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instument?

When consideringhvether IAS 39@pliesthe ley point to adress is Wwether or not the
transaction ented into gies rise to arfancial instrment.To do th& we need to look to
IAS 32 which defnes aihancial instiment as “ancontact tha gives rise to drfancial
asset ofone entity and anancial likility or equity instrment ofanother entity The scope
of IAS 39 also aers some condicts br non-inancial itemsud as ceain commodity
contracts (see belg The tems fnancial assdipancial liaility and equifyare themsebks
defined in IAS 32.

The deinitions ae detailed and tegical.In addition, some types diinancial instrment ag
speciicaly excluded fom IAS 3% scopeThese issueseadiscussed b&lo

2.2 Whatisaf inancial instr  ument?

Common gamples ofinancial instrments inlwide cashgquity irestmentsaccounts
recevables accounts pable, loans ecevable, loans pgable and devetives (sulec as dbrward
contracts or interst svgps).However, financial instrments can also arise in lessouls
ways sud as though contacts ér non-fnancial items (see bg&)o

Key def initions
Detailed defitions ae set out in the Glosyan AppendixA and summarised d@fions
of the ley tems ae povided belw

A ‘financial instiment’is deined ty IAS 32.11 as “grcontact tha gives rise to drfancial
asset obone entity and @nfncial libility or equity instrment ofanother entity

A ‘financial asset’ is any asset that is:

» cash

* an equity instiment ofanother entity

* a contactual right toeceve cash or anotheinncial asset or tzohang financial
assets oirfancial libilities on potentigllfavourable tems

e cetain types otontract wich will or mg be settled in the enstyivn equity
instuments (discussed ther in Section 3.3).












2.4 Arefinancial guar anteesco veredb yIAS 39?

A financial guantee congct is a condict tharequies the issuer to nakpeciéd
payments toeimhurse the holderof a loss it incgrbecause alater fails to ma& pgment
when duelAS 39 spedis the accounting iegpect otthe issuer ofha financial
guarantee:

* A contract vhich meets the difition of a inancial guantee contict ma be accounteaif
under IAS 39Under IAS 39sud conticts a& genearlly recanised initiafl & fair \alue
and subsequentit the higher othe amount deterined under IAS 3Pmovision€ontingent
Liabilities and Contingent Asdetse amount initigltecanised less cuwiaive
amotisaion under IAS 1®eenue

» If the entity has pviousy asseded thait regards sub contacts as insance con#cts
and has used accountipglacdle to insuance conacts then the issueryralect to
apply the insuance standdnFRS 4 insteadhis election can be made on a @ty
contract basis












The pllowing kamples illuséte hawv the fxed-br-fixed test opetes:

In mary casesgreements will lggn by specifying axed eercise price andumber of
shaes but then specifyumepus conditions ging rise to aridions in the amber of
shaes to be issueth perorming the iiked-or-fixed testjt is impotant to consider oar
fully sut varidion dausesA strict eading ofthe fxed-or-fixed test maindicte thd ary
sut varigions cause théxéd-or-fixed test todil. However, terms tha give rise to lcanges
in the eercise price andumber ofequity insttments issued oxegcise thaare puely
anti-dilutve do not necessaribreat the fxed-or-fixed equiementFor examplea pio-
rata dhange in the gent of a futue borus issue is an wbus anti-dilute dauseNeverthe-
lessthere ae may ways in vhich the ixed-r-fixed test mightsil. This pulticaion does
not adlress this issue in detait it is critical to takcae regarding tems in the coversion
rights thahave the diect of varying the nmber ofshaes to be issued oarying the
conversion price to be paifrofessional adice should be sought in Bugrcumstances

3.4 Compound instr uments

Compound instrments a non-dexaive financial instrments (fom an issues’
peispectie) which contain both ariancial liaility and an equity componel®tS 32 sets out
how to accountdr sut instumentsBroadi;, this involves splitting theafr \alue ofthe
instument atime of initial issue beten a dat component (based on tlarfialue ofthe
cash ows of the dét) and an equity componenti{@h is the esidual)lAS 32 intudes
illustitive examples on he to perbrm this splitA common g&ample ofa compound
instument is a comtrtible bond vee the cowersion right passes thgefd-br-fixed test.
The issuer auld accountdr this as a compound ingtnent.However, there is no
accounting patlel teament flom a holdes’ pespectie.



