AS 30 Financial Instruments: Recognition and Measurement
Introduction

Financial Instrument is a document which has a monetary value. Financial Instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity instrument of another entity. A financial instrument includes wide spectrum of assets and liabilities of entities and contrary to popular impression is not limited to investments or merely capital market instruments and drafts, cheques, promissory notes and bill of exchange. It includes within its ambit – receivables, payables, debentures, bonds, etc.
Objective

Objective of this accounting standard is to prescribe the principles for recognising and measuring the financial assets and financial liabilities. The principles for presentations of financial assets and financial liabilities in the financial statements are prescribed in AS-31 “Financial Instruments: Presentation”. Another accounting standard namely “Financial Instruments: Disclosure” (AS-32) prescribes the requirements for disclosing the information about the financial instruments through notes and policies to the financial statements.

Applicability

AS-30, AS-31 and AS-32 will be applicable to all commercial, industrial and business entities other than small; and medium sized entities (SMEs). It will be mandatory for the accounting period commencing on or after 1-4-2011.
Definition

Financial Instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity instrument of another entity.

Financial asset – any asset that is:

a. Cash;

b. An equity instrument of another entity;

c. A contractual right – 

i. To receive cash or another financial asset from another entity or

ii. To exchange financial asset or financial liabilities with another entity under conditions that are potentially favourable to the entity.

d. A contract that will or may be settled in the entity’s own equity instruments that is:

i. A non-derivative for which the entity is or may be obliged to receive a variable number of the entity’s own equity instrument; or
ii. A derivate that will or may be settled other than by the exchange of fixed amount of cash or another financial asset for a fixed number of the entity’s own equity instruments.
Financial Liability – any liability that is: A contractual obligation to:
a. Deliver cash or another financial asset to another entity; or

b. Exchange financial asset or financial liabilities with another entity under conditions that are potentially unfavourable to the entity.

c. A contract that will or may be settled in entity’s own equity instruments that is:
i. A non-derivative for which the entity is or may be obliged to receive a variable number of the entity’s own equity instrument; or

ii. A derivate that will or may be settled other than by the exchange of fixed amount of cash or another financial asset for a fixed number of the entity’s own equity instruments.

Equity Instrument
An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting all of its liabilities.

An instrument is a liability when the issuer is or can be required to deliver either cash or another financial asset to the holder. This is the critical feature that distinguishes a liability from equity. An instrument is classified as equity when it represents a residual interest in the net assets of the issuer. All relevant features need to be considered when classifying a financial instrument.

Derivative Instrument

A derivative is a financial instrument or any other contract with all three of the following characteristics:

i. Its value changes in response to a change in a specified interest rate, financial instrument price, commodity price, foreign exchange rate, index of price or rates, credit rating or credit index, or other variable (known as the underlying items)
ii. It requires no initial net investment or an initial net investment that is smaller than would be required for other types of contracts that would be expected to have a similar response to change in market factors.
iii. It is settles at a future date.

Embedded derivative

An embedded derivative is a financial instrument which is combined with a non-derivative host contract.

Classification of Financial Instrument



Accounting and measurement of financial assets

	
	Category of financial asset
	Measurement at initial recognition
	Measurement at subsequent reporting date
	Impairment test

	1
	Fair value through profit & loss
	Measured at fair value on the date of acquisition which is at acquisition price
	At fair value
	No

	2
	Available for sale
	Measured at fair value on the date of acquisition which is at acquisition price plus transaction costs that are directly attributable to the acquisition or issue of the financial assets.
	At fair value. Change in fair value between two reporting dates is charged / credited to a separate component of equity, say, Investment Valuation Reserve.
	Yes

	3
	Held to maturity
	Measured at fair value on the date of acquisition which is at acquisition price plus transaction costs that are directly attributable to the acquisition or issue of the financial assets.
	At amortized cost applying effective interest rate.
	Yes

	4
	Loans and receivables
	Short-term receivable with no stated interest rate should be measured at original invoice amount if the effect of discounting is immaterial.

Other items are measured at fair value on the date of acquisition which is the acquisition cost plus transaction costs that are directly attributable to the acquisition or issue of the financial assets.
	At amortized cost applying effective interest rate.
	Yes

	5
	Financial assets, fair value of which cannot be measured
	At cost
	At cost
	Yes


Measurement of Financial liabilities

	Nature of financial liability
	Initial recognition
	Subsequent measurement

	Financial liabilities at fair value through profit & loss
	At fair value
	At fair value

	Includes derivative liability
	Directly attributable transaction costs is charged to profit & loss account
	Derivatives which are linked to unquoted equity instruments or to be settled by unquoted by equity instruments whose fair value cannot be reliably measured are measured at cost.

	Financial liability arising out of continuing involvement of transferred assets and does not qualify for de-recognition
	Measured at amortised cost or fair value
	Measured at amortised cost or fair value

	Financial guarantee
	As per AS-29
	Higher of –

· Amount initially recognised less cumulative amortised recognised

· Valuation as per AS-29 

	Other financial liabilities
	At fair value
	At amortised cost


De-recognition of financial assets
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Comparison with IFRS

AS 30 “Financial Instruments:  Recognition and measurement”, is based on international accounting standards 39 Financial instruments: Recognition and measurement and incorporates IFRIC 9, the assessment of embedded derivative issued by the International financial reporting interpretation committee of the IASB. There are no material differences between AS 30, IAS 39 and IFRIC 9.
AS-31 Financial Instruments: Presentation
Applicability

AS-31 will be applicable to all commercial, industrial and business entities other than small; and medium sized entities (SMEs). It will be mandatory for the accounting period commencing on or after 1-4-2011.

