Mastering Fmeg Rt ‘*SS@ﬁeg

“ \\\\ J:;,:' 4

Advanced Reco g ﬁ‘ti‘ ﬁv on, §

Measurement *‘E eeeﬁﬁeeﬁﬁ@m

lord Gen A Rilbraza, CPLMBA.

A\
\VAVAAN
/“f' AR /
A ) -
19 FRE
< '

e
it A f:?r)‘




[opics W

 Overview and CI w n of Financial|Instruments

* I|nitial Recognltlor\‘a\m@\\“l\/l..,,, Isureme ent

AL B
« Subsequent I\/Ieasuré{rg{ne«n d Reclassification

VHA\

\\\\\“

Impairment of FmanC| S%Uﬁ
Derecognition and: M@i\@, oS
Compound Fmanf ~na‘l\\“mﬁ Mmf ents

9 ‘\“ lv\,. |
¢¢%‘




vvvvvvvv

b\
N
'''''''''''

Overview and CI Q\ﬁﬁl atiol

““““““

Initial Recognltlor\‘a\m@\\\\l\/l g ureme m

AL
Subsequent I\/Ieasurémean 1d Reclassification

Impairment of Flnanc:lal\nA sets
Derecognition and zI\/I véfﬁ ions

Compound Flnanf mi'na Instruments

* 2% % ‘ i
X\ / g

“\“‘ A




! N 4 | P
L gl ] B T
‘A“m,'\;no, AT - VIS
| | [ [ LA A%
VErVIEW an EI»S 1caugm .
‘ “."_-ﬁ. ! “‘\M'. |
i LR |

» Whatis f/nanc )“9@3‘9 ment?
« Contract sty \\\\\\\\\ % P~
+ Creates a finan .cll‘a\fl\\}.“\ . of one entity; and a financial
liability or equity |ns{t\\(‘§‘u m of amﬁhw
 Financial asse€t§5\ “\\*a receivables @qu}iﬁy instruments: of
other entltleg “
. Fmanmalﬁl ‘g y@hﬂ% NJJﬂ debt

k
u,‘/




=

=
= —

\ ‘“\

‘i

\
Il)\ \

Wi
I
|
\

" :’!'l’l‘- | T
/ %1 QA* : \)‘,.‘,-J.—'
v‘“ l)"t l“l \}’ :"l 8
L‘“g‘ .h‘l “ J‘N -
ML
FE ) (. i




T \...@f';f;,‘s‘é\\\\}{}.\\;‘\‘}}ﬂ.
o (Classifications of Fin.

\ \ 1\\\\\‘« . -
- Amortized Cost?“S}“l%?\‘\%‘\lD st passed + business model is hold-
to-collect N S |

)

FVOCI: SPPI test passed t business4model is hold:to-
SE | %

Uverview and Classitication =

.;,f';tfgi,‘llg% \\‘»‘ s
CO"GCt-and-Se",’Qﬁ‘ \\\ J.\’,,v \\ ;
FVPL; Defaﬂ%@ Hf/SPH fails o held'for tradilg

.....




W gy
P

P

‘x\‘m Y/ ﬁwa' /)
J)

i

, )
Ml & ot )
\

Amortized Cost: SP \
to-collect O SR

collect-and-sell .;‘,g;’""*“\\\

FVPL: Default category if ,
;ﬁ% 1 Where to look:
@’: \\-‘ g— « Accounting policy notes
« Board/investment committee reports
* Risk management documents

W
Credit policy documents

At EESRT N N




\
|
T thal i :
\mu.““w :
A\ i
i
oyt

gy A,
% ‘!‘ll“‘\)i“ :, B

[ i | \ N\
| ) )
1 0 1 ! \ L
» W i .
1 L
1 i 3
‘:I ; ‘\\ ‘l“’ "
'\ ; N \ {l\\v A \ ¢
i e T e " ‘
* , W N
\“}'\"‘_ | ‘v\




Overview and Clas

5! S
ﬁ\ \\Q\ N
. SPP/ Test. (Solel

;k“\\\\“\;‘\\\\ .
Interest) g

+ Cash flows onlywré“‘}'

money, credit I‘IS|§)

Fails SPPI if mcl"’\“
f/ﬁ‘ \

+ Leverage: fe@‘t@‘

«  Equity- Im; $¢‘
* Non- sta ‘* cga\u y=Y

"tl =r——
S
\ “/ : H ! ““‘l’h
‘ y g8 1e . 1 N\ : kY « ‘ :n
_— Sk \ AN ey N

m pmm cipal # interests(time value @f

\\v




lverview and E‘l@\w\\ﬁ\
DR
- Practical Consii h'}‘é‘ ra

Wiy
* Preparers ‘?2‘3{{» .........

