preference shares and debentures) that are
convertible into fixed number of ...

equity shares + Dividend is discretionary
» Share Warrants to issue fixed number of

shares, @ a fixed price - against each
warrant

Key Concepts
Financial Assets, Financial Liabilities
&
Equity Instruments

09-06-21



Financial Asset

Anjani Kumar Khetan
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What is a Financial Asset?

Ind-AS 32.11
Financial Asset
[ ™ 9 3 ] ¥
Contractual right [ Certain contracts
. ) . settled in
to receive cash or, another financial asset Entity’s Own Equit
Equity instrument ntity’s Own Equity
Cash of OR
another entit)
y to exchange financial assets or financial liabilities
under Explained later -
potentially favourable conditions

J

Z].

e.g. bank accounts e.g. equity shares e.g. atrade receivable or, debtors /bond held / loans given
in another company OR,
purchased call options, purchased put options and other derivatives

in an asset position at the balance sheet date

A 1)

INVOICE

== A contract that will (or, may be) settled in the
entity’s own equity instruments and (the contract) is:

= a non-den’vaﬁvg*, for M_/ﬁich the entity is (or,
may be)<_cbliged ko recelve—a variable
number of the entity’s own equity instruments

OR

a derivative that will (or, may be) settled
other than by the exchange of a fixed amount
of cash or another financial asset for a fixed
number of the entity’s own equity instruments

Anjani Kumar Khetan

* like a debt Page | 10
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Financial Liability

Anjani Kumar Khetan Page | 11

What is a Financial Liability?

. . . ope Ind-AS 32.11
Financial Liability

L N

-
)
{ Contractual obligation {
to deliver cash or, another financial asset Certain contracts
or settled in

Entity’s Own Equity
to exchange financial assets or financial liabilities

under potentially unfavourable conditions

peplained
next -

e.g. dues to creditors, loans taken, bank overdrafts, borrowings etc.

OR, == A contract that will (or, may be) settled in the entity’s own equity instruments
and (the contract) is:
written call options, written put options and other derivatives B A
in a liabilitv position at the balance sheet date = a non-derivative* for which the entity is (or, may be)(.ggfp ed fo u‘em_/er)
a variable number of the entity’s own equity instruments

OR

= a derivative that will (or, may be) settled other than by the exchange of
a fixed amount of cash (or another financial asset) for a fixed number of
the entity’s own equity instruments ~_______---- -

1
|
[l
1

INVOICE pxception = eeemmmeet d— Fb)—";‘: ur:;e—nt; entitling the holder to @
i PR R N struments and bl
i3 ; ing certain strict conditions (@) Putable e  as Equity (and not, financial fiabii)
7\ Subject to meeting c  assets on liquidation — are considered @S FHHH T 0 L - D o RS 32
S prorata share Ofasses ™ 7" " _ o —----=" Referto Para 164, 168, 16C an
| >_.\ ______________
Anjani Kumar Khetan =  like a debt Page | 12
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Contracts settled in own equity instruments — guiding rules

Guiding Principles / Rules

\
\
\
\
H
H
H
H

‘\/Iﬁ(‘ )
Scenario E Monetar'y Value of Consrdefatlon (2 Number of own equity shares Classification
(In functional currency of the issuer) to be issued
————
4 . N Fixed . 1 .
1 ‘ﬁ{ Fixed F:;ﬁ,‘;;m'::tg Fixed i \.@ Eq_t_uty
I 2 l I Fixed 7 %\/\W Variable U(,/i:‘inancial Liabilit}‘\]l\
TE Variable I Fied | /]| Financial Liabitty | °
4 Variable Variable 3 Financial Liability | ;
f Fixed t;'z—l‘n;:lSCarve-out -':"—7: ) N Ei ] i
E S (But in currency other than functional currency of the issuer) L Fﬁ’éa__ sl Fixed F/nanCIaILlab”,ty

