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FINANCIAL INSTRUMENT FINANCIAL ASSET MEANS FINANCIAL LIABILITY MEANS
I I

PUTTABLE INSTRUMENTS

A Contract | | | | | General Rule Exceptionally it
which Creates Cash Including Derivative Right to Receive Contract Which ~ Obligation to Derivative  Obligation to Settle | is Equity if :-
/&\ Bank Deposits Contracts Cash or other FA is to be settled in  Deliver Cash Contracts  Entity’s Own Equity Financial I )
F.A For FL/Equity - Own Equity in or Other FA in Variable Numbers Liability 1) They a.re lj:ntlt.led .for Pro-
One Party for another Eq. Instrument Right to Exchange v, . 110 Numbers Oblig. to Exchange Rate: d1§trllfutlon in Case
Party of Another FA/FL under Ed. Inst d FA/FL Under of Liquidation
(Eq. Instr. are use 2) They are Subordinate to

Entity Favourable Terms
Un-F ble T
as Currency) BEaeNON L PRI all other Classes of
Financial Liabilities (i.e.

Residual Interest in they Rank Last for
Net Assets of Entity Repayment)
| It Includes 3) Identical in all Other

| | | Classes of Instruments

RECOGNITION & MEASUREMENT 4) Fixed for Fixed Settlement

Non- Puttable  Puttable Instruments which & No Cash Settlement
Instruments Instruments are Convertible 5) Eligible for Returns only
Subject to into Fixed No. in case of Earnings or in
some of Equity Shares case of Changes in Net
o Classification of FA 9 Classification of FL
: FVTOCI FVTPL L0 I Bavyiy e
CAmortlsed | | (Eg :- Loans Taken) (Eg:-Derivatives) ” ”
ost (AMC) _ = Residual Cat 9 Initial Recognition
(Eg. Loans e No Intention e.SI ua ) a ?gOl'y
& Advance) to Hold till Maturity (Jiska koi nai Combound Non
e Instruments can Generate Uska FVTPL) Instrl?ments Compound
Interest + Other Incomes < Eg:- Equity & Instruments | | |
also Derivatives Combination Financial Assets Financial Liabilities Equity
® Repayments of (P+1) (Generally) of Pure Financial | | |
on Specified dates Equity & FL Liability | | at Residual
FA shall be AMC Only when following AMC FVTPL Value
Business Model & Cash Flow Test Satisfies AMC FVTOCI FVTPL /\ l
. . R (Transaction Cost
Fair Value (FV) Fair Value (FV FV Only Compound Non Derivatives
| : (FV) p also transfer to
+/- Transaction Cost  1/_ Transaction Cost (Tran. Cost Instrument Compound Only (Quoted .
Instruments having Instruments can Instruments can Here FV means - - P&L) Instrument  Market Price) Equity only)
Fixed Maturity & Generate only Generate PV of CCF @ ERI \/ *
Entity has Intention Interest / Fixed Repayments of Hgl‘etccf all‘e Here BV PV of *CCF @ ERI
to Hold till Maturit Income Principal & Interest ontractua ere Iy means _ i i
\ i I;cified Dates Cash Inflows Quoted MP (a) FL = PV of *CCF @ ERI (If ERI is not given then calculate IRR)
p (b) Equity = Total Proceeds - FL

*CCF = Contractual Cash Flows
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S,

AI\I/IC FVTOCI FVTPL
I I
e Regular Income= P&L e Regular Income= P&L e Regular Income= P&L
(Calculate as per ERI) e Remeasurement G/ e Remeasurement G/L

e Remeasurement G/L = P&L in P&L always
Remeasurement G/L | |
due to modification of
CCF/ERI/Term Equity Instrument  Other Assets

(Non HFT) *

if Designated OCI

as FVTOCI (Recycle to P&L

* on Disposal or
OCI De-Recognition)

& No Reclassification
to P&L is allowed

Allocation of Transaction cost

Under Compound Instr.

