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IAS 39 Financial Instruments: Recognition and Measurement

IAS 39 has been replaced by IFRS 9 Financial Instruments, except for (1) Insurance entities (2) Entities that continue to apply relevant hedge accounting guidance

INITIAL RECOGNITION

Financial instruments are recognised on the statement of financial position when the entity becomes party to the contractual provisions of the instrument.

INITIAL MEASUREMENT

All financial instruments are measured initially at fair value, directly attributable transaction costs are added to or deducted from the carrying value of those financial instruments that are not subsequently measured at fair value through profit

or loss.
» 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 (see IFRS 13 Fair Value Measurement)

» Directly attributable transaction costs - incremental costs that are directly attributable to the acquisition, issue or disposal of a financial asset or financial liability.

SUBSEQUENT MEASUREMENT

Subsequent measurement depends on the category into which the financial instrument is classified.

FINANCIAL ASSETS

Fair value through profit or loss Held-to-maturity Loans and receivables Available-for-sale

Includes financial assets held for trading; derivatives, Non-derivative financial assets with fixed or determinable Non-derivative financial assets with fixed or Includes all financial assets that are not classified in

unless accounted for as hedges, and other financial assets payments and fixed maturity that the entity has the determinable payments that are not quoted in an active another category and any financial asset designated to

designated to this category under the fair value option positive intent and ability to hold to maturity. market. this category on initial recognition.

(strict rules apply). » e.g. bonds, redeemable preference shares, redeemable » e.g. trade receivables, long-term bank deposits, » e.g. shares held for investment purposes.

» e.g. shares held for trading, options, interest rate swaps. debentures. intercompany loans receivable.

Measured at: Measured at: Measured at: Measured at:

» Fair value with all gains and losses being recognised in » Amortised cost using the effective interest method, » Amortised cost using the effective interest method, » Fair value with gains and losses recognised in other
profit or loss. less impairment losses. less impairment losses. comprehensive income

» Impairment losses and foreign exchange differences
are recognised in profit or loss.
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IAS 39 Financial Instruments: Recognition and Measurement

IAS 39 has been replaced by IFRS 9 Financial Instruments, except for (1) Insurance entities (2) Entities that continue to apply relevant hedge accounting guidance

SUBSEQUENT MEASUREMENT (continued)

Subsequent measurement depends on the category into which the financial instrument is classified.

FINANCIAL LIABILITIES

Fair value through profit or loss Amortised cost

Includes financial liabilities held for trading; derivatives; and financial liabilities designated as at fair value through All financial liabilities that are not classified at fair value through profit or loss.
profit or loss on initial recognition (strict rules apply).

Measured at: Measured at:

» Fair value with all gains and losses being recognised in profit or loss. » Amortised cost using the effective interest method.
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IAS 39 Financial Instruments: Recognition and Measurement

FINANCIAL GUARANTEE CONTRACTS

Financial guarantee contract - a contract that requires the issuer to make specified payments to reimburse the holder for a loss it
incurs because a specified debtor fails to make payment when due in accordance with the original or modified terms of a debt
instrument.

MEASUREMENT

|

» Initially measured at fair value plus directly attributable transaction costs
» Subsequently measured at the higher of:
- The amount determined in accordance with IAS 37 Provisions, Contingent Liabilities and Contingent Assets; and
- The amount initially recognised less, when appropriate, cumulative amortisation recognised in accordance with the principles of
IFRS 15 Revenue From Contracts With Customers.

IMPAIRMENT

Assess at each reporting date whether there is objective evidence that a financial asset (group of financial assets) is impaired. If there is
evidence of impairment:

Financial assets at amortised cost

» Amount of the loss is measured as the difference between the asset’s carrying amount and the present value

of estimated future cash flows discounted using the asset’s original effective interest rate. Future credit losses that have not been
incurred are excluded

The carrying amount of the asset is reduced either directly or through the use of an allowance account

The impairment loss is recognised in profit or loss

Reversals of impairment are recognised in profit or loss. Reversals cannot result in a carrying amount that exceeds what the amortised
cost would have been had no impairment been recognised.

vvyy

Financial assets at cost

» Amount of the loss is measured as the difference between the asset’s carrying amount and the present value of estimated future cash
flows discounted at the current market rate of return for a similar financial asset.