Category Initial Subsequent Gains and

T | mecsuemen | measwomen | osses
Fair \alue Fair \value Fair \alue Recanised in
through profit -- profit or loss
or loss

Loans and Fair \alue * Amortised cost| Recanised in
recevables profit or loss

Held to Fair \alue * Amortised cost| Recanised in
maturity profit or loss

Availdle for sale Fair \alue * Fair \alue Fair \alue
movements
initially talen to
other
compehensie
income and
then recycled t
profit or loss
on impaiment
o]
derecognition

Liabilities Fair \alue Fair \alue Fair \alue Recanised in
through profit profit or loss
or loss

Other financial | Fair \alue * Amortised cost| Recanised in
liability proflt or loss

* The \alue ainception is also adjustedrftransactlon coststher th
liabilities afair value though pofit or loss (see Section 4.2).
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Instr uments issued in combina tion

If more than one inatment is issued the same time to the same hadben this ma
present complit@ns Whilst the eerall transaction mceeds wuld nomally be aelidle
basis ér the combinedair \alue ofall instuments issuethe amounts coractualy
allocged to ede indvidual instument mg not be aglidble basisdr the &ir alue &
inception of those indiidual instuments

Transaction costs

The tedament of transaction costs and otheympants connected with the issuaiof
instument should be considdrcaefully. Transaction costs ieldgion to déot instuments
are induded within theiiance costelding to the dbet, through the amdised cost method,
whereas tansaction costs in connection with equityumstnts ag dévited diect to equity
(IAS 32.35).

5.2 Modif ica tionsandr estr ucturing of finance

The accountingequiements (and theftection ofary gain or loss) will geend on the
paticular cicumstances ancewwould stongy adriise consulteon with specialists iespect
of the accounting implitans The accountingedament vould typicail dgpend on:

* the IAS 32lassiicdion of the instuments dected (dit, equity or compound) prior to
the modification

» the IAS 32 lassiicaions of ary nev issued insiments

» whether ap dét instuments a modifed andijf sq whether those modiifions ae
significant

» whether moditdion of instuments alterthe IAS 32lassiicaion or cedes
embeded dewnatives



The tdle belov illustetes some possibilities imodiicaions and \wy caeful analsis will
be equied on a caseprase basis
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8.6 What qualif ies as a hedging instr ument?
A hedging instrment mg be:

e ary dervative or a poportion theeof, except written options as thesengally incease
risk.A written option can be used as a kejginst a puhased optiorhowever.

e anon-dexiative financial asset orbity, but only for foreign cureng risk (a3, a
foreign cureng loan used to heddoreign cureng risk).

Sales or pghase commitments cannot be hedginguimstntsas these amot assets or
liabilities Only instuments thiinvolve a pay extemal to the eporting entity myabe
designted as hedging instnents

Geneally, a hedgingeldionship is desigted for a hedging ingtment in its entity with
limited eceptions br options anddreign cureng contacts vinere fair value bangs mg
be split into components andynhe component desigee as the hedging ingtment A
portion of an instument,for exkample 50% othe notional amouninay be desighed as a
hedging instment lut an instament nust be desigied as sucfor its entie time period
(eg, a ten-gar option rast be a hedging instnent br tha hedg for ten yas; not just,
sy, five yeas).

8.7 Hedg e ef fecti veness

To qualify 6r hedg accounting hedg must be'highly efective’ and effectiveness mnst be
relibly measwble. Effectveness mst be tested both@spectiely and etrospectiely.
Whel a hedg fails the déctiveness teshedg accounting should be discamtich.For the
retrospectre testhedg accounting is discontad fom the dee efectveness as last
demonstrated.

