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IFRS 9 
(Financial Instruments) for corporates

Looking at the signifi cant new standards which will 
become applicable in 2018 and 2019, it is no surprise 
that corporates are mostly focusing on IFRS 15 
(Revenue Recognition) and IFRS 16 (Leases). At the 
same time, suffi cient focus should also be given 
to addressing the implications of IFRS 9 (Financial 
Instruments).
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Classifi cation and measurement – Financial assets
When assessing the impact of IFRS 9, the fi rst thing to 
consider is the revised classifi cation, and related 
measurement. In future, fi nancial assets will be classifi ed at 
either amortised cost, fair value through profi t and loss 
(FVTPL), or fair value through other comprehensive income 
(FVOCI). This latter category is, however, not comparable to 
the current “available for sale” classifi cation, which is a 
residual category. In determining the appropriate 
classifi cation, IFRS 9 additionally distinguishes between 
equity and debt instruments. This classifi cation will be 
based on the issuer’s (rather than holder’s) perspective.

Equity instruments
Under IFRS 9, all equity instruments (listed and unlisted) will 
be accounted at fair value. The company will, however, have 
the irrevocable option – on an instrument by instrument 
basis – to account for such instruments at FVOCI in case 
they are not considered as held for trading. If so, all 
movements in the fair value of the instrument, including any 
impairment and gain or loss on disposal will be recorded 
directly in OCI. The only exception to this will be dividends 
which will continue to be recorded in profi t or loss, 
irrespective of whether the instrument will be classifi ed as 
FVTPL or FVOCI. The introduction of the FVOCI category will 
reduce profi t and loss volatility.

Debt instruments
The classifi cation of debt instruments will require some 
additional analysis, as it will depend on the investment’s 
cash fl ows, and how an entity actually manages such 
investments. More specifi cally, assuming the instrument 
gives rise to cash fl ows that are solely principal and interest:
• If held only to collect contractual cash fl ows, as is 

normally the case normally with trade receivables, they 
should be accounted for at amortised cost;

• If held to collect cash fl ows and generate proceeds from 
their subsequent sale, such as a bond held as liquidity 
reserve, the instrument should be accounted for at 
FVOCI. Differently to equity instruments, a company will 
be required to recycle any gain or loss on sale and record 
any impairment in the income statement.

Debt instruments are to be classifi ed as FVTPL if they are 
held for trading, if such designation will reduce an accounting 
mismatch (i.e. eliminates or reduces a measurement or 
recognition inconsistency) or if they do not fall into either of 
the two categories mentioned above.

The separation of embedded derivatives for hybrid 
instruments will no longer be permitted under the new 
standard. Rather, the classifi cation will be based on the 
instrument in its entirety. This is likely to result in more 
instruments being recognised at fair value. 

For all debt instruments not accounted for at FVPTL, the 
new impairment model requires entities to use forward-
looking information to assess anticipated losses at initial 

recognition. This contrasts with the current IAS 39 model 
where impairment losses are based on objective evidence 
of a loss event. 

The recognition of expected losses will depend on the credit 
quality of the related instrument. Initially, an assessment of 
the losses expected in the following 12 months is required. 
In case of subsequent deterioration of the credit quality or 
objective evidence of impairment, the expected credit losses 
for the entire lifetime of the instrument will need to be 
recognised. Judgement will be required in assessing whether 
there has been a deterioration of the credit quality. Systems 
also need to be able to capture information relating to a 
change in credit risk since initial recognition.

The impairment guidance includes some simplifi cations for 
corporates, which often do not have sophisticated credit 
systems. The impairment analysis for trade receivables is 
performed on lifetime expected credit losses (rather than based 
on the 12 months’ initial assessment), and the entity may apply 
a provision matrix based on historically observed default rates 
adjusted for forward-looking estimates. This will require a 
system which will allow tracking such information, and some 
judgement for reasonable and supportable forecasts of future 
economic conditions. Consideration also needs to be given as 
to whether it may be appropriate to segment trade receivables 
for such assessment (e.g. based on geographic region, type of 
customer etc.). For corporates with a rolling portfolio of short 
term credit receivables, this may mean that the level of 
provision may not change signifi cantly. This may be different for 
those entities having more diverse and longer term trade 
receivables.

For other contract assets with a signifi cant fi nancing 
component and for lease receivables, there is an accounting 
policy choice available to always measure impairment equal 
to lifetime expected losses rather than the general staged 
approach. The new requirements may, however, result in a 
challenge for the accounting of assets not in the scope of 
the operational simplifi cations, such as debt securities. 