—————

I-—___;Accordingly___,J

Settlement in own equity instruments is classified as “Equity” —only if itis a fixed-for-fixed transaction
= iz, the transaction involves issue of fixed number of shares and a fixed amount of cash (or, fixed amount of other financial asset)

The equity conversion option embedded in a FCCB (viz. convertible bond, denominated in a foreign currency) to acquire a fixed number of the entity’s own equity
instruments - is an ‘equity instrument’, if the “exercise price is fixed in any currency” (Notnecessarily fixed in functional currency)

Anjani Kumar Khetan

Ind-AS carve out from IFRS for FCCBs

Equity Instruments

Anjani Kumar Khetan
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What is a Equity Instrument?

Ind-AS 32.11

* any contract that evidences

Instrument

Equity E> An equity instrument is:

a residual interest in the assets of an entity, after deducting all of its liabilities

ts that are not liabilities

In other words, contrac

Examples:
= Equity shares
= Share Warrants
= Compulsorily Convertible* Preference Shares

H H Compulsorily Convertible* Bonds (that allows the holder to subscribe to fixed number of equity shares
| Assets Liabilities Equity of the issuer, in exchange for a fixed amount of cash)

T
Il

* and not, redeemable perse

Anjani Kumar Khetan

Liability vs. Equity Classification
How to differentiate?

09-06-21
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Liability vs. Equity - Classification

Core Principles — Liability vs. Equity Classification

= Afinancial instrument (or, its component parts) should be classified: Classification as
, . o i liabilities or equity
by the issuer, upon its (O initial recognition, as....

(a) financial liability = OR  (b) an equity instrument

. ( )
according to: @ substance of the contractual arrangement (rather than its legal form); !
and ’ Is there a contractual obligation to transfer economic benefits? ‘

according to: @ the definition of (@ financial asset ® financial liability and
() Equity instrument - under this Standard

Yes ™ No
= For some financial instruments, although their legal form may be Equity, ‘

the substance of the arrangements is that they are liabilities.

e.g. a preference share may display either equity or, liability characteristics — depending

. . . initial
on the substance of the rights attaching to it

= Likewise, some financial instruments may combine the features of both the
equity instrument and financial liabilities. 4 LEGAL FORM # SUBSTANCE !

gal Form are GE
but

Substance and Le y =
- hares ~ _>»
NOT ALWAYS 1! 57 eg. Preforence ST

Anjani KumarKhetan T mmmmmmmT T TG Page | 17

___________

Liability vs. Equity - Classification

Core Principle of ..... Liability vs. Equity Classification

Contractual obligation**:

* todelivercash (or other financial assef) Residual interest - in the assets of the enterprise,

or after deducting its liabilities
* to exchange financial assets / financial liabilities,
under potentially unfavourable conditions ____.-~------ L
o pject to {
{} f'\ Mfgfepﬁons:-"’) {}
s | Liability | | Equity |

; Liabilities that are not contractual (e.g. obligations established from local law or statute, such as income taxes)
: are not financial liabilities

ﬁ Take into account ...... “Substance over form”

** ‘Contract’ or ‘contractual’ refers to an agreement between two or more parties that has clear economic consequences that the
parties to the contract have little discretion, if any, to avoid the obligation (usually because the agreement is enforceable by law)

Anjani Kumar Khetan *viz. (1) Puttable Instruments and (2) Obligations arising on liquidation Referto Para 164, 168, 160 and 16D of Ind-AS 3 Page | 18
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Liability vs. Equity - Classification
4 Liability or, Equity Classification - Decision Tree

Is there an obligation? Not a financial instrument

Is there an obligation to exchange financial asset or, financial liability
under potentially unfavorable conditions?

