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Agenda

IND AS covering financial instruments

Scope of IND AS 32

Definition of Financial Instruments

Financial assets

Financial liabilities

Equity vs liability

Compound Financial Instruments

Classification and reclassifications

Offsetting



IND AS related to financial instruments

IND AS 109

a) Recognition and De recognition of Financial Instruments

b) Classification & reclassification of financial instruments

c) Impairment of financial instruments

d) Derivatives

e) Hedge Accounting

IND AS 32

Presentation and offsetting

IND AS 107

Disclosure

Not applicable for

a) Interest in subsidiary, associate and Joint ventures

b) Contracts and obligations under share based payments

c) Employer’s rights & obligations under employee benefit plan

d) Financial instruments outside the scope of IND AS 104



Financial Instruments

Financial asset

Financial Liability

Equity instruments



What are financial instruments



Financial Asset



Financial Asset



Financial Asset



Financial Liability



Financial Liability



Financial Liability – Contract for exchange on unfavourable conditions



Financial Liability – Contract for exchange on unfavourable conditions

Details Conclusion

A limited issues preference shares to B limited. These are

redeemable at the end of 10 years from the date of issue and

entitle the holder to cumulative dividend of 15% p.a. The rate is

commensurate with risk

a) Fixed dividend is there

b) Redemption is at fixed amount and fixed date

c) Obligation to pay cannot be avoided

Conditions met are of financial liability

A limited issues debentures to B limited. These are redeemable at

the end of 10 years from the date of issue and interest of 15%

p.a. is payable at discretion of the issuer. The rate is

commensurate with risk.

a) Interest payment is discretionary

b) Redemption is at fixed amount and fixed date

c) Repayment of principal cannot be avoided

Hence principal is financial liability and interest is equity

A limited takes loan from C limited, loan is perpetual entitles the

holder to fixed interest of 8% p.a.

a) Mandatory interest at fixed date and fixed amount

b) Perpetual nature of principal

Nature is of financial liability for interest and principal is of equity

Does the lack of access to foreign currency or need to obtain an

approval from a regulatory authority will lead to contractual

obligation

Lack of access doesn’t negate the entity’s contractual obligation

or holders contractual right in the instrument



Financial Liability – Contract for exchange on unfavourable conditions

Details Conclusion

D limited issues preference shares to G limited, the holder has an

option to convert preference shares to equity anytime upto a

period of 10 years. If the option is not exercised preference

shares are redeemed at the end of 10 years.

a) Covertion option is with holder

b) Contractual obligation is conditional upon holder exercising its

right to redeem

There is an obligation to repay when exercised by holder then its

financial liability

Company issues preference shares redeemable at the end of 5

years from the date of issue. There is a settlement alternative to

the issuer whereby it can transfer a particular commercial building

to the holder, whose value is estimated to be significantly higher

than the cash settlement

It’s a financial liability as obligation to transfer cash or other

assets is unavoidable



Financial Liability – Perpetual instrument with coupon step up and dividend pusher



Financial Liability – Perpetual instrument with coupon step up and dividend pusher



Equity instruments



Equity instruments



Puttable Instruments



Preference Shares



Examples

Details Conclusion

Company issued irredeemable preference shares with face value

of INR 10 and premium of INR 90. The share carries a dividend of

8% p.a however dividend is paid only when Company declares

dividend on equity shares

a) No contractual obligation to pay cash

b) Face value is not redeemable

c) Dividend is discretionary

Conditions met are of equity instruments

Company invests in CCPS of its subsidiary at 1000 each [10 face

value and 990 premium]. Under the terms of the instrument, each

CCPS is compulsorily convertible into one equity of subsidiary at

the end of 5 years. CCPS carries a dividend of 12% payable at

discretion of the subsidiary

a) Conversion ratio is fixed to fixed

b) Non cumulative dividends

c) No obligation to pay cash

Conditions met are of equity instruments

Company borrows INR 10 lakhs, enters into an agreement with

lender for settlement of loan against issue of certain number of

equity instruments whose value equals 10 lakhs. Number of

shares to be issued is based on fair value of the shares at a

future date upon settlement of the contract

a) Obligation to issue variable number of equity shares equal to

INR 10 lakhs

b) Hence shares issued are used as currency for purpose of

settlement of an amount payable

Conditions met are of financial liability



Comparison of financial asset, financial liability and equity



Transactions outside the scope of financial instruments



Puttable instruments



Examples

Details Conclusion

ABC Limited has 2 class of shares – Class A and Class B Shares. On

liquidation class B shareholders are entitled to a pro rata share of the entity’s

