
International Financial Reporting Standard 
9 Financial Instruments - extract 
Chapter 1 Objective 

1.1 

The objective of this Standard is to establish principles for the financial reporting 
of financial assets and financial liabilities that will present relevant and useful 
information to users of financial statements for their assessment of the amounts, timing 
and uncertainty of an entity’s future cash flows. 

Chapter 2 Scope 

Chapter 3 Recognition and derecognition 

3.1 Initial recognition 

3.1.1 

An entity shall recognise a financial asset or a financial liability in its statement of 
financial position when, and only when, the entity becomes party to the contractual 
provisions of the instrument (see paragraphs B3.1.1 and B3.1.2). When an entity first 
recognises a financial asset, it shall classify it in accordance with paragraphs 4.1.1–
4.1.5 and measure it in accordance with paragraphs 5.1.1–5.1.3. When an entity first 
recognises a financial liability, it shall classify it in accordance with paragraphs 4.2.1 
and 4.2.2 and measure it in accordance with paragraph 5.1.1. 

… 

Chapter 4 Classification 

4.1 Classification of financial assets 

4.1.1 

Unless paragraph 4.1.5 applies, an entity shall classify financial assets as subsequently 
measured at amortised cost, fair value through other comprehensive income or fair 
value through profit or loss on the basis of both: 

(a) the entity’s business model for managing the financial assets and 
(b) the contractual cash flow characteristics of the financial asset. 

 

4.1.2 

A financial asset shall be measured at amortised cost if both of the following conditions 
are met: 

(a) the financial asset is held within a business model whose objective is to hold 
financial assets in order to collect contractual cash flows and 



(b) 
the contractual terms of the financial asset give rise on specified dates to cash 
flows that are solely payments of principal and interest on the principal amount 
outstanding. 

Paragraphs B4.1.1–B4.1.26 provide guidance on how to apply these conditions. 

4.1.2A 

A financial asset shall be measured at fair value through other comprehensive income 
if both of the following conditions are met: 

(a) the financial asset is held within a business model whose objective is achieved by 
both collecting contractual cash flows and selling financial assets and 

(b) 
the contractual terms of the financial asset give rise on specified dates to cash 
flows that are solely payments of principal and interest on the principal amount 
outstanding. 

Paragraphs B4.1.1–B4.1.26 provide guidance on how to apply these conditions. 

4.1.3 

For the purpose of applying paragraphs 4.1.2(b) and 4.1.2A(b): 

(a) 
principal is the fair value of the financial asset at initial 
recognition. Paragraph B4.1.7B provides additional guidance on the meaning of 
principal. 

(b) 

interest consists of consideration for the time value of money, for the credit risk 
associated with the principal amount outstanding during a particular period of 
time and for other basic lending risks and costs, as well as a profit margin. 
Paragraphs B4.1.7A and B4.1.9A–B4.1.9E provide additional guidance on the 
meaning of interest, including the meaning of the time value of money. 

 

4.1.4 

A financial asset shall be measured at fair value through profit or loss unless it is 
measured at amortised cost in accordance with paragraph 4.1.2 or at fair value through 
other comprehensive income in accordance with paragraph 4.1.2A. However an entity 
may make an irrevocable election at initial recognition for particular investments in 
equity instruments that would otherwise be measured at fair value through profit or loss 
to present subsequent changes in fair value in other comprehensive income (see 
paragraphs 5.7.5–5.7.6). 

Option to designate a financial asset at fair value through profit or loss 

4.1.5 

Despite paragraphs 4.1.1–4.1.4, an entity may, at initial recognition, irrevocably 
designate a financial asset as measured at fair value through profit or loss if doing so 
eliminates or significantly reduces a measurement or recognition inconsistency 
(sometimes referred to as an ‘accounting mismatch’) that would otherwise arise from 
measuring assets or liabilities or recognising the gains and losses on them on different 
bases (see paragraphs B4.1.29–B4.1.32). 