Financial Liability
Is there an obligation to issue own equity instruments
Either, (A) consideration received/ receivable OR, (B) number of equity instrument is variable?
There is an obligation to issue own equity instruments
> Equity Instrument
Both, (A) consideration received/ receivable and (B) number of equity instrument are fixed
Anjani Kumar Khetan Page | 19

Preference Shares
&
Liability vs. Equity Classification

Anjani Kumar Khetan Page | 20
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Liability vs. Equity — Classification of Preference Shares

Preference Shares .... to be classified as a financial liability, unless
ALL the following conditions are satisfied

In respect of

\

\

\

\

\

4 reference shares
|

4 classified “sl,

\ ;1 liability
i jal lia
\ anc
| fin
!

\

\

!

\

\

|

|

\

\

;

\

\

!

|

? Preference shares are not redeemable on a specified date

\
:
]
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]
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\
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!
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\
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\
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]

!

!
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efe \
pref |
'

\

\
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\

\

\

!

\

\

{1

!

\

!

;

Q Preference shares are not redeemable @ the option of the holder ]
will appear

above the liné
in PNL

Dividend payments are discretionary

Anjani Kumar Khetan
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Liability vs. Equity — Classification of Preference Shares — An Illustration

Consider a scenario wherein:

Case Study

= As per the terms of the issue of CCPS:

o

o

= CT Corp invests in Compulsorily Convertible’ Preference Shares (CCPS) of ABSPL @ Rs. 1000 each (Incl. premium of Rs. 990)
o]

Each CCPS is compulsorily convertible* into one equity shares of ABSPL at the end of 5 years

CCPS carry dividend @12% p.a. - payable only when it is declared by ABSPL (no obligation on the part of ABSPL to declare dividend on such CCPS)
The dividend payout is at the discretion of ABSPL

Evaluate whether the financial instrument meets the definition of (a) Financial Liability or (b) Equity
Note that:

————

Equity
= In this case - ABSPL has issued Compulsorily Convertible Preference Shares (CCPS), which provide for:
(a) Conversion of CCPS into fixed number of equity shares of ABSPL
(b) Non-cumulative dividend ..... on such CCPS
= Applying the definition of Equity under Ind-AS 32, in this case:

(a) There is no contractual obligation to deliver cash (or, other financial asset)

(b) Dividend are payable only when declared by the issuer and hence, are at the discretion of ABSPL - no contractual obligation
(c) Conversion of CCPS is into a fixed number of equity shares
(L2

Anjani Kumar Khetan

*

Hence — from ABSPL'’s perspective - this is an Equity (and not, a financial liability)

and not, redeemable per se

Page | 22
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Financial Instrument

What is
NOT

Anjani Kumar Khetan

Page | 23

What items are NOT Financial Instrument?

What is NOT Financial Instrument

Liabilities / Assets
NOT
contractual in nature

\
I\

Physical Assets

3 4

Intangible Assets

Prepaid Expenses

Deferred Revenue

Contracts to buy of sell
non-financial items

s.t. certain exception

©

™

a

Anjani Kumar Khetan
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Timing of
Liability vs. Equity Classification

Anjani Kumar Khetan
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Timing of Liability vs. Equity Classification

Timing of Classification — When to classify a financial instrument as Liability or, Equity?

At the time of initial
recognition

Anjani Kumar Khetan

Page | 26
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Classification of
Financial Assets & Financial Liabilities

Anjani Kumar Khetan

Page | 27

Ind-AS 109 Financial Instruments - Classification Overview

[ Is the instrument ....

Debt, Derivative or Equity?

cfa Are the Cash Flows
;4 solely payments of principal and interest (SPPI)?

