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Prelude to                                          
Financial Instruments Standards
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Multiple standards …..

Ind-AS 32

• Definitions – FA, FL, Equity

• Liability vs. Equity Classification

• Compound Financial Instrument 

• Offsetting of FAs and FLs

• Treasury shares

Ind-AS 109

• Classification of FAs and FLs

• Measurement of FAs and FLs

• Recognition of FAs and FLs

• De-recognition of FAs and FLs

• Impairment of FAs and FLs

• Hedge Accounting

Ind-AS 107

• Disclosures

Multiple Standards govern accounting for financial instruments …..Multiple Standards govern accounting for financial instruments …..

106 696 164
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What is a Financial Instrument?
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Financial Instrument

What is a                    What is a                    
Financial Instrument?

For instance:

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

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

**

** Here, Contract  refers to an agreement:
• that has clear economic consequences; and
• which the parties have little discretion to avoid – since it is enforceable in law

Any asset or liability – that is NOT contractual   is                   
NOT a   financial asset   or   financial liability

e.g. a tax liability 

Ind-AS 32.11
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Financial Instrument

Financial AssetFinancial Asset

Accordingly, a …..              Financial Instrument  ….            …can fall under any of these categoriesAccordingly, a …..              Financial Instrument  ….            …can fall under any of these categories

Financial LiabilityFinancial Liability EquityEquity

• Cash

• Trade receivables

• Investment in bonds and deposits (Investor)

• Investment in Equity Instruments (Investor)

• Loan receivables (Lender)

• Derivative financial assets

• Cash

• Trade receivables

• Investment in bonds and deposits (Investor)

• Investment in Equity Instruments (Investor)

• Loan receivables (Lender)

• Derivative financial assets

Examples of Financial Instruments

• Loans and borrowings raised (Borrower)

• Payable for purchase of goods & services

• Bank Overdraft

• 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

• Ordinary Equity Shares issued

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

• Compulsorily redeemable instruments like
preference shares and debentures

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

• Compulsorily convertible instruments (like
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

• Compulsorily convertible instruments (like
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
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Key Concepts

Financial Assets, Financial Liabilities 
& 

Equity Instruments
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Financial Asset
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What is a Financial Asset?

Cash

Financial Asset

Equity instrument 
of                   

another entity

Contractual right

to receive cash  or,  another financial asset 

OR

to exchange financial assets or financial liabilities                                                                        
under                                                                         

potentially favourable conditions

Certain contracts                                 
settled in                                         

Entity’s Own Equitya

b

1 2 3 4

e.g. bank accounts e.g. equity shares 
in another company

e.g.  a trade receivable or, debtors  / bond held  /  loans given
OR,

purchased call options, purchased put options and other derivatives              
in an asset position at the balance sheet date

Ind-AS 32.11

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

 a non-derivative*, for which the entity is (or, 
may be)    obliged to receive 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

=

*    like a debt
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Financial Liability
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What is a Financial Liability?

Financial Liability

Contractual obligation

to deliver cash  or, another financial asset                                        

or

to exchange financial assets or financial liabilities                                                                
under potentially unfavourable conditions

Certain contracts                                                                        
settled in                                                                              

Entity’s Own Equity

a

1

b

2

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

OR,

written call options, written put options and other derivatives                             
in a liability position at the balance sheet date

Ind-AS 32.11

*    like a debt

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

 a non-derivative* for which the entity is (or, may be)  obliged to deliver             
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

=
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Contracts settled in own equity instruments – guiding rules

Guiding Principles / Rules

Scenario Monetary Value of Consideration 
(In functional currency of the issuer)

Number of own equity shares 
to be issued

Classification

1 Fixed Fixed Equity

2 Fixed Variable Financial Liability

3 Variable Fixed Financial Liability

4 Variable Variable Financial Liability

5 Fixed
(But in currency other than functional currency of the issuer)

Fixed Financial Liability

Settlement in own equity instruments is classified as  “Equity” – only if it is a   fixed-for-fixed transaction
 viz., the transaction involves  issue of fixed number of shares  and a fixed amount of cash (or, fixed amount of other financial asset)

Accordingly

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”  (Not necessarily fixed in functional currency)

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”  (Not necessarily fixed in functional currency)

Page | 14Anjani Kumar Khetan

Equity Instruments
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What is a Equity Instrument?