4.2 Classification of financial liabilities 



4.2.1 

An entity shall classify all financial liabilities as subsequently measured at amortised 
cost, except for: 

(a) financial liabilities at fair value through profit or loss. Such liabilities, including 
derivatives that are liabilities, shall be subsequently measured at fair value. 

(b) 
financial liabilities that arise when a transfer of a financial asset does not qualify 
for derecognition or when the continuing involvement approach applies. 
Paragraphs 3.2.15 and 3.2.17 apply to the measurement of such financial liabilities. 

(c) 

financial guarantee contracts. After initial recognition, an issuer of such a contract 
shall (unless paragraph 4.2.1(a) or (b) applies) subsequently measure it at the 
higher of: 

(i) the amount of the loss allowance determined in accordance with Section 5.5 
and 

(ii) 
the amount initially recognised (see paragraph 5.1.1) less, when appropriate, 
the cumulative amount of income recognised in accordance with the principles 
of IFRS 15. 

 

(d) 

commitments to provide a loan at a below-market interest rate. An issuer of such a 
commitment shall (unless paragraph 4.2.1(a) applies) subsequently measure it at 
the higher of: 

(i) the amount of the loss allowance determined in accordance with Section 5.5 
and 

(ii) 
the amount initially recognised (see paragraph 5.1.1) less, when appropriate, 
the cumulative amount of income recognised in accordance with the principles 
of IFRS 15. 

 

(e) 
contingent consideration recognised by an acquirer in a business combination to 
which IFRS 3 applies. Such contingent consideration shall subsequently be 
measured at fair value with changes recognised in profit or loss. 

 

Option to designate a financial liability at fair value through profit or loss 

4.2.2 

An entity may, at initial recognition, irrevocably designate a financial liability as 
measured at fair value through profit or loss when permitted by paragraph 4.3.5, or 
when doing so results in more relevant information, because either: 

(a) 

it eliminates or significantly reduces a measurement or recognition inconsistency 
(sometimes referred to as ‘an accounting mismatch’) that would otherwise arise 
from measuring assets or liabilities or recognising the gains and losses on them on 
different bases (see paragraphs B4.1.29–B4.1.32); or 

(b) 

a group of financial liabilities or financial assets and financial liabilities is 
managed and its performance is evaluated on a fair value basis, in accordance with 
a documented risk management or investment strategy, and information about the 
group is provided internally on that basis to the entity’s key management personnel 
(as defined in IAS 24 Related Party Disclosures), for example, the entity’s board of 
directors and chief executive officer (see paragraphs B4.1.33–B4.1.36). 

 



… 

4.4 Reclassification 

4.4.1 

When, and only when, an entity changes its business model for managing financial 
assets it shall reclassify all affected financial assets in accordance with paragraphs 
4.1.1–4.1.4. See paragraphs 5.6.1–5.6.7, B4.4.1–B4.4.3 and B5.6.1–B5.6.2 for 
additional guidance on reclassifying financial assets. 

4.4.2 An entity shall not reclassify any financial liability. 

4.4.3 

The following changes in circumstances are not reclassifications for the purposes 
of paragraphs 4.4.1–4.4.2: 

(a) an item that was previously a designated and effective hedging instrument in a 
cash flow hedge or net investment hedge no longer qualifies as such; 

(b) an item becomes a designated and effective hedging instrument in a cash flow 
hedge or net investment hedge; and 

(c) changes in measurement in accordance with Section 6.7. 
 

Chapter 5 Measurement 

5.1 Initial measurement 

5.1.1 

Except for trade receivables within the scope of paragraph 5.1.3, at initial recognition, 
an entity shall measure a financial asset or financial liability at its fair value plus or 
minus, in the case of a financial asset or financial liability not at fair value through 
profit or loss, transaction costs that are directly attributable to the acquisition or issue 
of the financial asset or financial liability. 

