IFRS 9: FINANCIAL INSTRUMENTS

FINANCIAL ASSETS
Initial measurement 
Initially recognise at fair value including transaction costs, unless classified as fair value through profit or loss.
Subsequent measurement

1 Equity instruments
Fair value through profit or loss (default)
· Transaction costs are recognised immediately through profit or loss
· Re-measure to fair value at the reporting date, with gains or losses through profit or loss
Fair value through other comprehensive income 
If there is a strategic intent to hold the asset the option to hold at fair value through other comprehensive  income is available. Re-measure to fair value at reporting date, with gains or losses through other  comprehensive income.

2 Debt instruments
Amortised cost
A financial asset is measured at amortised cost if it fulfils both of the following tests:
· Business model test – intent to hold the asset until its maturity date; and,
· Contractual cash flow test – contractual cash receipts on holding the asset.
Fair value through other comprehensive income
The investment in debt can be classified as FVTOCI if the objective of the business model is to instead collect the cash receipts and sell the financial asset.



Derecognition
Financial assets are derecognised when sold, with gains or losses on disposal through profit or loss. Gains or  losses previously recognised through other comprehensive income are transferred to retained earnings  through the statement of changes in equity.

FINANCIAL LIABILITIES
Initial measurement
Initially recognise at fair value less transaction costs (‘net proceeds’)

Subsequent measurement
· Amortised cost
· Fair value though profit or loss

Derecognition
Financial liabilities are derecognised when they have been paid in full or transferred to another party

Convertible debentures
If a convertible instrument is issued, the economic substance is a combination of equity and liability and is accounted for using split equity accounting.
The liability element is calculated by discounting back the maximum possible amount of cash that will be repaid assuming that the conversion doesn’t take place. The discount rate to be used is that of the interest rate on similar debt without and conversion option.
The equity element is the difference between the proceeds on issue and the initial liability element.
The liability element is subsequently measured at amortised cost, using the interest rate on similar debt without the conversion option as the effective rate. The equity element is not subsequently changed.