Equity 
Instrument

An equity instrument is: 
• any contract that evidences 
• a residual interest in the assets of an entity, after deducting all of its liabilities

=

Assets Liabilities Equity

Examples:

 Equity shares
 Share Warrants
 Compulsorily Convertible* Preference Shares
 Compulsorily Convertible* Bonds (that allows the holder to subscribe to  fixed number of equity shares  

of the issuer, in exchange for a fixed amount of cash)

Ind-AS 32.11

*   and  not, redeemable per se

Page | 16Anjani Kumar Khetan

Liability vs. Equity Classification                
How to differentiate?
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 A financial instrument (or, its component parts) should be classified:                             
by the issuer, upon its        initial recognition, as….                                                

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

according to:          substance of the contractual arrangement (rather than its legal form);

and
according to:               the definition of  (a) financial  asset   (b) financial liability and                           

(c) Equity instrument - under this Standard

 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 
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.

Liability vs. Equity - Classification

Core Principles – Liability vs. Equity ClassificationCore Principles – Liability vs. Equity Classification

1

2

3

Classification as                            
liabilities or equity

Substance Definition

Is there a contractual obligation to transfer economic benefits?

Yes No

Liability Equity

Page | 18Anjani Kumar Khetan

Liability vs. Equity - Classification

Core Principle of …..   Liability vs. Equity ClassificationCore Principle of …..   Liability vs. Equity Classification
Contractual obligation**: 

• to deliver cash (or, other financial asset)

or
• to exchange financial assets / financial liabilities,    

under potentially unfavourable conditions

Residual interest – in the assets of the enterprise,                    
after deducting its liabilities

Liability Equity

Take into account ……         “Substance over form”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)

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

* viz. (1) Puttable Instruments  and (2) Obligations arising on liquidation 
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Liability vs. Equity - Classification

Not a financial instrumentNot a financial instrument
Is there an obligation?Is there an obligation?

Equity InstrumentEquity Instrument

Financial LiabilityFinancial Liability

Yes

Liability or, Equity Classification  - Decision TreeLiability or, Equity Classification  - Decision Tree

Whether the obligation for the issuer is to deliver cash  or,  another financial asset?Whether the obligation for the issuer is to deliver cash  or,  another financial asset?

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

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

Is there an obligation to issue own equity instruments
&

Either, (A) consideration received / receivable  OR, (B) number of equity instrument is variable?

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
&

Both, (A) consideration received / receivable  and (B) number of equity instrument are fixed

There is an obligation to issue own equity instruments
&

Both, (A) consideration received / receivable  and (B) number of equity instrument are fixed

Account for under the relevant Ind-AS

No

No

No

Yes

No

Yes

Yes

Yes

Page | 20Anjani Kumar Khetan

Preference Shares
&

Liability vs. Equity Classification
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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 .....

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

Preference shares are not redeemable on a specified date

Preference shares are not redeemable @ the option of the holder

Dividend payments are discretionary

1

2

3
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Liability vs. Equity – Classification of Preference Shares – An Illustration

Consider a scenario wherein:

 CT Corp  invests in Compulsorily Convertible* Preference Shares (CCPS)    of  ABSPL      @ Rs. 1000 each  (Incl. premium of Rs. 990)

 As per the terms of the issue of CCPS:
o Each CCPS is  compulsorily convertible*   into   one equity shares of  ABSPL  at the end of  5 years
o 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)

o The dividend payout is at the discretion of ABSPL

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

Case Study

Note that:

 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

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

*   and  not, redeemable per se
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What is 
NOT

Financial Instrument
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What items are NOT Financial Instrument?

Physical Assets

2

What is NOT Financial Instrument ……….

