Tutorial3- IFRS9
EX1--Financial assets at fair value through profit or loss (FVTPL)designated
A companypurchased 100,000 shares of a listedcompany on Jan1,2022 at a price of $5 per share. The purchaseexpenses (commission) amounted to $0.25 per share, and the fair value of the shareamounted to $3.5 on dec 31,2022.
Required: How are thesesharesclassified and recognizedupon initial and subsequent recognition ?
Initial Recognition (Jan 1, 2022) 
· Classification:
FVTPL, as it's a common classification for shares held for trading purposes. 
· Initial Measurement:
The shares are initially recorded at a cost of $500,000 ($5 per share x 100,000 shares). 
· Transaction Costs:
The commission of $25,000 ($0.25 per share x 100,000 shares) is expensed directly to the income statement, as transaction costs are not included in the initial measurement for FVTPL assets. 
· Total Initial Recognition:
The total initial recognition is the initial cost of the shares, which is $500,000, with the commission of $25,000 expensed separately. 
Dr.Investment in shares      500000
        Cr.cash                                      500000
Dr. Expense                          25000
          Cr. Cash                               25000
------------------------------------------------------------

· Fair value through profit and loss (FVTPL)
A method of accounting which initially measures an instrument at transaction price, with subsequent remeasurement at Fair Value, w...
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Subsequent Recognition (Dec 31, 2022) 
· Remasurement: The shares are remeasured at fair value, which is $3.5 per share. 
· Calculation:
· Fair Value at Year-End: 3.50×100,000=$350,000
· Fair Value at Initial Recognition (Cost): 5.00×100,000=$500,000
· Unrealized Loss: $350,000−$500,000=$(150,000)
· Accounting Treatment:
· The unrealized loss of $150,000 is recognized in the profit and loss statement. 
· The carrying amount of the financial asset is reduced to its fair value of $350,000 on the balance sheet.
Dr.loss               150000
         Cr.  Investment in shares      150000
· 
ACC 124 - HO-14 - Equity Investments | PDF | Dividend | Stocks
When a financial asset is recognized initially an entity shall measure at fair value plus transaction cost that are directly attri...
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· EXAMPLE 1 – Financial Instrument Accounting for Beginners: Examples and Questions
At year end (subsequent measurement), the investments would be valued at fair value.
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· Quizz 1 (docx)
Answer d) is correct. At each reporting date, the carrying amount of the securities is adjusted to the current fair value of the s...
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· Solved On January 1, 2022, an investor purchases for
31 août 2023 — On January 1, 2022, an investor purchases for $300,000 a 20% ownership in an investee. The investee's common stock doe...
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· 
Cost of Preferred Stock | Definition, Calculation & Formula - Lesson
Preferred stocks come with a face value and a dividend, a percentage of the face value. The dividend, therefore, remains constant.
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· How to Calculate Cost of Equity for a Small Business
5 mai 2025 — CAPM formula: cost of equity = Rf + beta × (expected market return - Rf). Estimate a beta value: Use financial databases...
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· Preferred Stock Explained: Definition, Examples, Practice & Video Lessons
The calculation of dividends for preferred stockholders is straightforward. Using the 8% dividend rate on the $100 par value, each...
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· Acc test 4 Flashcards - Quizlet
A journal entry for the sale of $10 par-common stock for $18 per share would include a: Credit to Paid-In Capital in Excess of Par...
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· Fair value - Wikipedia
In accounting, fair value is a rational and unbiased estimate of the potential market price of a good, service, or asset. The deri...
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· How to Calculate Par Value in Financial Accounting
29 avr. 2025 — Par value is an arbitrary low value assigned to shares to meet legal requirements. To compute par value of issued shar...
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· When a company issues 1000 shares of $1.00 par value common stock ...
Common Stock: The par value of the stock is $1.00, and since 1,000 shares are issued, the increase in Common Stock would be calcul...
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· When a company issues 25000 shares of $1 par value common ...
Therefore, the correct journal entry for this issuance would be: Debit to Cash for $25,000. Credit to Common Stock for $250,000.
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· When a company issues 30000 shares of $3 par value ... - Brainly
21 sept. 2023 — The journal entry for the issuance of 30,000 shares of $3 par value common stock for $30 per share would be: Debit: C...
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EX2-Financial assets at fair value throughothercomprehensiveincome (FVTOCI)
A companypurchased 200,000 shares on Jan3,2022 for $500,000, purchaseexpenseswere $40,000, interest rate 2%. The company has a long-termstrategy to achieve future gains. The fair value of the shareswas $620,000 on Dec31,2022. The sharesweresoldin 2023.
Required: How are thesesharesclassified and recognizedupon initial and subsequent recognition?
Solution 2
the shares are classified as a Financial Asset at Fair Value through Other Comprehensive Income (FVOCI) because the company's objective is to collect contractual cash flows and sell the asset in the future.
 