@ Instrument Level

Assess the Business Model
0:S @ Portfolio Level

Hold to Hold to Hold to sell
collect collect & Sell Debt MF for
e.g. GOl Bond Debt MF for liquidity maximizing yield

Sales arej incidental

Sales a'{e integral
i

) )
oAmortized @

m——

Derivative

A

® O,
) FVTPL

¥

Has the entity elected

PR R FVTOCI option for equity instruments
that are not held for trading?
(Irrevocable choice, by instrument)

<
3

PP —

Anjani Kumar Khetan

FVTOCI = Fair value Through OCI ‘ FVTPL = Fair value Through PNL

Page | 28
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Classification of Financial Liabilities

[ Financial Liabilities ... classified into two categories
1 2 .
FVTPL Amortized Cost
Financial Liability Financial Liability
Financial liabilities under FVTPL are those that: All other liabilities fall under this category
« are held for trading (including derivatives) and
« are designated as FVTPL, on initial recognition are measured ..
« are contingent consideration, recognized by an @ amortized cost using EIR
acquirer in a Business Combination

ﬁ [ Generally, all borrowings accounted for @ amortized cost, with interest expense recognized based on EIR

Anjani Kumar Khetan

Page | 29

Measurement of

Financial Assets & Financial Liabilities

Anjani Kumar Khetan

Page | 30

09-06-21

15



Initial Measurement of
Financial Assets & Financial Liabilities

Anjani Kumar Khetan

Page | 31
Initial Measurement of Financial Instruments
[ Initial Measurement of Financial Assets and Financial Liabilities ]
‘-_-_-_—_-_____—_—_-_“‘t_j;’;i_s-r:‘:r;a_"_;_‘ [ Fllnanc:.:ff#iitp*é:?sggﬂg;\;:_bI'{l'tl'es: ]
': Fair Value on Initial rectogrr'ul:’me
} = Transactio!
I‘\“ art of the ¢ ation given (or, rece:ngy

alue i
f rsometh ng/ the fair v

ansacte ue
ifthe transactlon dusmg lua_ hniq

e [ . FA+ FL at FVTPL ]
trum
the fil financial instr
rthan @Fv-

[ il. Other FA + FL. ]

"g { ¥
Fair value E[L:II:I Tmnsactrcr\

makes a low- lrétere t
i Whr nterest free loan to an El

Costs
@ llustrated
next
Treatment of Immediately Added to / Deducted from
(directly attributable and incremental) I( ecognize in P/L Fair Value on initial r ecognition
Transaction Costs on initial recognition (viz. accounted for as an adjustment to EIR)
Note that:

Transaction costs are incremental costs that are directly attributable to the acquisition or, issue or, disposal of a Financial Asset or, a Financial Liability
; e

However, costs that are expected to be incurred in future — on the financial instrument’s transfer or disposal are not included in measurement of financial instrument
Examples of transaction costs include ...

(a) requlatory and registration fees (b) loan processing fees (c) brokerage etc.
Anjani Kumar Khetan

Page | 32
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Initial Measurement of Financial Instruments

lllustration - Initial Measurement of Financial Assets and Financial Liabilities (pay 1 Gain/ Loss)

Assume a scenario wherein:

CT Corp lends Rs. 100 million to ABSPL (one of its group companies)

The loan is repayable in full after a period of 5 years and carries
interest @2% p.a. — payable annually, even though market interest
rate for similar loan is 12% p.a.

ABSPL does not pay anything extra to CT Corp - to compensate for
the below market interest rate

There are no other directly related payments, by either party
What is the FV of the loan for initial recognition?

In this case:

Fair Value @ Initial Recognition = Rs. 63.95 million (See Table 1 shown below)

Accordingly, the difference of Rs. 36.05 million (being 100 m less 63.95m)
is charged to P/L - as Day 1 loss on initial recognition

market rate (of 12%) and accordingly the gain / loss is recognized at
initial recognition as Day 1 Gain / Loss (also known as Fair Value gain / loss)

4 =
Table 1 ! The relevant journal entries by CT Corp on initial recognition will be as follows.....
Discount Rate B(g i E iy -
Falrvalieot loanoninltial s : Debit  Loan Asset Alc 63.95 million
e e | Debit  FV Loss (Day1Loss = inPIL) 36.05 million
Year 1 2 3 4 5 Total !
Cash Flows 2.00 2.00 200 2.00 102.00 110.00 Credit  Bank Alc 100 million
PV Fmo('éf 12% 08929 07972 0.7118 0.6355 0.5674 :
WValuem";@jm,} 179 1.59 142 1.27 57.88 |, 6395 !
_ - Y,
Page | 33
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Subsequent Measurement of
Financial Assets & Financial Liabilities

