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• Definitions of financial instruments
• Equity and financial liability classification
• Accounting for treasury shares
• Offsetting
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• cash; 
• an equity instrument of another entity; 
• a contractual right to receive cash or another financial 

asset from another entity; or 
• a contractual right to exchange financial assets or 

financial liabilities with another entity under conditions 
that are potentially favourable to the entity; or 

• a contract that will or may be settled in the entity’s 
own equity instruments 
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FAIR VALUE OF THE FINANCIAL INSTRUMENT

FINANCIAL LIABILITY

∙ Determine the future cash 
flows related to liability 
element

∙ Determine the discount 
rate

∙ Calculate the fair value of 
the financial liability



COMPOUND FINANCIAL INSTRUMENT

FAIR VALUE OF THE FINANCIAL INSTRUMENT

FINANCIAL LIABILITY EQUITY INSTRUMENT

∙ Determine the future cash 
flows related to liability 
element

∙ Determine the discount 
rate

∙ Calculate the fair value of 
the financial liability

∙ Deduct the fair value of 
the financial liability from 
the fair value of the 
financial instrument
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Financial Liability

Recognize interest, dividends, 
losses and gains as income or 

expense in 

PROFIT/LOSS



Accounting for Interest, Dividends, 
Losses and Gains of a Financial 

Instrument

Financial Liability Equity Instrument

Recognize Interest, dividends, 
losses and gains as income or 

expense in 

PROFIT/LOSS

Recognize distributions to 
equity holders in 

EQUITY
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OFFSETTING

Legal enforceable right to set 
off the recognized amounts

Intention to settle on a net 
basis.
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credit

OFFSETTING
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