. of b siness «model. and SPRI

¥ -'“
.".l

B wi'i‘;‘\\\\\\\\\ 7
+ Align cIas&ﬂca@}qﬂ‘ ﬁh actualintent and usage
+ Auditors |

- Obtain'm ‘;‘%9 g‘e‘
. WatCh ffl.‘ I%v
v

%“\ ‘&

.. lé;:l‘: | \ .~"‘ .
/ | l:" ‘ N - _ p ; : . " 5 A
/ N | < N . . '
s \ \ X J
| i \ N 'i '\, e

Wi
W\
*. \ '
\ W
il
1}
|5
\ Q . C W |
A I |
\
0 S
W\l
\l
( \ i
WSt

A‘l LA | & )
‘;t asses smenti¢ N\ business medecliSPPI

‘*Swl}s., ( fication,vs ¢ d H osures

(0

D)

q




........

b\
\ W
..........

Vet v ianc, s tion of F nancial Instruments
Initial Recognltloﬁ“a\mdm\Ma

Subsequent I\/Ieasuré"tﬁ“%\me«n fJ R@@H@ sification
Impairment of Flnanc:lal\nA

Derecognition and zI\/I véfﬁ ions

Compound Flnanf mi'na Instruments

* 2% % ‘ i
X\ / g

“\“‘ A




1N
TR
\ AR
|1\

Initial Recognition ane
| \m W\

1
:

\\\
i \N*

M@@SMF@W% nt
* Initial Recogn/t/ W\ ciples

. Recognize whel “““(:;"‘e g@@ﬁiy to f@h@ contract

* Indicators: L, R
| v\\“
+ Legal rlghts/obllg ‘

|\on ‘exis Nb ndi ng contract)

« Entity has pres:eV@\t\\f ;hﬁ@ to fm@m@ H @&;S@ﬁ or obligation‘te
financial liabi I’lfgﬂy’\:‘»“ i é

- Recognition’ ggi

* Trade dateqf?@r‘Qreg"-r Way O mmh@ es/sales

; Contractsqﬁlu‘ ,’dat‘emfo }© SNefe Ck @ﬁ SgU@m@@




N

Inltlal Recngnltlnn anﬁl M@@SMF

W |
- LY R I .‘ ‘M\

° H‘"

* Recognize when enﬁ’ﬂl%@_m COIP ceful t,p
F |I’ld|C8tOI’S NI “““%f: * Ask legal or management ‘from what
o aate are the parties legally bound?”
‘\ '« If funds are already transferred before
« Entity has pl’ese* \wl’l 'S the signing, recognition may need to

financial Ilabllltgg be earlier
* Recognition date |

««««

’date foml 0ANS

« /Contract S|gn|

@"’



RURA
. 2B Y ‘!?‘“‘%}

B s
| )=
' |

v MU R
' A !W- ﬂ:‘ :(73 ffl
I L

, e % R ) /.-f" >
s SFAN 1‘\'% Q S Vs P
‘.'\\r:\"“ ':k\ . i\ - P g
) i\ 1(‘ Al ‘ ‘ ' .’ ) / ;
. . st o> ': : \' X
L ; J\ / i 4.: -~
» N \ 3 >




(l ‘J‘;‘ t'
A nl ) 7 f';lf ' ‘
n M@@SMF@ ient

I .FWl,T“" T

S mhf
=

Initial Recngnltl

\
&‘\ 0\ \\\
o [nitial Measurem(n}‘en 7.