Anjani Kumar Khetan

Page | 34
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Subsequent Measurement of
Financial Assets

Anjani Kumar Khetan Page | 35
Subsequent Measurement of Financial Assets
Subsequent Measurement - Financial Assets
T Subsequent Interest / Dividend Recognition of.... Fair Value Changes
Financial Assets subsequently Measurement Income 9! .9
measured @ Recognition ( unrealized FV Changes | ( Realized FV Changes
Amortized Cost D Amortized Cost Profit and Loss Alc Not Relevant Profit and Loss Alc
Profit and Loss Alc ocl Recycled to P&L Alc
> bt‘TVTtOC’ " [ eestieames || FV changes are recognized in OCI | | Recyciing (of comilatve £V changes) permitied
(Debt Instruments; recognized, (except for interest income; from OCl to P/L
FVTPL ) Fair Value Profit and Loss A/c Profit and Loss Alc Profit and Loss A/c
FvTOCI \ Profit and Loss Alc ) _OCI ______ B ocl B
(Equity Instruments FV changes are recognized in OCI Recycling (of cumulative FV changes)
not held for Irading) / (except for dividend income, NOT permitted from OCI to P/L

Anjani Kumar Khetan

Page | 36
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Subsequent Measurement of
Financial Liabilities

Anjani Kumar Khetan Page | 37
Subsequent Measurement — Financial Liabilities
Financial Liabilities — Subsequent Measurement
- -
Financial Liability Financial Liability
measured @ FVTPL measured @ Amortized Cost
e L J
Subsequent ‘ Fair Value ’ ‘ Amortized Cost \
Measurement
Recognition of Profit & Loss A/c ( Not relevant ’
FV Changes
However, FV changes attributable to own credit risk
is recognized in OCI, except when .... .
it creates or, enlarges an accounting mismatch |||us"a‘ed
next .-

Anjani Kumar Khetan Page | 38
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Concept of Amortized Cost — for financial assets & financial liabilities

~—
Amortized Cost (for Financial Liability) App! hod -
Hlustration EIR Met
Loan from a bank
A
Consider the following information in respect of a bank loan ...... In this case, the accounting for the bank loan will be as follows...

1 = Loan amount on 1% April 2012 Rs. 1,000 On initial recognition: i
| ) ) p |
1 = Transaction cost incurred Rs. 50 Debit Bank 950 i
E = Term of the bank loan 5 years Credit  Bank Loan 950 i
"' [nterest Rate 10% (Being the JE for raising bank loan, net of expenses) !
' |
i = Repayment Bullet, at end of year 5 crrrrrrrrmrrmmmmmmrmmmmrrrrrrrrrrrrrrrreerrememmmmeeeh
' ]
VT On subsequent measurement: !
i Given the above, IRR = 11.37% (as shown in the below calculation): '
' \
! Yoxr 0 1 2 3 4 Debit Interest Expense 108 !
i Cash Flows (950) 100 \\\ 100 100 100 Credit Bank Loan 108 i
' ' IRR = (Being the JE for recording interest expense @ EIR) !
B \
' \

Amortization Schedul k !
E e - Debit Bank Loan 100 !
' -\ Interest : Credit Bank 100 '
' Opening Closing . '
E Year YE Balance .’! _Income_ ) Cash(ll:ﬂ:su; Liability (Being the JE for payment to the bank) |
' | -