5.1.1A 
However, if the fair value of the financial asset or financial liability at initial 
recognition differs from the transaction price, an entity shall apply 
paragraph B5.1.2A. 

5.1.2 
When an entity uses settlement date accounting for an asset that is subsequently 
measured at amortised cost, the asset is recognised initially at its fair value on the trade 
date (see paragraphs B3.1.3–B3.1.6). 

5.1.3 

Despite the requirement in paragraph 5.1.1, at initial recognition, an entity shall 
measure trade receivables at their transaction price (as defined in IFRS 15) if the trade 
receivables do not contain a significant financing component in accordance with 
IFRS 15 (or when the entity applies the practical expedient in accordance 
with paragraph 63 of IFRS 15). 

5.2 Subsequent measurement of financial assets 

5.2.1 
After initial recognition, an entity shall measure a financial asset in accordance with 
paragraphs 4.1.1–4.1.5 at: 



(a) amortised cost; 
(b) fair value through other comprehensive income; or 
(c) fair value through profit or loss. 

 

 5.2.2 

An entity shall apply the impairment requirements in Section 5.5 to financial assets 
that are measured at amortised cost in accordance with paragraph 4.1.2 and to financial 
assets that are measured at fair value through other comprehensive income in 
accordance with paragraph 4.1.2A. 

5.2.3 

An entity shall apply the hedge accounting requirements in paragraphs 6.5.8–6.5.14 
(and, if applicable, paragraphs 89–94 of IAS 39 Financial Instruments: Recognition and 
Measurement for the fair value hedge accounting for a portfolio hedge of interest rate 
risk) to a financial asset that is designated as a hedged item.1 

5.3 Subsequent measurement of financial liabilities 

5.3.1 After initial recognition, an entity shall measure a financial liability in accordance with 
paragraphs 4.2.1–4.2.2. 

5.3.2 

An entity shall apply the hedge accounting requirements in paragraphs 6.5.8–6.5.14 
(and, if applicable, paragraphs 89–94 of IAS 39 for the fair value hedge accounting for 
a portfolio hedge of interest rate risk) to a financial liability that is designated as a 
hedged item. 

5.4 Amortised cost measurement 

Financial assets 

Effective interest method 

5.4.1 

Interest revenue shall be calculated by using the effective interest method (see 
Appendix A and paragraphs B5.4.1–B5.4.7). This shall be calculated by applying the 
effective interest rate to the gross carrying amount of a financial asset except for: 

(a) 
purchased or originated credit-impaired financial assets. For those financial 
assets, the entity shall apply the credit-adjusted effective interest rate to the 
amortised cost of the financial asset from initial recognition. 

(b) 

financial assets that are not purchased or originated credit-impaired financial assets 
but subsequently have become credit-impaired financial assets. For those financial 
assets, the entity shall apply the effective interest rate to the amortised cost of the 
financial asset in subsequent reporting periods. 

 

5.4.2 

An entity that, in a reporting period, calculates interest revenue by applying the 
effective interest method to the amortised cost of a financial asset in accordance with 
paragraph 5.4.1(b), shall, in subsequent reporting periods, calculate the interest revenue 
by applying the effective interest rate to the gross carrying amount if the credit risk on 
the financial instrument improves so that the financial asset is no longer credit-impaired 
and the improvement can be related objectively to an event occurring after the 
requirements in paragraph 5.4.1(b) were applied (such as an improvement in the 
borrower’s credit rating). 



Modification of contractual cash flows 

5.4.3 

When the contractual cash flows of a financial asset are renegotiated or otherwise 
modified and the renegotiation or modification does not result in the derecognition of 
that financial asset in accordance with this Standard, an entity shall recalculate the 
gross carrying amount of the financial asset and shall recognise a modification gain or 
loss in profit or loss. The gross carrying amount of the financial asset shall be 
recalculated as the present value of the renegotiated or modified contractual cash flows 
that are discounted at the financial asset’s original effective interest rate (or credit-
adjusted effective interest rate for purchased or originated credit-impaired financial 
assets) or, when applicable, the revised effective interest rate calculated in accordance 
with paragraph 6.5.10. Any costs or fees incurred adjust the carrying amount of the 
modified financial asset and are amortised over the remaining term of the modified 
financial asset. 