Initial Recognition (Jan 3, 2022) 
· Classification: FVOCI. 
· Initial Measurement: The asset is recorded at its initial purchase price plus the transaction costs, as a single asset. 
· Initial Amount:
· Purchase price: $500,000$
· Purchase expenses: $40,000$ 
· Total initial recognition: $500,000+$40,000=$540,000
· Accounting entry:
· Debit: Financial Asset at FVOCI $540,000$ 
· Credit: Cash$540,000 $
Subsequent Recognition (Dec 31, 2022) 
· Measurement: The asset is remeasured at fair value at each reporting date. 
· Unrealized Gain:
· Fair value: $620,000$ 
· Initial recognition: $540,000
· Unrealized gain: $620,000−$540,000=$80,000
· Accounting entry:
· Debit: Financial Asset at FVOCI  $80,000
· Credit: Other Comprehensive Income (OCI)$80,000
 
Subsequent Recognition (2023 - Sale) 
· Sale: The shares are sold in 2023. The realized gain is reclassified from accumulated OCI to net income. 
· Accounting entry (at the time of sale):
· Debit: Cash (for the sale proceeds) 
· Credit: Financial Asset at FVOCI (for the carrying amount) 
· Credit: Other Comprehensive Income (OCI) (to reclassify the accumulated gain) 
Note:The interest rate of 2%is not relevant for the classification or accounting treatment of an equity investment at FVOCI, as it does not involve contractual cash flows of interest payments. This would be relevant if the investment were a debt instrument. 

EX3-Purchase of debt instruments (bonds)
A companyacquireddebt instrument  (bonds) 10,000 bonds at a discount rate of 2% of the face value = $100. The bonds mature after four years. These bonds bear an annualinterest rate of 4%, witharepayment premium of 5% and with an effective  interest rate  of 5.71%. Homework
Required–
1-How isthisfinancial instrument classified?and
2- how isrecognizedinitially and subsequently in accordance with IFRS9 ?


EX4-Financial Liabilities:
A companyissued 20,000 bonds with a face value of $100 each. The issuance expenses were $100,000. The bonds mature in 4 years at a coupon rate of 5%. The interest rate on the bonds was 2%, and the real interest rate was 4.58%. Required- Calculate the amounts to bepaid (interest, Principal, ...).
[bookmark: _GoBack]Solution4
The company will pay a total annual interest of $500,000, with each bondholder receiving $25 annually. The total principal repayment at maturity is $2,000,000, which is due in 4 years. The issuance expenses of $100,000 affect the effective yield of the bonds but do not change the amount of interest or principal to be paid. 
Annual interest payment
· Total principal value: 20,000 bonds * $100 face value = $2,000,000
· Annual coupon rate: 5%
· Annual interest: $2,000,000 * 5% = $100,000
· Interest per bond: $100 * 5% = $5
· Total annual interest payments: $100,000 per year, paid to the bondholders 
Principal repayment
· Total principal: $2,000,000 (The total face value of all bonds)
· Payment schedule: The total principal is paid at maturity, which is in 4 years. 
Other considerations
· Issuance expenses: 
The $100,000 in issuance expenses is a cost to the company and reduces the net cash received from the bond sale. This cost is expensed over the life of the bond but does not change the total amount of interest paid to bondholders or the principal repaid at maturity.
· Interest rate: 
The 2% interest rate is the effective interest rate on the bond, which considers the issuance cost, rather than the stated coupon rate of 5%. 



	year
	B/F
	Real inter rate
4.58%.
	Nominal inter rate
2%
	Financial cost
	Amorized cost

	1
	1900000
	87020
	-40000
	47020
	1947020

	2
	1947020
	89173

	-40000
	
	1996193


	3
	1996193

	91426

	-40000
	
	2047619


	4
	2047619

	93781
	-2140000
	
	=0


            2260000


EX5-Impairement
A company acquired bonds with a face value of 200,000 on June 30,2022 with an annual interest of 10,000.   These bonds mature on June 30,2023.
   On December 31,2022, the company estimated that the probability of collecting cash flows is as follows:
* 90% for the amount of 210,000, 
* 7% for the amount of 150,000,
 * and 3% for the amount of 100,000. 
   The effective interest rate on the bonds is 5% 
Required: Calculate the expected credit loss for these bonds on december31, 2022
Solution5
Contractual cash flow due on June 30, 2018: 210,000
Expected contractual cash flow on June 30, 2018: 202,500
(210,000 x 90%) + (150,000 x 7%) + (100,000 x 3%) --------------
Expected credit loss on June 30, 2018                        7,500
Discount the expected loss on December 31, 2017 (FV = 7,500; n = 1; i = 5% / 2 = 2.5%; Compute PV = 7,317)
7,500 / (1,025)̂¹¹ = 7,317

Calculate the present value of the expected cash flows: 
· Expected cash flow = 
(0.90×210,000)+(0.07×150,000)+(0.03×100,000) 
=189,000+10,500+3,000=$202,500
Calculate the expected credit loss: 
· Expected Credit Loss = Carrying Value - Present Value of Expected Cash Flows 
$210,000−$202,500$ =$7,500
(FV =7 500; n=1; i=5%/2=2,5%; Compute PV = 7 317)
7500/ (1,025)̂¹¹ = 7317

 

















EX6- Derivatives
On jan1,2022A company entered into a forward contract with a bank to purchase 100,000 EGP , Due  On feb1,2023. At a forward rate of 0.920 dinars per pound for trading purposes.
On dec31,2022The exchange rate of the pound against the dinar reached 0.970 dinars per pound, and the fair value of the contract in the financial derivatives market reached 5,000 dinars.
On feb 1,2023, The contract was executed on the specified terms, noting that the prevailing exchange rate for the pound on that day was 0.950 dinars
Required: Record the journal entries related  to the forward contract from its purchase until the exercise date.
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