Available for sale financial assets

» When a decline in the fair value of the asset has been recognised directly in OCI and there is objective evidence that the asset is
impaired, the cumulative loss recognised directly in OCI is removed from OCI and recognised in profit or loss

» Subsequent reversals of impairment losses recognised in profit or loss on equity instruments are recognised in OCl, not profit or loss

» Subsequent reversals of impairment losses recognised in profit or loss on debt instruments are recognised in profit or loss.

RECLASSIFICATION

Financial instruments at fair value through profit or loss

Derivative financial instruments may not be reclassified out of this category while it is held or issued
Any financial instrument designated into this category on initial recognition may not be reclassified
out of this category

May reclassify instruments that would have met the definition of loans and receivables out of this
category to loans and receivables if the entity has the intention and ability to hold for the foreseeable
future or until maturity. Any gain or loss already recognised in profit or loss is not reversed. The fair
value on date of reclassification becomes the new cost or amortised cost

May reclassify instruments to held to maturity or available for sale in rare circumstances

May not reclassify a financial instrument into the fair value through profit or loss category after initial
recognition.

vy

v
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Held to maturity instruments

» If no longer appropriate to classify investment as held to maturity, reclassify as available for sale and
remeasure to fair value

» Difference between carrying amount and fair value recognised in OCI

» Prohibited from classifying any instruments as HTM in the current and following two financial years.

Available for sale instruments

» May reclassify instruments that would have met the definition of loans and receivables out of this
category to loans and receivables if the entity has the intention and ability to hold for the foreseeable
future or until maturity.

Financial instruments measured at cost as unable to reliably measure fair value

» If a reliable fair value measure becomes available for which a fair value measure was previously not
available, the instrument is required to be measured at fair value

» Difference between carrying amount and fair value recognised in OCI for available for sale instruments

» Difference between carrying amount and fair value recognised in profit or loss for financial
instruments measured at fair value through profit or loss.

Fair value measurement is no longer reliably measurable

» If a financial instrument currently carried at fair value subsequently has to be carried at cost or
amortised cost because fair value is no longer reliably measurable, the fair value carrying amount at
that date becomes the new cost or deemed cost

» Prior gain/loss on financial asset with no fixed maturity recognised in OCI remains in OCI until the

financial asset is derecognised at which time it is released to profit or loss.
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IAS 39 Financial Instruments: Recognition and Measurement

DERECOGNITION

FINANCIAL ASSETS

FINANCIAL LIABILITIES

‘ Consolidate all subsidiaries in accordance with IFRS 10 Consolidated Financial Statements.

v

‘ Determine whether the derecognition principles below are applied to all or part of the asset.

. v

Have the rights to the cash flows from the asset
expired?

Has the entity transferred its rights to receive the
cash flows from the asset?
[ A
Has the entity assumed an obligation to pay
the cash flows from the asset that meets
the conditions in |AS 39.19?

Has the entity transferred substantially all risks
and rewards?
. v

Has the entity retained substantially all risks and
rewards?

v

YES

Has the entity retained control of the asset?

v

NO

NO

NO

NO

YES

Yl Derecognise
the asset

ES i
NO Continue to
recognise the asset

YES Derecognise
the asset
YES Continue to
recognise the asset

NO

Derecognise
the asset

Continue to recognise asset to the extent of the entity’s continuing involvement.

» A financial liability is derecognised only when extinguished i.e., when the obligation specified in the contract is
discharged, cancelled or it expires

An exchange between an existing borrower and lender of debt instruments with substantially different terms or
substantial modification of the terms of an existing financial liability of part thereof is accounted for as an
extinguishment

The difference between the carrying amount of a financial liability extinguished or transferred to a 3rd party and the
consideration paid is recognised in profit or loss.

v

v

v

If an entity transfers a financial asset in a transfer that qualifies for derecognition in its entirety and retains the right
to service the financial asset for a fee, it recognises either a servicing asset or liability for that servicing contract

If, as a result of a transfer, a financial asset is derecognised, but the entity obtains a new financial asset or assumes
a new financial liability or servicing liability, the entity recognises the new financial asset, financial liability or
servicing liability at fair value

On derecognition of a financial asset, the difference between the carrying amount and the sum of (i) the
consideration received and (ii) any cumulative gain or loss that was recognised directly in equity is recognised in
profit or loss.

