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Key learning areas

▪ Definition of financial instrument, financial 

asset and financial liability

▪ Classification of financial assets and 

financial liabilities

▪ Derivatives and embedded derivatives

▪ Recognition and measurement principles 

of financial assets and liabilities

▪ Compound financial instruments, 

classification as financial liabilities or 

equity



Contents

1.  Definition and scope

3.  Internally generated intangible assets

2.  Recognition of intangible assets

4.  Subsequent measurement

6.  Retirements and disposals

7.  Disclosures

8.  Recap quiz

9.  Key differences of IGAAP, IFRS and Ind-AS

1.  Definition and scope

2.  Classification of financial assets and liabilities

3.  Recognition and measurement  

4. Compound financial instruments

Content

5.  Derivatives



Definition and scope



5

Financial instrument

Financial instrument is:

Any contract, that gives rise to:

▪ Financial asset of one 

entity

▪ Financial liability; or

▪ Equity of another entity
AND
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Financial asset

Financial asset is 

Cash

An equity 

instrument of 

another entity

A contractual right:

To receive cash or 

another financial asset 

from another entity

To exchange financial 

assets or financial 

liabilities under potentially 

favourable conditions
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Financial liability

Financial liability is 

A contractual 

obligation:

To deliver cash or another 

financial asset to another 

entity

To exchange financial 

assets or financial 

liabilities under potentially 

unfavourable conditions

Certain contracts that may 

be settled in entity’s own 

equity instrument
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Equity

Equity instrument is any contract:

▪ that evidences a residual interest in the assets of an entity i.e.:

NO contractual 

obligation:

To deliver cash or another 

financial asset to another 

entity

To exchange financial 

assets or financial 

liabilities under potentially 

unfavourable conditions

Certain contracts that may 

be settled in entity’s own 

equity instrument
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Equity vs. financial liability – Classification as per Ind AS 32

Is contract a financial instrument?

Is there contractual obligation to 

deliver cash or another financial 

asset or exchange financial 

assets/liabilities under potentially 

unfavourable conditions

Treat the financial instrument as 

‘financial liability’

Is there residual interest in the 

assets of the enterprise after 

deducting its liabilities 

Treat the financial instrument as 

‘equity’

YES

YES YES

NO
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Contracts settled in own equity instruments

Contractual obligation to deliver cash / another financial asset to another party, or to 

exchange financial assets / financial liabilities with another party under potentially 

unfavourable conditions (for the issuer of the instrument)

If the instrument will or may be settled in the issuer’s 

own equity instruments:

➢ Is it a non-derivative that comprises an obligation for the 

issuer to deliver a fixed number of its own equity 

instruments; or

➢ Is it a derivative that will be settled only by the issuer 

exchanging a fixed amount of cash or other financial 

assets for a fixed number of its own equity instruments?

EQUITY

FINANCIAL LIABILITY

No

YES

Yes

NO
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Examples

1. A Limited issues a debt instrument having maturity of 3 years to B 

Limited of USD 100,000. The terms of the instrument require A 

Limited to deliver on maturity  variable number of its common shares 

to B Limited that have a fair value of USD 100,000

2. Z limited has issued 10% preference shares redeemable after 5 

years.

How the above instruments be treated in the financial statements?



12

Compound financial instruments

A single financial instrument may contain two elements:

Equity Financial liability

▪ Such instruments are called as ‘compound financial 

instruments’

▪ Compound financial instruments are required to be 

presented separately in the statement of financial position



Classification of financial assets and liabilities
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Classification of financial assets - overview

Financial asset in the scope of Ind AS 109

Within the business model of ‘held to 

collect’ (HTC) contractual cash flows

Amortised Cost
Fair value through profit 

and loss (FVTPL)

Fair value through other 

comprehensive income 

(FVTOCI)

Contractual cash flows are ‘solely 

payments of principal and interest’ (SPPI)

Fair value 

option 

opted?

Whether it is an equity instrument?

Held for trading?

OCI option 

opted?