… 

5.7 Gains and losses 

5.7.1 

A gain or loss on a financial asset or financial liability that is measured at fair value 
shall be recognised in profit or loss unless: 

(a) 
it is part of a hedging relationship (see paragraphs 6.5.8–6.5.14 and, if applicable, 
paragraphs 89–94 of IAS 39 for the fair value hedge accounting for a portfolio 
hedge of interest rate risk); 

(b) 
it is an investment in an equity instrument and the entity has elected to present 
gains and losses on that investment in other comprehensive income in accordance 
with paragraph 5.7.5; 

(c) 
it is a financial liability designated as at fair value through profit or loss and the 
entity is required to present the effects of changes in the liability’s credit risk in 
other comprehensive income in accordance with paragraph 5.7.7; or 

(d) 

it is a financial asset measured at fair value through other comprehensive income 
in accordance with paragraph 4.1.2A and the entity is required to recognise some 
changes in fair value in other comprehensive income in accordance with 
paragraph 5.7.10. 

 

5.7.1A 

Dividends are recognised in profit or loss only when: 

(a) the entity’s right to receive payment of the dividend is established; 

(b) it is probable that the economic benefits associated with the dividend will flow to 
the entity; and 

(c) the amount of the dividend can be measured reliably. 
 

5.7.4 

If an entity recognises financial assets using settlement date accounting (see paragraphs 
3.1.2, B3.1.3 and B3.1.6), any change in the fair value of the asset to be received during 
the period between the trade date and the settlement date is not recognised for assets 
measured at amortised cost. For assets measured at fair value, however, the change in 
fair value shall be recognised in profit or loss or in other comprehensive income, as 



appropriate in accordance with paragraph 5.7.1. The trade date shall be considered the 
date of initial recognition for the purposes of applying the impairment requirements. 

Investments in equity instruments 

5.7.5 

At initial recognition, an entity may make an irrevocable election to present in other 
comprehensive income subsequent changes in the fair value of an investment in an 
equity instrument within the scope of this Standard that is neither held for trading nor 
contingent consideration recognised by an acquirer in a business combination to which 
IFRS 3 applies. (See paragraph B5.7.3 for guidance on foreign exchange gains or 
losses.) 

5.7.6 If an entity makes the election in paragraph 5.7.5, it shall recognise in profit or loss 
dividends from that investment in accordance with paragraph 5.7.1A. 

… 

Assets measured at fair value through other comprehensive income 

5.7.10 

A gain or loss on a financial asset measured at fair value through other comprehensive 
income in accordance with paragraph 4.1.2A shall be recognised in other 
comprehensive income, except for impairment gains or losses (see Section 5.5) and 
foreign exchange gains and losses (see paragraphs B5.7.2–B5.7.2A), until the 
financial asset is derecognised or reclassified. When the financial asset is 
derecognised the cumulative gain or loss previously recognised in other 
comprehensive income is reclassified from equity to profit or loss as a reclassification 
adjustment (see IAS 1). If the financial asset is reclassified out of the fair value 
through other comprehensive income measurement category, the entity shall account 
for the cumulative gain or loss that was previously recognised in other comprehensive 
income in accordance with paragraphs 5.6.5 and 5.6.7. Interest calculated using 
the effective interest method is recognised in profit or loss. 

5.7.11 

As described in paragraph 5.7.10, if a financial asset is measured at fair value through 
other comprehensive income in accordance with paragraph 4.1.2A, the amounts that 
are recognised in profit or loss are the same as the amounts that would have been 
recognised in profit or loss if the financial asset had been measured at amortised cost. 

 