v

v

>

IAS 39.19 - where an entity retains the contractual rights to receive the cash flows of a financial asset, but assumes a

contractual obligation to pay those cash flows to one or more entities, three conditions need to be met before an entity

can consider the additional derecognition criteria:

» The entity has no obligation to pay amounts to the eventual recipients unless it collects equivalent amounts from the
original asset

» The entity is prohibited by the terms of the transfer contract from selling or pledging the original asset other than as
security to the eventual recipients

» The entity has an obligation to remit any cash flows it collects on behalf of the eventual recipients without material
delay. The entity is not entitled to reinvest the cash flows except for the short period between collection and
remittance to the eventual recipients. Any interest earned thereon is remitted to the eventual recipients.
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IAS 39 Financial Instruments: Recognition and Measurement

HEDGE ACCOUNTING

Hedge accounting may be applied if, and only if, all the following criteria are met:

» At the inception of the hedge there is formal designation and documentation of the hedging relationship and the entity’s risk management objective and strategy for undertaking the hedge
» The hedge is expected to be highly effective (80 - 125 % effective) in achieving offsetting changes in fair value or cash flows attributable to the hedged risk, consistently with the originally documented risk management strategy for that particular

» For cash flow hedges, a forecast transaction that is the subject of the hedge must be highly probable and must present an exposure to variations in cash flows that could ultimately affect profit or loss
» The effectiveness of the hedge can be reliably measured, i.e., the fair value or cash flows of the hedged item that are attributable to the hedged risk and the fair value of the hedging instrument can be reliably measured
» The hedge is assessed on an ongoing basis and determined actually to have been highly effective throughout the financial reporting periods for which the hedge was designated.

hedging relationship

CASH FLOW HEDGE FAIR VALUE HEDGE

>

v

v

v

Definition - a hedge of the exposure to variability in cash flows that (i) is attributable to a particular risk
associated with a recognised asset or liability (such as all or some future interest payments on variable rate debt)
or a highly probable forecast transaction and (ii) could affect profit or loss

The portion of the gain or loss on the hedging instrument that is determined to be an effective hedge is

recognised in OCI; and the ineffective portion of the gain or loss on the hedging instrument is recognised in profit

or loss

If the hedge results in the recognition of a financial asset or a financial liability, the associated gains or losses

that were recognised in OCl are reclassified from equity to profit or loss as a reclassification adjustment in the

same period(s) during which the asset acquired or liability assumed affects profit or loss

If the hedge results in the recognition of a non-financial asset or a non-financial liability, then the entity has an

accounting policy election of either:

- Reclassifying the associated gains and losses that were recognised in OCI to profit or loss as a
reclassification adjustment in the same period or periods during which the asset acquired or liability
assumed affects profit or loss (such as in the periods that depreciation expense or cost of sales is
recognised

- Removing the associated gains and losses that were recognised in OCl and including them in the initial cost
or other carrying amount of the asset or liability.

Cash flow hedge accounting is discontinued prospectively if:

- The hedging instrument expires or is sold, terminated or exercised (net amount recognised in OCI remains
in equity until forecast transaction occurs and is then treated as described above)

- The hedge no longer meets the criteria set out in the above block (net amount recognised in OCI remains
in equity until forecast transaction occurs and is then treated as described above)

- The forecast transaction is no longer expected to occur (net amount recognised in OCl is transferred
immediately to profit and loss as a reclassification adjustment)

- The entity revokes the designation (net amount recognised in OCI remains in equity until forecast
transaction occurs and is then treated as described above).

» Definition - a hedge of the exposure to changes in fair value of a recognised asset or liability or an unrecognised firm commitment,
or an identified portion of such an asset, liability or firm commitment, that is attributable to a particular risk and could affect
profit or loss

Gain/loss from remeasuring the hedging instrument at fair value or the foreign currency component of its carrying amount is
recognised in profit or loss

Gain/loss on the hedged item attributable to the hedged risk adjusts the carrying amount of the hedged item and is recognised in
profit or loss

Fair value hedge accounting is discontinued prospectively if:

- The hedging instrument expires or is sold, terminated or exercised

- The hedge no longer meets the criteria set out above

- The entity revokes the designation.