residual asset maximum of INR 10 lakhs

There is no limits to the rights of Class A shareholders to share in the residual

assets on liquidation

a) Class B have cap limit and do not have pro rata share on residual value at

the time of liquidation. Accordingly not an equity

b) Class A no priority and it is subordinate to all other class of instruments.

Accordingly it is equity

T limited has issued puttable ordinary shares and Puttable A ordinary shares

whereby holders of ordinary shares are entitled to one vote per share whereas

holders of A ordinary shareholders are not entitled to any voting rights. The

holders of both class will receive equal shares in net assets upon liquidation

a) Neither of the class are equity

b) Both do not have identical feature on voting rights

c) Subordinate allocation becomes a challenge between as two as both gets

equal share at the time of liquidation

S Limited has issued a class of puttable ordinary shares to T Limited. Besides

the put option T limited is entitled to convert the class of shares into equity

instruments of S limited whose number will vary as per market price

There is an obligation to settle the instrument in variable number of entity’s own

equity instruments

This cannot qualify as equity

P limited has issued puttable ordinary shares to Q limited. Q limited has also

entered into an asset management contract with P limited where by Q limited is

entitled to 50% of the profit of P limited. Non commercial terms for similar

contracts will entitle service providers to only 4-6% of net profits

a) Additional contract cash flow is linked to profit or loss of issuer

b) Contractual terms are different from non instrument holder

c) It has effect on substantially restricting return on puttable ordinary shares



Reclassification



Contingent Settlement



Example



Example



Settlement through entity’s own equity



Examples

Details Conclusion

CBA Limited issues convertible debenture to RQP limited for a

subscription amount of 100 crores. These debentures are convertible

after 5 years into equity shares of CBA limited using pre determined

formula

a) Contract uses equity only as a settlement mode instead of

currency

b) Variable number of instruments is used for settlement

Contract is a liability

DF limited issues convertible debenture to JL limited for a

subscription amount of 100 crores. Those debentures are convertible

after 5 years into 15 crore equity shares of 10 each

a) Market changes do not change amount of cash or amount to be

paid / received

Conditions met are of equity

ST limited purchased an option from AT limited entitling the holder to

subscribe to fixed number of equity shares at a fixed price of 50 per

share at anytime during the period of 3 months. Holder pays an initial

premium of rupees 2 per option

a) Settlement is for fixed amount and fixed number of shares

So equity

Assuming if exercise price is benchmarked to an index the written

option will be classified as financial liability

WC Limited writes an option in favour of GT Limited wherein the

holder can purchase issuers equity at prices that fluctuates in

response to the share price of the issuer. As per the terms if share

price is less than 50 option can be exercised at 40. If share price is

equal to or more than 50 option can be exercised at 60

Contract is settled for variable amount and fixed number of

instruments, it’s a financial liability



Examples

Details Conclusion

A Limited enters into an arrangement with shareholders of T Limited

wherein A Limited will purchase shares of T Limited in a share swap

agreement against a variable amount of cash i.e. market value. The

swap ratio agreed is 1:5

a) Settlement is through variable amount

b) Settlement is for fixed instrument

It has derivative liability or asset for both party & not equity

On Jan 1 NKT LTD, subscribes to convertible preference shares of VT

Limited. The convertion ratio varies as

a) Convertion upto March 31 1:1

b) Convertion upto June 30 is 1: 1.5

c) Convertion upto Dec 31 is 1:2

a) Convertion doesn’t change corresponding to underlying variable

b) It varies only as per passage of time

Can be classified as equity

On Jan 1 HT limited subscribes to convertible pref shares of RT

limited. The convertion ratio is 1:1. The terms of the instrument entitle

HT limited to proportionately more equity shares of RT Limited in case

of share split or bonus issue

a) Convertible pref shares can be classified as equity instruments in

the books of issuer

b) The variability of convertion ratio is to protect rights of holder

c) Convertion is always expected to be in fixed ratio and hence the