’ (InRs.)
'
- through 5
' 1 31Mar13 950 108 (100) 958 similar JEs for year 2 :
E 2 31-Mar-14 958 109 (100) %7 :
! 3 31-Mar-15 967 110 (100) 977 !
! 4 31-Mar-16 977 111 (100) 988 H
! 5 31-Mar-17 938 112 (1,100) (0) 1 bmmmmmmmmmmmmemmmmmmmmmmmmmmmm oo o mm o e o mm oo m e !
H Total % 550 * which is directly attributable & incremental Page | 39
e A e S e e e = = = o
1 ] t

Anjani Kumar Khetan Page | 40
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ECL Model — Key concepts

Earlier ...
%:urred Loss Model
A

an unbiased, computed on the basis of after considering the effect of
. —  probability-weighted, reasonable and supportable “time value of money”
EXpeCted Credit Loss = average credit losses information ... Y
___(with “respective PD” as weights) Past Current & Future

'\._/’l L\./J < Evaluale
/' arange of , er the full amount of loan,
ifeti : e/ i i i expects to recover
Lifetime 12months fjif,ﬂZs A credit loss o> Ieventli];t f: iif: tgni);a:tct:fwlly agreed due dates
ECLs ECLs BUT, later tha impairment
Il FAs are subjected to impairment 2> MM@E“—”Q for RECOGNIZING impairmen
A sa
Lifetime ECLs 12-month ECLs
Lifetime ECL are credit losses: 12-month Expected Credit Losses (ECLs) are credit losses:

= resulting from = the portion of lifetime ECL
= all possible = that result from
= default* events = default* events
= over = that are possible
= the expected life of the instrument = within 12 months** after the reporting date

OR. a shorter period,
if the expected life of a financial instrument is  less than 12 months

Anjani Kumar Khetan *  The expression ‘Default” is notdefined by the Standard Page | 41
ECL Model — Computations involved ....
[ How ECL is computed ? ]
Cash shortfalls ......
Present Value [ Contractual CFs  less  Expected CFs ] Discounted at
ECL |- of (Contractual CFs less  Exp ) & Original EIR

Over the remaining life of the instrument .....

% Cash shortfalls (or, ECLs) are estimated over the % Cash shortfalls are discounted, using the
maximum contractual period original EIR
< The estimate is based on the probability-weighted N - -
outcomes (no matter, how low the possibility may be); and «  The discounting period will be ...
------ N o from ... the cash flow date

< The estimate should be based on reasonable and
supportable information - that is available without undue
cost or effort - consider past, current and future forecast

fo ... the reporting date

In most cases, ECL is calculated by using the following formula .....

D Expected credit loss

&

e |
—
Probability of default 83 Loss given default 23 Exposure at default
PD LGp EAD
= Unsecured %age = Ledger Balance
of the loan
Anjani Kumar Khetan Page | 42
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Expected Loss Allowance — 12-months ECLs vs. Lifetime ECLs

| Hlustration
| 12-month ECLs Lifetime ECLs

Consider the following: Consider the following:
Ep | = Portfolio of USD 10-million loan EAD | = Portfolio of USD 10-million loan
PD = Expected 2% probability of default (PD) in next 12 months PD = Expected 12% probability of default (PD) over lifetime
LGD = Entire loss that would arise on default = 10% LGD |« Entire loss that would arise on default = 10%

*  12-mELC= USD 20,000 (being 10m * 10% (* 2%) | «  Lifetime ELC= USD 120,000 (being 10m * 10%| * 12% )
8 ¥

EAD for 12-months ECL is not the entire ledger balance; rather it is only = Next 12 months receivable

’S‘\ r) Expected credit loss

Probability of default Loss given default Exposure at default
[ PD ] 83 [ LGD ] Xg [ EAD

= Unsecured %age = Ledger Balance
of the loan

Anjani Kumar Khetan Page | 43

General Approach...

for measuring Impairment Loss
.ee. @ 3-Stage approach

Anjani Kumar Khetan Page | 44
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General Approach to measuring impairment (... a 3-stage approach)
Whether to apply 12-month ECL or, Lifetime ECL ?