The new requirements are likely to result in higher 
provisions, and more volatility in the income statement. For 
trade and other receivables, there will be a need to redesign 
the impairment methodology, and evaluate the implications 
of the available accounting policy choices, as well as align 
internal management reporting. 

Classifi cation and measurement – Financial liabilities
Financial liabilities, such as trade and loan payables currently 
accounted for at amortised cost will be unaffected by 
IFRS 9, unless the company has either opted or is required 
to account for them at fair value.

Hedge accounting
The revised rules on hedge accounting, which are more 
closely aligned to the entity’s management of fi nancial risk, 
offer additional opportunities for corporates. 
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measurement as well as impairment requirements, with an 
option to restate prior period comparatives. As the IASB’s 
separate project on macro-hedging is not yet complete, an 
entity is permitted to continue to apply IAS 39 to all hedging 
relationships, or move to IFRS 9. 

However, so as to understand the impact of the new 
standard, and make the most appropriate accounting policy 
choice (where possible), entities should start gathering the 
required information in advance. This should not be 
underestimated, given the data required in order to apply 
the impairment rules, and information requirements for 
items such as instruments designated at FVOCI or hedge 
accounting. There also needs to be consideration of how to 
align management information. 

One of the most signifi cant changes is that the 
effectiveness test is no longer based on the strict threshold 
of 80% – 125%, but is rather based on qualitative criteria. 
Overall, more judgement will be required in identifying and 
assessing a qualifying hedging relationship.

There are a broader range of hedging strategies available, 
and it is also easier to update the hedging relationship in 
case of a change in effectiveness. This requires an 
adjustment to the quantities of either the hedged item or 
the hedging instrument for the purposes of maintaining a 
hedge ratio (i.e. re-balancing). This is required to comply 
with the requirements of the hedge effectiveness 
assessment, and still be aligned with the original risk 
management objectives. Any ineffective portion will need to 
be re-measured before re-balancing and recognised in the 
income statement, but there will be no discontinuation of 
the hedging relationship. This differs from the requirements 
under the existing IAS 39 which would require either 
discontinuing or re-designating the hedge. Appropriate 
documentation will therefore continue to be important.

IFRS 9 additionally introduces changes to the qualifying 
hedged items, including the possibility of hedging risk 
components of non-fi nancial items. For example, an entity 
that purchases products containing a high commodity 
content (e.g. copper, oil etc.) will be able to hedge only the 
commodity portion. Additionally, IFRS 9 allows the hedge of 
net positions. An entity with sales and purchases in a 
foreign currency will, for example, be able to hedge the net 
position rather than identifying a portion of sales or 
purchases which could be hedged to minimise the currency 
exposure. Any such gain or loss will not be recorded as part 
of sales or purchases, but will need to be included in 
another line item in the income statement. Additional, minor 
changes are introduced to the qualifying hedging 
instruments such as, for example, the possibility of using 
instruments classifi ed as fair value to hedge other risks. This 
mostly refl ects the fact that no separation of embedded 
derivatives will be allowed in future.

Transition
The latest date for the initial application of IFRS 9 is for 
periods beginning or after 1 January 2018. The standard is to 
be generally applied retrospectively for classifi cation, 

Disclosures
Some of the required disclosures include explaining 
how a judgement is exercised, as well as including 
quantitative disclosures about fi nancial assets (equity 
and debt instruments). These include reconciliations 
from the opening to closing amount of the expected 
loss provision, and a reconciliation of the original 
classifi cation under IAS 39 to the classifi cation 
categories under IFRS 9 at the date of transition. 
Extensive disclosures are also required for those risk 
exposures for which a company has chosen to adopt 
hedge accounting. Companies will need to assess 
which measures, such as required modifi cations to 
existing systems, will be required to collect all the 
information required to meet the revised and/or 
additional disclosure requirements.

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information, there can be 
no guarantee that such information is accurate as of the date it is received, or that it will continue to be accurate in the future. No one should act on such information without appropriate professional advice after a thorough 
examination of the particular situation. The scope of any potential collaboration with audit clients is defi ned by regulatory requirements governing auditor independence.

© 2016 KPMG AG is a subsidiary of KPMG Holding AG, which is a member of the KPMG network of independent fi rms affi liated with KPMG International Cooperative (“KPMG International”), a Swiss legal entity. All rights reserved.

Laura Galbiati
International Accounting & Reporting
lgalbiati@kpmg.com

Audit Committee News / Ausgabe 54 / Q3 2016 38