Allocate in the
Ratio of Value
of FL & Equity

Then Recalculate the
IRR for FL after
adjustment of allocated
Tran. Cost

@ Loan given by Parent to Subsi @

Concessional Rate

For Parents For Subsd.
Books Books
. (A) (B)
Recognise Remaining Recognise  Total Proceeds
FAequalto  p,j will be FL equal of () FL
PV of CCF Cost CCF @ERI = Other Equity
@ERI of Investment in SFS
in Subsidiary
under SFS

* While Preparing CFS, (A) & (B) above Shall be Offset in
Calculation of “Cost of Control, Goodwill / GBP Calculation”

e Buy Back Option / Puttable Instruments

If Equity Instrument becomes
Puttable then :-

Reclassify from Equity to FL @ PV of
CCF (Difference will be trnf. to Equity)

If Option Availed| If Option Expires

Settle the FL Reclassify FL to
thru Cash Equity at same
Carrying Amount

Q De-

Recognition of FA

Full
Disposal

!

any Difference
Transfer to
P&L

Partial
Disposal

¥

Split the FA into

e Strips Sold

e Principal Strips Unsold

e Interest Strip Unsold

® Service Asset (Cost of Collection)

b

e Strip Sold will be Derecognised

Impairment of FA
(AMC & FVTOCI)
Expected Credit Loss
Metl}od
| |
Life Time 12 Month
Expected Expected
Credit Loss Credit Loss
(FA under High Risk Consider Probability
of Default or Credit of Default on
Impaired) Coming 12 Months
Repayments)

& Difference Transfer to P&L

Consider Life Time

Probability of Default

R t
e Above split Shall be Done in on Repayments

Proportion to Fair Values Formula :-

Amt. of FA X Probability of Unrealised

Cash Inflows X Probability of Defaults

Continued to Page 3 ...




FINANCIAL INSTRUMENTS ..

Most Recent
Join us
Vsmart Academy

VSMART

CA Vishal Bhattad's

CA Jai Chawla
© 7887 7887 05

Updates Most Recent Videos
Subscribe
page/group Vsmart Academy channel

© with the Authors Printing‘and F;ublishing rights with the Authors

Meaning of

Derivative Futures & Forwards

| Long Position = Price Will Rise
| | Short Position = Price Will Fall

Derivatives

e Any Instrument whose

Value Changes in Recognition  Measurement
Response to Change in l l | |
Underlying If Favourable If Unfavourable
Derivatives Derivatives Position Position
e Settled an a Future Date are Recognised are always ¢ ¢
at BS Date measured at Recoonise Recoenise
¢ Require§ No .In.v.estment “Fair Value® Derivgative Derivgative
or very hittleinitial Asset as on B/S  Liability as on B/S
Investment Date at ‘FVTPL’ Date at ‘FVTPL’

Derivative Options

Call Option = Right to buy when MP is Higher
Put Option = Right to Selll when MP is Lower

Option Buyer Option Seller
(Investor) l
¢ e Premium Received shall

e Option Premium Paid
will be treated as
“Derivative Asset”

First be treated as
“Derivative Liability”

e If Situation is in Favour

e When Situation is in then above Liability shall be

Favour of Buyer then Increased though P&L
above Asset shall be (FVTPL)

Increased though P&L

(FVTPL) e If Situation is in favour

then above Liability is Reversed

e Non Derivative (Main Contract or HOST Contract)

Embedded Derivatives

A Contract which is a Combination of

e Derivative (it is Embedded with HOST)

What to do?
I
| |
If HOST Contract If HOST Contract
& Embedded & Embedded Derivative
Derivative are are not Closely
Closely Related Related then
with each other Derivative Element is
to be accounted
Separately.

No Separation is Required
Entire Contract shall be
accounted as per Relevant

® When Situation is not is P&L to the extent of that Ind As
favour then w/off the above  portion which is not Payable (May be other Standard)
Asset to the extent of that }
Portion which is not Hedge Accounting
Realisable |
Hedged Item :- Types of Hedge Accounting
An Asset / Liability / Firm |
Commitment/ Highly Probable | | : |
Future Transaction which .
is Under Risk Cash Flow Fair Value Hedge of Net
* Hedge Hedge Investment
Hedging Step - 1 Measure the tl)l For?gn
Instrument :- e Fair Value the Hedged Hedged Item peration
It is a Derivative Item Through OCI & Itrlllit;'uél;lent e Measure the Hedge
Instrument acquired u Investment through
to Reduce the Risk Step - 2 . FVTPL OCI (FCTR)
0 educe the s e Fair Value the Hedging
in Hedged Item Instrument Through OCI .
e Measure the Foreign
Transfer to OCI will Step - 3 Operation through
be named as “Cash Flow e Calculate Actual Loss:- OCI (FCTR)

Hedge Reserve” (CFHR)

2.

Forward Rate Less SPOT
Rate & Amortise it to P& L
over the life from OCI

P&L a/c Dr.
To CFHR
Step - 4 0
e On Settlement Date,
Realise/Settle the

Contract in Cash

CFHR will be Nil.

e Transfer G/L (OCI)
to P&L when F.O. is
Disposed