Intangible Assets

3

Prepaid Expenses

Deferred Revenue

4

Liabilities / Assets 
NOT

contractual in nature

1

Contracts to buy of sell 
non-financial items

5

s.t.  certain exception
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Timing of
Liability vs. Equity Classification

Page | 26Anjani Kumar Khetan

Timing of  Liability vs. Equity Classification

Timing of Classification – When to classify a financial instrument as  Liability  or,  Equity?Timing of Classification – When to classify a financial instrument as  Liability  or,  Equity?
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Classification of                           
Financial Assets & Financial Liabilities
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Ind-AS 109 Financial Instruments - Classification Overview

Is the instrument …. Debt,   Derivative  or Equity?

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

@ Instrument Level

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

@ Instrument Level

FVTPLFVTPL

Assess the Business Model                                               
@ Portfolio Level

Assess the Business Model                                               
@ Portfolio Level

Debt Equity

Yes No

Hold to 
collect

Hold to 
collect & Sell

Hold to sell

Amortized 
Cost

Amortized 
Cost

Derivative

e.g. GOI Bond Debt MF for liquidity
Debt MF for 

maximizing yield

1 3

If the equity instrument                                 
held for trading?

If the equity instrument                                 
held for trading?

Has the entity elected                                 
FVTOCI option for equity instruments 

that are not held for trading?
(Irrevocable choice, by instrument)

Has the entity elected                                 
FVTOCI option for equity instruments 

that are not held for trading?
(Irrevocable choice, by instrument)

FVTOCI
(No recycling)

FVTOCI
(No recycling)

Yes

No

Yes

No

4
FVTOCI (Debt)
(with recycling)
FVTOCI (Debt)
(with recycling)

2

Sales are incidental Sales are integral

FVTOCI =  Fair value Through OCI FVTPL =  Fair value Through PNL
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Classification of Financial Liabilities

FVTPL 
Financial Liability

Amortized Cost
Financial Liability

Financial Liabilities       …..  classified into two categories

Financial liabilities under FVTPL are those that:

• are held for trading (including derivatives) 

• are designated as FVTPL, on initial recognition

• are contingent consideration,  recognized by an 
acquirer in a Business Combination

are measured ..                                                

All other liabilities fall under this category 

and 

are measured ..                                                
@ amortized cost  using EIR

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

1 2

Page | 30Anjani Kumar Khetan

Measurement of                           
Financial Assets & Financial Liabilities
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Initial Measurement of                           
Financial Assets & Financial Liabilities
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Initial Measurement of Financial Instruments

Initial Measurement of Financial Assets and Financial Liabilities

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

 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) regulatory and registration fees  (b) loan processing fees   (c) brokerage etc.

Immediately
recognize in P/L                             

on initial recognition

Treatment of

Transaction Costs

Added to / Deducted from                                  
Fair Value on initial recognition(directly attributable and incremental)

(viz. accounted for as an adjustment to EIR)
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Initial Measurement of Financial Instruments

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 63.95 m)                
is charged to P/L – as Day 1 loss on initial recognition

• Note that in this case, the fair value is measured, based on observable 
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)

Illustration - Initial Measurement of Financial Assets and Financial Liabilities   (Day 1 Gain / Loss)

Table 1 The relevant journal entries by CT Corp on initial recognition will be as follows…..

Debit     Loan Asset A/c                      63.95 million
Debit     FV Loss  (Day 1 Loss   in P/L) 36.05 million

Credit      Bank A/c                                                  100 million               

Page | 34Anjani Kumar Khetan

Subsequent Measurement of 
Financial Assets & Financial Liabilities
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Subsequent Measurement of 
Financial Assets
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Subsequent Measurement of Financial Assets

Financial Assets subsequently 
measured @

Subsequent Measurement – Financial Assets

Amortized Cost

FVTOCI                                    FVTOCI                                    
(Debt Instruments)

FVTPL

FVTOCI                                        
Instruments                     

FVTOCI                                        
(Equity Instruments                     
not held for trading)

Subsequent 
Measurement

@

Amortized Cost

Fair Value

Recognition of….  Fair Value Changes

Profit and Loss A/c

Interest / Dividend 
Income   

Recognition

Profit and Loss A/c

Profit and Loss A/c

Interest Income is 
recognized,                       

using EIR Method

Profit and Loss A/c

Unrealized FV Changes Realized FV Changes

Profit and Loss A/c Profit and Loss A/c

OCI

Recycling (of cumulative FV changes)
NOT permitted from OCI to P/L

OCI                                                                         

FV changes are recognized in OCI                    
(except for interest income)