proach adopted for computation of ECL and interest revenue on financial assets

Particulars

Credit Risk

Under Performing

Performing (SICR)

(Credit Impaired)

N Stage 2 7

N Stage 3

sSICR

No significant
increase in credit

Significant
increase in credit
risk

30 days past due*

Asset becomes
credit-impaired

90 days past due* OR Default

SICR-
a relative concept -

SICR determined w.r.t “change in
the risk of default”

(say, Grade 2 to Grade 5
IGNoRE I i i vs. Grade 4 to Grade 5)
Co"atera Impairment 12-month ECLs : Consider all reasonable and
i T loss : supportable information that is
i geterminind p y
iy for Stage CR— ' available, without undue cost or
youare i Mot 12-monihs receivable For Slagz 3 oo efforts — both quantitative and
{ /] commmmmmmmm N e T o = T qualitative
\ ) .
oo Interest Effective interest rate (EIR) applied to gross ! No ne:d to undertake exhaustive
. search for information
revenue carrying amount . for infc
y 1
Basis of Gross Basis Net Basis
Interest Interest is calculated by applying the EIR  to Interest is calculated on amortized cost
C ion “gross carrying amount (before the loss allowance)” (i.e. Gross Carrying Amount less loss allowance)

* Rebuttable Presumption

Simplified Approach ...
for measuring Impairment Loss
(Exception to General 3-stage Impairment Model)

09-06-21
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Simplified Approach

As per the simplified approach, an entity shall always measure loss allowance, on the basis of Lifetime ECLs

09-06-21

A
Pprovision
Matrix )
t can be used This approach applies only to the following ......
to estimate
f‘:,‘fese Lease Receivables Trade Receivables* OR Contract assets* Trade Receivables & Contract assets
fo ial * with a significant financing component| without a significant financing component)
financ! {
\ instruments j
N n n Mundatal‘ y
( Policy election to apply .....~" " TT=) || T
policy Choic! No need, to track
changes in credit risk,
> -. ;s
| General Approach Simplified Approach simpliffe'i":e";"""h
3 is
Iz-moz:: Lifetime .
oty . ed
s e skonthoinancal - A
since ecognition =
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De-recognition of Financial Assets and Financial Liabilities

- N i

De-recognition of De-recognition of
Financial Assets Financial Liabilities
S{¥hen W When W When
Financial Asset is transferred Contractual obligation
Contractual right & towards the liability’s cash flows
to the asset’s cash flows the transfer qualifies for de-recognition has extinguished
has expir ed if one were to apply: Say, because the obligation is....
(a) risk and rewards test and (b) control test = Discharged = Cancelled; or = Expired
Say, because .... The entity trarsfers An entity should devecognize a financial liability when:
= Cashis received . . .
= Asset reaches maturity (no future CFs) ﬁm’:?;ias”t reg n:; Padeis of oumersilp Discharged Canceled epires
= Option has expired s & n n n
g Wf'jf’i[”lj ﬁp ¥ m * oty legally st from d t0 pasage ot
;::aed
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De-recognition of Financial Liabilities
“10% Test”
Compare:
= PV (Remaining Original CFs) @ original EIR
&
= PV (Revised CFs including fees paid / received) also @ original EIR
NN Lz,

\) liustrated \)
next .-
Substantial (>= 10%) Not Substantial (< 10%)
= Apply Extinguishment Accounting, viz. = Apply Modification Accounting, viz.

tive Analysis

’

Quantitd ," o De-recognize old loan \ {" o Calculate new EIR 3
I o Recognize new loan @ Fair Value i i o Nogainorloss i

0% Test i : i H . H

1 1 o Gain/Loss 2 to PNL ! 1 o Fees/costs = amortized over the i

i o Cost/Fees = to PNL Pl remaining term of the financial liability |

Same approach — whether or, not the borrower is “distressed” J
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