IAS 39 does not pscribe paicular methods oassessingfettivenessHowever, as noted
belay, the testing methods to be usagktrbe set out in therimal documentan
suppoting the hedg accounting desidiua. The actualesults ofthe hedg need to be tha
the @in or loss on the hedging ingtient is within aange of 80% to 125% ofhe
corresponding loss oamn on the hedgl item.
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The inteest ges in placesettlement andwvsp fair \alues &

Date LIBOR Swap fair value Settlement  Swap fair value
pre-settlement paid/ post-settlement

(CU) (receied) (CU) (CU)

1 dly X0 7.5% 0 0 0
31 Dec X0 6.0% (100,000) 37,500 (62,500)
30 dine X1 7.0% (40,000) 12,500 (27,500)

Under IAS 39the svg is a devitive caried in the stament offinancial positiontdair
value In the dsence ohedg accountinghe dage/(credit) though pofit or loss wuld
be:

6 months to 6 months to

31 Dec X0 30 dine X1

(CL) (CL)

Interest on aridle @e loan 150,000 175,000
Fair \alue mgement onwap 100,000 (22,500)
Total piofit chang 250,000 152,500

The fir value mgement on theveap in the six months to 30nk 20X1eapresents the
difference beteen itsdir \alue pre-settlemengt 30 dine (CU40,000 baity) and its
opening &ir \alug post-settlemengn 1 druary (CU62,500 Inlity). For the six months to
31 December 20X@he maement is simplthe diference beteen thedir \alue &
inception of CUnil and the @-settlementir \value 831 December o€U100,000
(liability).

Therfore in the Bsence ohedg accountinghe pofit or loss impact isoletile.

Under hedg accountinghe fir \value mgement on thevegp would instead be tek to a
hedging eseve and ecanised in other comgnensie incomerather than though pofit
or lossThe hedgingeseve is thenedassifed to pofit or loss as theelded costs ar
incured.

In the period to 31 December 20Xtk entriesalding to the wap using hedgaccounting
would be:

CU CU

Dr Hedging eseve (other com@hensie income) 100,000

Cr Svep liability (100,008 37,500) 62,500

Cr Bank 37,500
Recanition of fair \alue meements and ganents on intest
swap
Dr Finance costs (profit or loss) 37,500

Cr Hedgingeseve (other com@hensie income) 37,500

Release ohedging@seve to mach with inteest costs incued
(i.e, redassifcaion to piofit or l0ss)
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In the period to 30uhe 20X1the entriesalding to the wgp using hedgaccounting
would be:

CU CuU

Dr Swgp liability (12,500 + 22,500) 35,000

Cr Hedgingeseve (other comghensie income) 22,500

Cr Bank 12,500
Recanition of fair \alue meements and ganents on intesst
swap
Dr Finance costs (profit or loss) 12,500

Cr Hedgingeseve (other com@hensie income) 12,500

Release ohedging@seve to mach with inteest costs incued
(i.e, redassifcaion to piofit or loss)

Thelefore under hedgaccounting in both six-month perjdde pofit or loss baige will be
CU187,5002quvalent to ixed ete of 7.5% ofloan,and &ir \value mgements on theasap

will go through other comphensie incomeFor the six months to 31 December 20X0 the
CU187,500 comprises the iastron the loan o£U150,000 gether with agdassiied

hedg amount ofCU37,500For the six months to 30k 20X1the CU187,500 comprises
interest on the loan 0€U175,000 and adassifed hedg amount ofCU12,500.

At 30 dine 20X1the svep liability post-settlement is CU27,500ich is méched ly a déit
balance on the hedgiregeve of CU27,500 (100,08687,500 — 22,500 — 12,500).

The fair \alue gins (losses) on thea and the edassifcaion adjustments in daperiod
may be pesented gaaely on the ce ofthe sttement ofcompehensie income as
illustrted belav (IAS 1.92)Altematively, the edassiicaion adjustments mde pesented
in the notesn which case the net amounte ahaevn in other commhensie income (IAS
1.94).

Staement of comprehensive income 6 months to 6 months to

- extract 31 Dec XO 30 dine X1
(CU) (CU)

Other comprehensive income

Cash liow hedging

-current period gins (losses) (100,000) 22,500

-reclassification to profit or loss 37,500 12,500

Staement of changes in equity- cash liow 6 months to 6 months to

hedges lesewe 31 Dec X0 31 Dec X0
(CU) (CU)

Opening balance - (62,500)

Other comprehensive income

Cash liow hedging

-current period gins (losses) (100,000) 22,500

-reclassification to profit or loss 37,500 12,500

(62,500) (27,500)

Closing balance
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Spot rate Forward rate (for Fair value of forward

contract maturing contract & 0.57142dr

31 anuary 20X1) $100,000
30 dine X0 0.5500 0.57142 CuUnil
31 December X0 0.5400 0.55000 (CU2,142)
31 &ruary X1 0.5400 0.54000 (CU3,142)