+ Initially at fair va ‘T‘ue“‘m

U
S fa g@ﬁ is'hot at EVPL

,._';’-";

« PLUS transactlons c‘@as

- Fair value determlr@*a\lg[\o A
+ Quoted prices %( %:\B@e markets).
‘

;‘S (D@ | ”impambkf; ), if MoMmEarket

1/4

. Valuatlon gt

price

=)

/
i
M
\ <& 4
%,‘ ;/ g ‘
[ A_"‘f‘\ RS2 e
¢ 46‘ n\‘\t"*x . a
: AN SR
: \ X
BT | i \ N 'i '\, e




e Initial Measureméw t

\ ‘\\\ Ut
T

nitially at fair value

P US transactions ¢ O‘Sw’[%S%I ¢ For Bonds and Debt Securities:

Cair value determlnat.l“‘“ ' » Brokerage fees and commissions
,“‘\“** I+ Stamp duties
* Quoted prices (a' ’[I\‘ aF . Transfer taxes

Wy
« Valuation tec \ @{ :
price A\ t“\




15
1y
l

“ -

;"&ff |
Initial Recngmtmn and M@@SMF@\*
e "M' '[" '

\\\\\mm e
D1 US transactions CO‘%«’[MS’i ¢ ForLoans Granted by a Bank or Entity:
H\\\“ 1% » Legal fees for preparing the contract
-air value determlnat,lo . 8« Credit evaluation fees

« Quoted prices (av“t}\ » mar © Documentation and/or registration
« Valuation tech%, 'qH fees for collateral

price ' *’;’\ ‘;‘ \\\‘
s‘\
g ‘$ )

‘,/

W “

iy
T ¥
,‘; o

{
)
-\

i
i y
L\
:3\‘ ( ép



e Initial Measureméw t

\ ‘\\\ Ut
T

nitially at fair value“““ e~ %
PLUS transactions ¢ O‘Sw’[wS I S For Shares in Private Companies:

-air value determlnaj[.ljf“ n: | ° Duediligence fees
T | Finder’s fees

* Quoted prlces (a\'{‘,ﬂ'\ | . Registration and filing fees
 Valuation teC @{

price, @1 es W% v‘\




o nitial Measuremam\m

‘“\\

nitially at fair value" «

-air value determlnat.l

Wl 1\ \**

* Quoted prices (atc*t‘l\

\\

» Valuation tech; 9«

\‘\\‘ —

% S M
price . xg;&:“:\\
O\

41‘
i

\
e A
i P\

Wiy (‘§ ‘
Mg
PLUS transactions CO‘SW’[*S%I qe NOT transaction costs:
Internal administrative costs (e.g.,

staff salaries)
Advertising and promotion costs for
securities

it
| |



(l ‘J‘;‘ t'
A nl ) 7 f';lf ' ‘
n M@@SMF@ ient

I .FWl,T“" T

S mhf
=

Initial Recngnltl

\
&‘\ 0\ \\\
o [nitial Measurem(n}‘en 7.

+ Initially at fair va ‘T‘ue“‘m

U
S fa g@ﬁ is'hot at EVPL

,._';’-";

« PLUS transactlons c‘@as

- Fair value determlr@*a\lg[\o A
+ Quoted prices %( %:\B@e markets).
‘*

les (E\”* | ”impambkf; ), if MoMmEarket

1/4

. Valuatlon gt

price

=)

/
||
i
\ <& 4
N
PR N
2 THhR >
! NV
: \ X
BT | i \ N 'i '\, e




Initial Recognition and Measurem
. Initial Measurement

\

T
Qlad

V
Eln
if

a v
L%
l -.“ "
p |

:i
i

" AN Sample sources for rates:
nitially at fair value" = - Observable Market Rates

D|_US transactions cos ' * Adjusted Risk-.Free Rat_e
.\,»»;;{;;.1.\ - 1+ Internal Historical Lending Rates
-air value determination:

il
* Quoted prices (g;\w“l\v . i
 Valuation tecl ngd )CE, comparables), it aomarket

price

[‘iné

ff"\',f‘.;; X “
\d ,ﬁ“ \“\ \
A\

A ¥ .
[

-

&

Vo

M \‘ v
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o Initial Measuremen"f
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Practical Steps:

1. Start with Government Bond Yield (e.g.,
for a 5-year bond, the rate is 4.86%)

2. Add a Credit Spread based on
borrower’'s  creditworthiness (e.g.,
company is rated BBB with spread of
2.10%)

3. Include other adjustments (i.e.,
professional judgment) (e.g., 0.2%)

4. Calculate estimated rate (e.g., 7.16%)
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* Amortized Cost: E‘IR«\ iethod; s

- FVOCI: FV changes“u \“
» FVPL: FV changes - \
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Level 1 - If traded in an active market, use quoted prices (e.g.,
Government bonds)

Level 2 - Quoted yields/prices for similar instruments
(similar maturity, credit rating, and currency)

Level 3 - Unobservable/internal inputs (e.g., DCF using
internally estimated credit spreads or rates)
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Only allowed if busrnemg
Apply prospective

Reclassification

chan ge in busine ?teps t_o assess changg in business m.odel:
) Review internal policies and strategies
SPPI test notrec ask management:
- "Has the company recently updated its investment strategy
or asset-liability management policy ?”