holder is exposed to change in equity value. The variability is to

maintain exposure in line with other holders



Examples

Details Conclusion

On Jan 1 PG limited subscribes to convertible pref shares of BG

limited at 100 per share. The convertion ratio is 10:1. On a fully

diluted basis PG is entitled to 30% stake in BG

If subsequent to issuance if BG limited issues any equity

instruments at a price lower than 10 per share convertion ratio will

be changed to compensate PG limited for dilution in its stake

below the expected dilution of 10 per share

a) Classification will be as financial liability

b) Variability in convertion ratio is not just protective right

On Jan 1 NG Limited subscribes to convertible pref shares to AG

limited at 100 per share. On a fully diluted basis NG limited is

entitled to 30% stake in AG limited

The pref shares are convertible at fair value subject to NG limited

stake not going below 15% and not going above 40%

a) Pref shares is not entitled to residual value of net assets then

classify as financial liability

b) If Instrument is convertible at the option of issuer then can be

considered as equity



Examples

Details Conclusion

On Jan 1 STAL Ltd subscribes to convertible pref shares of ATAL

Limited. The convertion is as below

a) 1:1 if another strategic investor invests at an enterprise value of

USD 100mn

b) 1.5:1 if another strategic investor invests at an enterprise value of

USD 150mn

c) 2:1 if another strategic investor invests at an enterprise value of

USD 200mn

d) 3:1 if none of the events occur in 3 years time

a) 4 events are interdependent

b) Contract can be treated as single instrument for fixed to fixed test

The test is failing as number of share is varying

On Jan 1 STAL Ltd subscribes to convertible pref shares of ATAL

Limited. The convertion is as below

a) 1:1 if another strategic investor invests in the issuer within 1 year

b) 1.5:1 if prospectus filing is successfully completed within 2 years

c) 2:1 if binding sale agreement for sale of majority stake is entered

into within 3 years

d) 3:1 if none of the events occur in 3 years time

a) Four events are discrete

b) Arrangements can be considered as economically equivalent to 4

separate contracts

c) Price per share and amount of shares to be issued is fixed in all 4

scenarios

Fixed to fixed test is met so it is equity



Contingent Settlement Provision



Compound Financial Instruments



Compound Financial Instruments

Details Conclusion

Redeemable pref shares with discretionary dividend

X Ltd issues debenture to Y limited. These are redeemable at the

end of 10 years. Interest of 15% p.a is payable at the discretion of

the issuer. The rate is commensurate with credit risk profile

a) Mandatory redemption at future date for fixed amount & at

fixed date

b) Interest payable at the discretion of the issuer

The first component is financial liability. The interest can be

avoided by issuer so equity component. This instrument can be

concluded to be a compound financial instrument

P co takes loan from Q co. The loan is perpetual at fixed interest

of 8%p.a

a) Mandatory interest at fixed amount & date

b) Principal is perpetual

Interest is a liability and principal is an equity and this instrument

has compound financial instrument

D Ltd issues pref shares to G Ltd. The holder has an option to

convert these pref shares to equity instruments of the issuer

anytime upto 10 years. If the option not exercised it is redeemed

at the end of 10 years

a) Contractual obligation that is conditional on holder exercising

its right to redeem

b) Convertion option with holder

First one is financial liability and convertion is equity

This instrument is compound financial instrument



Compound Financial Instruments

Details Conclusion

Borrowings from promoters at lower market rate a) Present value the loan at market rate

b) Difference will be accounted as additional paid in equity if its

from shareholders

c) Difference will be accounted as profit or loss if borrowed from

third party

GST loan at NIL rate from government a) Present value the loan at market rate

b) Difference will be accounted as profit or loss if borrowed from

third party

Preference shares with dividend rate different from market rate a) Present value the pref share at market rate

b) Difference will be accounted as additional paid in equity if its

from shareholders

c) Difference will be accounted as profit or loss if borrowed from

third party



Split accounting



Split accounting



Split accounting



Split accounting



Split accounting



Reclassification



Treasury Shares



Interest, Dividends, Losses and Gains



Examples



Offsetting