Where hedge accounting is discontinued, adjustments to the carrying amount of a hedged financial asset for which the effective
interest rate is used are amortised to profit or loss. The adjustment is based on a recalculated effective interest rate at the date
amortisation begins.

v

v

v

v

NOVATION OF DERIVATIVES

Hedge accounting continues for novated derivatives so long as:

» The novation is a consequence of laws or regulations (or the introduction of laws or regulations)

» The parties to the hedging instrument agree that one or more clearing counterparties replace their original counterparty to
become the new counterparty of each party.

Any changes to the hedging instrument are limited only to those that are necessary to effect such a replacement of the
counterparty (including changes in the collateral requirements, rights to offset receivable and payable balances, charges levied.)

|IBDO
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HEDGE ACCOUNTING (continued)

Hedge accounting may be applied if, and only if, all the following criteria are met:
» At the inception of the hedge there is formal designation and documentation of the hedging relationship and the entity’s risk management objective and strategy for undertaking the hedge
» The hedge is expected to be highly effective (80 - 125 % effective) in achieving offsetting changes in fair value or cash flows attributable to the hedged risk, consistently with the originally documented risk management strategy for that particular

hedging relationship
» For cash flow hedges, a forecast transaction that is the subject of the hedge must be highly probable and must present an exposure to variations in cash flows that could ultimately affect profit or loss
» The effectiveness of the hedge can be reliably measured, i.e., the fair value or cash flows of the hedged item that are attributable to the hedged risk and the fair value of the hedging instrument can be reliably measured
» The hedge is assessed on an ongoing basis and determined actually to have been highly effective throughout the financial reporting periods for which the hedge was designated.

12
HEDGE OF A NET INVESTMENT IN A FOREIGN OPERATION

Hedges of a net investment in a foreign operation, including a hedge of a monetary item that is accounted for as part of the net investment, are accounted for similarly to cash flow hedges:

» The portion of the gain or loss on the hedging instrument that is determined to be an effective hedge is recognised in equity; and
» The ineffective portion is recognised in profit or loss.

The gain or loss on the hedging instrument relating to the effective portion of the hedge that has been recognised in OCl is reclassified from equity to profit or loss as a reclassification adjustment on the disposal of the foreign operation.

DESIGNATION OF NON-FINANCIAL ITEMS AS HEDGED ITEMS

If the hedged item is a non-financial asset or non-financial liability, it is designated as a hedged item, either:

» For foreign currency risks
» Inits entirety for all risks, because of the difficulty of isolating and measuring the appropriate portion of the cash flows or fair value changes attributable to specific risks other than foreign currency risks.
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INTEREST RATE BENCHMARK REFORM: AMENDMENTS TO IFRS 9, IAS 39 AND IFRS 7

In response to the uncertainty arising from the phasing out of Inter Bank Offered Rates (IBORs), the IASB has published Interest Rate Benchmark Reform: Amendments to IFRS 9, IAS 39 and IFRS 7.
The amendments affect specific hedge accounting requirements in IAS 39:

When assessing whether a forecast transaction is highly probable or whether a hedged future cash flow is expected to occur assume that IBOR-based contractual terms are not altered as a result of IBOR Reform

When making prospective effectiveness assessments (whether the hedge is expected to be highly effective) assume that the IBOR-based contractual cash flows from the hedging instrument and the hedged item are not altered as a result of IBOR Reform
As long as a non-contractually specified IBOR risk component meets the separately identifiable requirement at inception of the hedge accounting relationship, hedge accounting should be continued.

When assessing whether a hedge accounting relationship is retrospectively effective, relief from the 80 - 125% requirement during the period of uncertainty has been provided

When an entity frequently resets a hedge accounting relationship in a macro hedge, the non-contractually specified IBOR risk component only needs to meet the separately identifiable requirement at the point the hedged item was initially

designated within that hedge accounting relationship

The amendments are to be applied retrospectively for accounting periods beginning on or after 1 January 2020 with earlier application permitted. However, it is important to note that retrospective application in this context applies only to:

vyVYyVvVVvYy

» Those hedge accounting relationships that existed at the beginning of the reporting period in which the amendments have first been applied (or were designated thereafter), and
» Amounts recognised in the cash flow hedge reserve that existed at the beginning of the reporting period in which the amendments have first been applied.

The amendments are limited in time until the uncertainty arising from interest rate benchmark reform is no longer present.