NO

YES

YES

YES

NO

NO

NO

YES

NO

YES NO

Yes
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Condition 1 – HTC Business model

The entity’s business model does not depend on management’s intentions for an

individual instrument and should be determined on a higher level of aggregation i.e. 

portfolio level

A single entity may have more than one business model for managing its financial 

instruments. Therefore, classification need not be determined at the reporting entity level

Although the objective of an entity’s business model may be to hold financial assets in 

order to collect contractual cash flows, the entity need not hold all of those instruments 

until maturity

An entity’s business model can be HTC even when sales of financial assets occur. For 

e.g. the financial asset no longer meets the entity’s investment policy, an entity needs to 

fund capital expenditures

A business model is matter of fact and can be determined by way in which an entity 

manages its portfolio. 
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Condition 2 – Contractual cash flows represents SPPI

Financial asset may be classified as amortised cost only if its contractual cash flows 

give rise to cash flows that are ‘solely  payments of principal and interest’ (SPPI)

Interest that is indexed to a debtor’s performance do not have economic characteristics 

of interest and thus is not consistent with the SPPI criteria

Leverage is described as increasing the variability of contractual cash flows such a that 

result that they do not have economic characteristics of interest and thus not consistent 

with SPPI criteria

Interest is consideration for:

▪ time value of money and 

▪ credit risk associated with principal amount outstanding

Interest rates that are fixed or variable may be consistent with the SPPI criteria.
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Classification of financial liabilities

Financial liabilities

▪ Amortised Cost
Fair value through profit and loss 

(FVTPL)

▪ Financial liabilities which are 

held for trading

▪ Derivative liabilities

▪ Financial liabilities designated 

to this category

▪ All other financial liabilities 

that are not classified as 

FVTPL



Recognition and measurement
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Recognition of financial instrument

Recognise the financial instrument in the statement of financial positon when an 

entity becomes party to the contract

Which of the following financial instruments can be recognised in the statement of 

financial position?

▪ A Limited plans to purchase an equity instrument of Z Limited

✓ No recognition, as the entity only has plans to purchase and it is not yet a party to 

the contract

▪ A subscribes to the debentures issued by X limited

✓ Recognise, as the entity has become a party to the debenture contract which are 

issued by X Limited

▪ A receives a quote from the bank for foreign currency forwards

✓ No recognition, as the entity has not yet accepted the bank’s offer. Upon acceptance 

the foreign currency forward should be recognised.



20

Initial measurement

Financial instrument is initially measured at a ‘fair value’

The best evidence of fair value on 

initial recognition is normally the 

‘transaction price’

Transaction costs incurred:

▪ are included in initial 

measurement of financial 

instruments which are not 

classified as at FVTPL

If the fair value at initial recognition differs from the transaction price then:

▪ Calculate fair value of the instrument and

▪ Recognise the difference between fair value and transaction price as a gain 

or loss unless qualifies for recognition as asset
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Subsequent measurement - financial assets

Category

FVTPL

Fair value

Amortised cost

Measurement basis Fair value changes

FVTOCI

Amortised cost Not relevant

Profit or loss

Other comprehensive income, 

except for dividends
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Subsequent measurement - financial liabilities

Category

FVTPL Fair value

Amortised cost

Measurement basis Fair value changes

Amortised cost Not relevant

Profit or loss except for:

▪ The fair value changes 

attributable to own credit 

risk, these changes will 

flow to OCI
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Fair value

Fair value is the price: 

▪ that would be received to sell an asset or paid to transfer a liability 

▪ in an orderly transaction 

▪ between market participants at the measurement date

Fair value measurement guidance is now included in Ind AS 113
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Amortised cost and effective interest rate

Amortised cost =      Initial recognition amount

-/+       Cash received/ paid

-/+   Interest income/ expense

- Impairment

Amortised cost is calculated using the ‘effective interest rate’

▪ Effective interest method calculates amortised cost and allocates interest 

income or expense over relevant period

▪ Effective interest rate exactly discounts estimated future cash flows, without 

taking account of future credit losses, to the net carrying amount

▪ Amortisation is the difference between effective interest for a given period 

and the instrument’s coupon and any other cash received



Derivatives
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Derivatives

A derivative is a  financial instrument with all three characteristics as below:

Its value changes in 

response to the 

change in its one or 

more underlying 

variable

It requires no initial 

investment or 

negligible initial 

investment

It is settled at a future 

date



27

Derivatives and underlying

Type of contract Variable

Interest rate swap

Commodity option

Call or a put option on a stock

Foreign currency forward

Interest rate

Commodity price

Stock price

Foreign exchange rate
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Accounting for derivatives

Purpose of a derivative

For hedging Other than hedging

Entity following 

‘hedge accounting’

Entity not following 

‘hedge accounting’

Follow guidelines of 

hedge accounting

To be measured at 

FVTPL

To be measured at 

FVTPL
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