Recycled to P&L A/c

Recycling (of cumulative FV changes) permitted
from OCI to P/L

Not Relevant Profit and Loss A/c

OCI                                                                         

FV changes are recognized in OCI                    
(except for dividend income)
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Subsequent Measurement of 
Financial Liabilities
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Subsequent Measurement – Financial Liabilities

Financial Liabilities – Subsequent Measurement

Financial Liability                             Financial Liability                             
measured @ FVTPL

Financial Liability                             Financial Liability                             
measured @ Amortized Cost

Subsequent 
Measurement

Recognition of
FV Changes

Fair Value Amortized Cost

in

@

Profit & Loss A/c Not relevant

However, FV changes attributable to own credit risk 
is recognized in OCI, except when ….                                       

it creates or, enlarges an accounting mismatch
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Concept of Amortized Cost – for financial assets & financial liabilities

Consider the following information in respect of a bank loan ……

Amortized Cost    (for Financial Liability)
Loan from a bank

 Loan amount on 1st April 2012 Rs. 1,000
 Transaction cost incurred* Rs. 50
 Term of the bank loan 5 years
 Interest Rate 10%
 Repayment Bullet, at end of year 5

Given the above,  IRR = 11.37%   (as shown in the below calculation):

In this case, the accounting for the bank loan will be as follows…

On initial recognition:
Debit             Bank 950

Credit      Bank Loan 950
(Being the JE for raising bank loan, net of expenses)

Illustration

On subsequent measurement:

Debit   Interest Expense 108
Credit   Bank Loan 108

(Being the JE for recording interest expense @ EIR)

Debit   Bank Loan 100
Credit   Bank 100

(Being the JE for payment to the bank)

* which is   directly attributable & incremental

Page | 40Anjani Kumar Khetan

Impairment 
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ECL Model – Key concepts

Expected Credit Loss (ECL) …..   An overviewExpected Credit Loss (ECL) …..   An overview

Expected Credit Loss =
an unbiased,                           
probability-weighted,        
average credit losses                 
(with “respective PD” as weights)

after considering the effect of  
“time value of money”

computed on the basis of 
reasonable and supportable 

information …

Lifetime              Lifetime              
ECLs

12-months  
ECLs

Lifetime ECLs 12-month ECLs

Lifetime ECL are credit losses:

 resulting from           
 all possible
 default* events
 over            
 the expected life of the instrument

12-month Expected Credit Losses (ECLs) are credit losses:

 the portion of lifetime ECL
 that result from
 default* events
 that are possible
 within 12 months**  after the reporting date

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

*      The expression  “Default”   is   not defined by the Standard

Past Current &   Future 
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ECL Model – Computations involved ….

Numerator Denominator

ECL Present Value  
of

Discounted at                                   Discounted at                                   
Original EIR&=

How ECL is computed ?

Cash shortfalls ……

Over the remaining life of the instrument …..

( Contractual CFs less Expected CFs )

 Cash shortfalls (or, ECLs) are estimated over the  
maximum contractual period

 The estimate is based on the probability-weighted 
outcomes (no matter, how low the possibility may be); and

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

 Cash shortfalls are discounted, using the 
original EIR

 The discounting period will be ….                   
from …   the cash flow date                             
to ……. the reporting date

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

= Ledger Balance= Unsecured  %age 

of the loan
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Expected Loss Allowance – 12-months ECLs   vs.   Lifetime ECLs

Illustration

Consider the following:

 Portfolio of USD 10-million loan

 Expected 2% probability of default (PD) in next 12 months

 Entire loss that would arise on default = 10%

 12-m ELC =  USD 20,000    (being 10m * 10%   *  2% )

12-month ECLs

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

Consider the following:

 Portfolio of USD 10-million loan

 Expected 12% probability of default (PD) over lifetime

 Entire loss that would arise on default = 10%

 Lifetime ELC = USD 120,000    (being 10m *  10%   * 12% )

Lifetime ECLs

= Ledger Balance= Unsecured  %age 

of the loan

EAD

PD

LGD

EAD

PD

LGD

Page | 44Anjani Kumar Khetan

General Approach…                                                 
for measuring Impairment Loss 

…. a 3-stage approach
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Whether to apply 12-month ECL   or, Lifetime ECL ?Whether to apply 12-month ECL   or, Lifetime ECL ?