INTEREST RATE BENCHMARK REFORM PHASE 2: AMENDMENTS TO IFRS 9, IAS 39, IFRS 7, IFRS 4 AND IFRS 16

In response to the effects of interest benchmark rates being replaced, the IASB has published Interest Rate Benchmark Reform: Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 (‘IBOR phase 2’). Phase
1 of the reliefs end once phase 2 commences, which is when the uncertainty relating to interest rate benchmark reform ceases to exist and changes to contractual cash flows take effect.

The amendments affect specific accounting requirements, primarily relating to the subsequent measurement requirements of IFRS 9 and IFRS 16. The amendments modify the requirements of these standards
when there is a change in the basis for determining contractual cash flows of financial assets, financial liabilities and lease liabilities. Interest rate benchmark reform may result in changes to these contractual
cash flows, where absent these amendments, an immediate effect would be recorded in profit or loss when the change in contractual cash flows occurs. This is because the revised contractual cash flows
would be discounted at the original effective interest rate of the related financial instrument or lease liability. Instead, to the extent that a change in interest rate arises directly as a result of interest rate
benchmark reform, this is reflected in a revised effective interest rate meaning that no gain or loss arises.

The amendments also modify the hedge accounting requirements of IFRS 9. Hedge relationships addressed by the Phase 1 amendments may have their designated hedging relationships revised once the
uncertainty relating to interest rate benchmark reform is resolved, without a requirement for hedge accounting to be discontinued.

The amendments are to be applied retrospectively for accounting periods beginning on or after 1 January 2021 with earlier application permitted.
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For further information about how BDO can assist you and your organisation, NORTH AMERICA &
please get in touch with one of our key contacts listed below.

Alternatively, please visit www.bdo.global where you can find full lists of regional Jonathan Chasle

and country contacts.
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Ehud Greenberg
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il France

L Germany

= Israel

il Italy

= Netherlands

= Norway

= Spain

[ + | Switzerland

EE= United Kingdom

P= South Africa

annecatherine.farlay@bdo.fr Marcello Canetti == Argentina mcanetti@bdoargentina.com
jens.freiberg@bdo.de Victor Ramirez == Colombia vramirez@bdo.com.co
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Hu Jian Fei El China hu.jianfei@bdo.com.cn
Fanny Hsiang E3 Hong Kong fannyhsiang@bdo.com.hk
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This publication has been carefully prepared, but it has been written in general terms and should be seen as broad guidance
only. The publication cannot be relied upon to cover specific situations and you should not act, or refrain from acting, upon the
information contained therein without obtaining specific professional advice. Neither BDO IFR Advisory Limited, and/or any
other entity of BDO network, nor their respective partners, employees and/or agents accept or assume any liability or duty of
care for any loss arising from any action taken or not taken by anyone in reliance on the information in this publication or for
any decision based on it.

The BDO network (referred to as the ‘BDO network’ or the ‘Network’) is an international network of independent public
accounting, tax and advisory firms which are members of BDO International Limited and perform professional services under the
name and style of BDO (hereafter ‘BDO member firms’). BDO International Limited is a UK company limited by guarantee. It is
the governing entity of the BDO network.

Service provision within the BDO network in connection with corporate reporting and IFRS Accounting Standards (comprising
International Financial Reporting Standards, International Accounting Standards, and Interpretations developed by the IFRS
Interpretations Committee and the former Standing Interpretations Committee), and other documents, as issued by the
International Accounting Standards Board and IFRS Sustainability Disclosure Standards as issued by the International
Sustainability Standards Board, is provided by BDO IFR Advisory Limited, a UK registered company limited by guarantee. Service
provision within the BDO network is coordinated by Brussels Worldwide Services BV, a limited liability company incorporated in
Belgium.

Each of BDO International Limited, Brussels Worldwide Services BV, BDO IFR Advisory Limited and the BDO member firms is a
separate legal entity and has no liability for another entity’s acts or omissions. Nothing in the arrangements or rules of the BDO
network shall constitute or imply an agency relationship or a partnership between BDO International Limited, Brussels
Worldwide Services BV, BDO IFR Advisory Limited and/or the BDO member firms. Neither BDO International Limited nor any
other central entities of the BDO network provide services to clients.

BDO is the brand name for the BDO network and for each of the BDO member firms.

© 2022 BDO IFR Advisory Limited, a UK registered company limited by guarantee. All rights reserved.
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