Where, in respect of an entity there is a statutory requirement for recognition / presenting any financial instrument  in a particular manner as liability or equity and / or for presenting interest, dividend, losses and gains relating to a financial instruments in a particular manner as income / expenses or as distribution of profit, the entity should present the instrument and / or interest, dividend, losses and gains relating to the instrument in accordance with the requirements of the statue governing the entity.
Objective

The objective of the standard is to establish principle for:

· Presenting financial instrument as liability or equity

· Offsetting financial assets and financial liability
· Compound financial instruments

Scope

AS 31 applies to all financial instruments, both recognised and unrecognised except for;
· Interest on subsidiaries, associates and joint ventures accounted under AS21, consolidated financial statements and accounting for investments in subsidiaries in separate financial statements, AS23, Accounting for investment in associates or AS27, Financial reporting of interest in joint venture.

· Employees’ rights and obligations under employee benefit plan subject to AS15, Employees benefit.

· Insurance contracts.

· The acquirers’ contracts for contingent consideration in a business combination

· Financial instruments, contracts and obligations under share based payment.

Prescribed presentation

AS31 prescribes the presentation requirement for;

· Debt – equity classification

· Compound financial instruments

· Treasury shares

· Interest, dividend, losses and gains

· Offsetting a financial assets and financial liabilities

Instruments to be settled in own equity
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Comparison with IFRS

AS 31 “Financial Instruments:  Presentation”, is based on international accounting standards 32 Financial instruments: Presentation and incorporates IFRIC 2, members share in cooperative entities and similar instruments issued by the IFIRS and IAS.  There are no material differences between AS 31, IAS 32 and IFRIC 2.

AS-32 Financial Instrument: disclosure

Introduction

              The users of the financial statement need information about an entity’s exposure to risks and how those risks are managed such information can influence the user’s assessment of the financial position and financial performance of an entity or of the amount, timing and uncertainity of future cash flows. Greater transperancy regarding those risks allows user to make more informed judgements about risk and return.
Manner of Disclosure

              AS 32 provides that the disclosure as required may either in the face of  the balance sheet or through the notes of accounts. Generally the practice followed is through the notes to accounts.

Applicability

AS-32 will be applicable to all commercial, industrial and business entities other than small; and medium sized entities (SMEs). It will be mandatory for the accounting period commencing on or after 1-4-2011.

Where, in respect of an entity there is a statutory requirement for recognition / presenting any financial instrument  in a particular manner as liability or equity and / or for presenting interest, dividend, losses and gains relating to a financial instruments in a particular manner as income / expenses or as distribution of profit, the entity should present the instrument and / or interest, dividend, losses and gains relating to the instrument in accordance with the requirements of the statue governing the entity.

Objective

The objective of the standard is to require entities to provide disclosure in their financial statements that enables the user to understand;
· The significance of financial instruments for the entity’s financial position and performance.

· The nature and extent of risk arising from the financial instruments to which the  entity is exposed;

· During the period

· At the reporting date

· How the entity manage those risks – qualitative and quantitative information about exposure to risks arising from financial instruments, including specified minimum disclosure describe management’s objective, policies and processes for managing those risks. The quantitative disclosure provide information about the extent to which the entity is exposed to risk, based on information provided  internally to the entity’s key management personnel. Together, these disclosures provide an over view of the entries use of financial instruments and the exposures to risks they create.

Scope

AS 32 applies to all financial instruments, both recognised and unrecognised except for;

· Interest on subsidiaries, associates and joint ventures accounted under AS21, consolidated financial statements and accounting for investments in subsidiaries in separate financial statements, AS23, Accounting for investment in associates or AS27, Financial reporting of interest in joint venture.

· Employees’ rights and obligations under employee benefit plan subject to AS15, Employees benefit.

· Insurance contracts.

· The acquirers’ contracts for contingent consideration in a business combination

· Financial instruments, contracts and obligations under share based payment.

Comparison with IFRS
This accounting standard is based on IFRS 7, Financial Instruments: disclosure issued by the IASB. There is no major difference between AS 32 and IFRS 7.

Financial Instrument





Equity Instrument





Financial Assets:


Financial assets at fair value through profit & loss.


Held to maturity investments.


Loans & receivables


Available for sale.





Financial liabilities:


Financial liabilities at fair value through profit & loss.


Other financial liabilities.








Continue to recognise the asset





Continue to recognise the asset





Has the entity transferred substantially all the risks and rewards?





Has the entity assumed obligation to pay cash flows from th asset?





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





Has the entity transferred its rights to receive the cash flows from assets?





Has the entity retained all the risks and rewards?





Has the entity retained control of the assets?





De-recognise the asset





De-recognise the asset





De-recognise the asset





Continue to recognise the asset to the extent of the continuing involvement.





Determine whether the de-recognition principles to e applied to a part or all of an asset (or group of similar assets)





Consolidate all subsidiaries (incl. Any SPE)





Contractual obligation to pay either in cash or in own equity instrument





LIABILITY





Is cash settlement either;


Mandatory; or


At the option of the holder?





Is the possibility that the issuer will be required to settle in cash/other financial assets remote?





Does the settlement depends on the outcome of the uncertain future events or circumstances beyond the issuer’s control?





Is the settlement in the issuer’s own equity shares, either mandatory or at the issuer’s option?





Is the holder exposed to the risk of fluctuation in (a) price or (b) in the residual interest in the issuer?





EQUITY





LIABILITY
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