Approach adopted for computation of ECL and interest revenue on financial assetsApproach adopted for computation of ECL and interest revenue on financial assets

General Approach to measuring impairment    (… a 3-stage approach)

Gross Basis
Interest is calculated by applying the EIR    to

“gross carrying amount (before the loss allowance)”

Net Basis
Interest is calculated on amortized cost                                           

(i.e. Gross Carrying Amount  less loss allowance)

= Low credit risk 30 days past due*
+ Qualitative assessment

 SICR determined w.r.t “change in 
the risk of default”                              
(say,    Grade 2 to Grade 5                        

vs.  Grade 4 to Grade 5)

 Consider all reasonable and 
supportable information that is 
available, without undue cost or 
efforts – both quantitative and 
qualitative

 No need to undertake exhaustive 
search for information

90 days past due* OR Default
+ Qualitative assessment

Consider EAD as = 
Next 12-months receivable

Consider EAD as = 
100% of the ledger balance

For Stage 3 .. 
PD = 100%&

Strong capacity to meet

Performing Under Performing                  Under Performing                  
(SICR)

Non Performing                    Non Performing                    
(Credit Impaired)

Credit Risk

*  Rebuttable Presumption

Basis of 
Interest 

Computation
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Simplified Approach …                                   
for measuring Impairment Loss

(Exception to General 3-stage Impairment Model)
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Simplified Approach

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

Simplified Approach ….   to measurement of impairment loss under Ind-AS 109Simplified Approach ….   to measurement of impairment loss under Ind-AS 109

Lease Receivables Trade Receivables*  OR Contract assets* 
* with a significant financing component)

Trade Receivables & Contract assets 
(without a significant financing component)

Policy election to apply …..

Simplified Approach

Loss Allowance is always =   Lifetime ECLs

General Approach

Practical expedient to calculate ECLs - on the basis of   “Provision Matrix”Practical expedient to calculate ECLs - on the basis of   “Provision Matrix”

This approach applies only to the following ……

A Provision Matrix can be used to estimate ECLs            
for these financial instruments

A Provision Matrix can be used to estimate ECLs            
for these financial instruments
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De-recognition of                      
Financial Assets and Financial Liabilities
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De-recognition of Financial Assets and Financial Liabilities

De-recognition  =    When  removed from  Balance Sheet

Contractual right                            
to the asset’s cash flows                        

has expired

Say, because ….

 Cash is received

 Asset reaches maturity (no future CFs)

 Option has expired

Financial Asset is transferred        
&                                                                              

the transfer qualifies for de-recognition

if one were to apply:                                                                               
(a) risk and rewards test  and (b) control test

When

Contractual obligation                    
towards the liability’s cash flows                      

has extinguished

De-recognition of                                                                                                   
Financial Assets

De-recognition of                                                                        
Financial Liabilities

When When

Say, because the obligation is….

 Discharged  Cancelled;   or  Expired
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De-recognition of Financial Liabilities

Substantial (>= 10%)

 Apply Extinguishment Accounting, viz.

o De-recognize old loan
o Recognize new loan @ Fair Value
o Gain / Loss  to PNL
o Cost / Fees  to PNL

Modification / Exchange of Liability

For instance, changes to contractual….
 Interest rate
 Maturity
 Principal
 Collateral etc.

Modification (or, Exchange) of …..  Financial Liabilities

Compare:

 PV (Remaining Original CFs)  @ original EIR

&

 PV (Revised CFs  including fees paid / received)  also @ original EIR

“10% Test”

Not Substantial (< 10%)

 Apply Modification Accounting, viz.

o Calculate new EIR
o No gain or loss
o Fees / costs  amortized over the 

remaining term of the financial liability

Same approach – whether or, not the borrower is  “distressed”
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Thank You
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