On 31 arualy 20X1 the méine is delered as planne@he accounting entrieeas
follows:

30 dine 20X0

No entriesThe irm commitment itselis not ecanisedThe hedging ingiment is
reca@nised bt its &ir \alue on initialecanition is assumed to be CUnil.
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31 December 20X0:

Ccu Ccu
Dr Profit or loss 2,142
Cr Dervaive lidility 2,142
Being ecanition of change in fir \alue offorward contact
derivative (compaad to initial &ir value ofnil)
Dr Firm commitment (asset) 2,142
Cr Profit or loss 2,142

Being bang in &ir \alue of(previousy unecagnised)ifm
commitmentecanised undeir \alue hedg accounting

If hedg accounting had not been selectell the frst of the dove entries auld hae
been made

31 druary 20X1 (pe-delery and settlement):

Cu Cu
Dr Profit or loss 1,000
Cr Dervdive ||d)|||ty 1,000
Chang in fir \alue offorward contact
Dr Firm commitment (asset) 1,000
Cr Profit or loss 1,000
Fair \value accounting egtfor chang in fir \alue offirm
commitment (p-delery)
Post delrery on 31 druary 20X1:
Cu Cu
Dr Plant asset (miagioelry) 57,142
Cr Fim commitment (asset) 3,142
Cr Cash- supplier 54,000
Dr Derivéive lidility 3,142
Cr Cash- pg off forward contact 3,142

In summay, fair value hedg accounting has alled the net ééct of the brward contact
derivaive to be defired flom profit or loss andet@nised within the asset ¢ghased once
the commitment had been fulfilled.

If hedg accounting had not been usee mahkine wuld hae beenecoded & CU54,000,
being its puhase price 0$100,000 ansléed & the spotae on deliery, under IAS 21The
overall impact ofthe brward contact would hae been anxpense o0fCU3,142 ltaiged to
profit or loss






Note tha a miror imaye might not necessgréply in the subsidigs financial staments
depending ondctos sub as:

* wha GAAP the subsidigs s@aste inancial stements a pepared in
e the potential fut@ needdr the lending entity to makome impainent povision if
the borower is unble to pg within the congactual di.

Whilst the intecompary balances cancel on constibdaat individual entity el thee
can be an impact on téiga and distribteble reseves
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although it is noted in the BasisGiindusions to thémendments tha
“rare cicumstances aris@fin a sintg e/ent tha is urusual and higplunlilely to recur in
the near tan” The IASBs pess elease announcing the fcdion of the Amendments
stdes however, tha “the deteriogtion of the world’s financial méets thahas occued
during the thit quater of this year (2008) is a podsilscample ofrare cicumstances cited
in these amendmelfitin reference to thiscompanies seeking faim “rare cicumstances”
will need to demonste tha the tumoil in the warld’s inancial maets has déactly
affected their intentions ieldion to the ivestments thehold.Clealy, the detemindion
of whether or not this is the case is)@rcése tharequies an element giidgment.

In addition to thee beingaire cicumstanceshere nust also be @ang avay from the
original intention ofhe irvestments — &m being heldofr trading to being held as
availdle for sale (no lorey held ér the pupose ofselling orepurchasing it in the near
term). The tem “trading”geneally reflects acte and fequent bying and sellinghe
phrase thezfore needs to be infeted in thalight rther than in tans of a ixed rumber
of months

While adopted in the Philippines on Octobe2298the Amendments toAS 39 can be
applied staing dly 1,2008;entities wre not pemitted to edassify befre dily 1,2008.
This can be described as diglyr retrospectie gproad. Redassifcaion made on or after
November 152008 will tag efect ony from the dée the edassiicaion is made

For redassiicaions bebre November 152008 the implicdon of the dily 1,2008 di is
tha the accounting entries necessaigve efect to the edassiicdion ae made based on
values cuent as ofluly 1,2008 (or a tar dade, but not on or after Neember 152008).
These amountseausedather than amounts aent as ofthe d&e of the decision to
redassify (Wwich will of couse be a tar ddae gven tha the Amendments are pullished in
October 2008).



Rec lassif ica tion per mitted orr equir ed b y PAS 39 f ollo wing the
Amendments








