Subsequent Measurem @md
. Reclassification Rule.
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Only allowed if bu S“I"‘M\\\mm ‘mode
Apply prospective

Reclassification e :
: _ Steps to assess change in business model:
Change In busine 2) Look at actual patterns of asset management
Ask management:
SPPI test not red “‘Why has the company started selling these bonds or loans
mor frequently ?”
‘Are these sales part of a new policy?”
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Only allowed if business modelchai
Apply prospective

Reclassification Steps to assess change in business model:

ch ange in busine £) Iden.tlfy triggers for strategy shift (e.g:, M&A, restructuring)
4) Review Internal Performance Reporting

SPPI test notrec ask management:

" ‘Have you changed how investment performance is reported to
the board? Are the now based on fair value rather than interest
yield?”
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Only allowed if business model changesss
Apply prospective

Reclassification e :
: _ Steps to assess change in business model:
change in busin€ 5) Check compensation structures
SPPI test not rec If management incentives are now based on fair value
- changes instead of interest collection, this suggests a new
model
6) Document the evidence
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- Stage 2/3: Llfet \ ‘L

- Simplified approa I-;';fjh:‘
- Lifetime ECL "

’;’f; 12- month ECL is NOT losses expected over 12 months; it
M considers the entire loss amount, but only from default events
@‘ that are possible in the next 12 months.




Simplified approagn \\}“\\\

e Lifetime E(C When to use:
~» Stage 1 - Credit risk has not increased significantly (12-month

| ECL)
-+ Stage 2: Credit risk has increased significantly — Lifetime ECL

-+ Stage 3: Credit-impaired — Lifetime ECL, interest recognized
on net carrying amount.
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« General approach“‘“\\“ \\\\\iiéw..
- Stage 1: 12- monut‘h‘E««

Al

. Stage 2/3: Lifetime ECL

* Simj ECL = EAD x PD x LGD x Discount Factor
e | | Where:
« EAD - Exposure at Default
« PD - Probability of Default
« LGD - Loss Given Default

W
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+ Stage 1: 12- month“"'f?f??
- Stage 2/3: Lifetime ECL

SIM[ Loan Amount (EAD) = £1,000,000
e | | PD (12 months)=3%

LGD = 50%

EIR = 5%

ECL =#1,000,000 x 3% x 50% = #15,000

Discounting is not significant if less than a year.
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General a pproach‘“‘“‘\“ Wiy =
» Stage 1: 12-month ECL
+ Stage 2/3: Lifetime ECL
Simy

L PD and LGD in practice:

For Banks:
* internal credit risk models validated by BSP (Basel framework).

* historical data on defaults and recoveries.
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General approach:
» Stage 1: 12- month WC
- Stage 2/3: Lifetime ECI
e Simy
e | PDandLGD in practice:
For Non-financial Corporates:
* historical experience with customers (bad debts / write-offs).
* industry default rates from regulators or credit rating agencies.

e Adjust based on current and forward-looking economic factors
(e.g., GDP growth, inflation, unemployment).
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What to look for:

Repayment Obligation
- There’s a contractual obligation to pay cash (principal or interest).

- “The issuer shall pay interest of 5% annually and repay #1,000,000 at
maturity.”
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- E What to look for:
Conversion/Equity Feature
- The holder can convert the instrument into shares

- “Each 1,000 bond is convertible into 100 ordinary shares of the
issuer.”
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e [ What to look for:
Fixed-for-Fixed Condition
- The number of shares to be issued is fixed, and the amount to be
repaid is fixed.
- “The holder may convert the bond into 500 ordinary shares at any
time before maturity.”
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* Li

o B NOT CFis!!!
* Ifthere is only conversion and no repayment obligation = It’s equity,
not a CFl.
* Ifthere is only repayment and no conversion feature = It’s debt, not
a CFl.
* If conversion price/number of shares is variable - It may be a |
derivative liability, not equity.
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