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IFRS 9 : Financial instruments   

The IASB introduced a new standard for financial instruments: 
IFRS 9, in response to the widespread criticism of IAS 39 and its 
alleged role in contributing to the financial crisis of 2007/2008. 
Especially classification and measurement of financial assets 
under IAS 39 received the most criticism during the financial 
crisis. Therefor the IASB decided to introduce a whole new 
standard: IFRS 9 Financial Instruments. 
IFRS 9 Financial Instruments includes:

1. Classification and measurement 
2. Impairment 
3. Hedge Accounting

Hedge Accounting will not be discussed in this memo.

1.  Classification of financial 
instruments 

IFRS 9 distinguishes three different financial instruments, 
namely debt instruments, derivatives and equity instruments. 
Debt instruments are contractual obligations of the issuer to 
repay the lender in accordance with a specified maturity and 
under the contractual terms, an example is a bond. Derivatives 
are financial contracts that derive their value from one or more 
underlying assets, an example of a derivative is an option. The 
last category is equity instruments, these are contracts that 
act as legally recognised evidence of ownership rights in an 
enterprise.

1.1 The business model  
As discussed earlier, the classification is based on the entity’s 
business model and the characteristics of the contractual cash 
flows of the financial instruments. The business model indicates 
the underlying strategy behind the use or retention of financial 
instruments. Three different categories are distinguished here: 

1.  Holdings to collect the contractual cash flows;
2.  Holdings held to collect and sell the contractual cash flows; 

and 
3.  Other strategies. 

The first business model is based on the acquisition of financial 
instruments to collect contractual cash flows. Financial 
instruments create financial liabilities, such as interest 
payments, and financial liabilities on the part of the issuer and 
financial assets on the part of the buyer at the time of purchase. 
This business model is based on collecting the interest payments 
and final principal at the end of the contractual term. This 
business model only applies to debt instruments. 

The second business model is based on the acquisition of 
financial instruments to collect the contractual cash flows and 
subsequently sell the asset. Acquisition of the contractual cash 
flows is also central to this business model. The only difference 
compared to the first business model is that the financial 
instrument is sold. This business model also applies to debt 
instruments only.

The last business model is defined as ‘’other strategies’’. 
The business models mentioned above only applied to debt 
instruments. The latter category focuses on the strategy behind 
the acquisition of derivatives and equity instruments. In the case 
of equity investments, the strategy plays a major role in the 
valuation. The main focus is on whether the equity instruments 
are acquired and held for trading on the stock exchange or 
to maintain a company’s own share. Within this last business 
model, there are numerous strategies possible.

1.2 The SPPI test 
The management team must determine whether the financial 
instrument generates cash flows that are solely payments of 
principal and interest. This is done on the basis of the SPPI test 
(Solely Payments of Principal and Interest). This test is a complex 
framework to determine whether the generated cash flows are 
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The second measurement basis is the fair value with changes 
in equity (other comprehensive income). The IASB defines fair 
value in the IFRS 13 standard as:’ The price that would be 
received on sale of an asset or paid upon transfer of a liability 
in a regular transaction between market participants on the 
measurement date’. The changes in fair value are recognised in 
other comprehensive income.

The last measurement basis is the fair value through profit and 
loss (loss account). The definition of fair value in IFRS 13 is also 
effective within this measurement basis. The only difference 
with the previous accounting policy is the recognition of value 
adjustments in the income statement.

2.1 The IFRS 9 Framework 
The classification of financial instruments affects the valuation 
of financial instruments for reporting purposes. Based on the 
requirements of IFRS 9, a framework can be created to link the 
classification of financial instruments to the corresponding 
measurement basis. Figure 1 illustrates the framework in a 
decision diagram. 

caused solely by payments of principal and interest. IFRS 9 has 
included a definition for both principal and interest, so there is a 
clear guideline for applying the SPPI test to cases. 

The principal is defined as: “the fair value of the financial in-
strument at the time of recognition, although the amount of the 
principal may change over the life of the financial instrument”. 
Interest is defined as: “The compensation for the time value of 
money and credit risks, although interest also includes the remu-
neration of other basic risks for loans and costs associated with 
maintaining financial instruments, as well as the profit margin”. 

2.  Valuation of financial 
instruments   

IFRS 9 recognises three different accounting policies for 
financial instruments. These principles determine the value of 
the financial instruments on the balance sheet. 

• Amortised cost price 
• Fair value through comprehensive income 
• Fair value through profit or loss. 

The initial measurement is based on amortised costs,  this is the 
amount for which an asset or liability is initially recognised in 
the balance sheet less principal repayments, plus or minus the 
cumulative amortization of the difference between that initial 
amount and the redemption amount calculated by  using the 
effective interest method and less any write-downs (directly 
or through the use of a provision) arising from impairment or 
uncollectibility. 

Figuur 1: Framework classifi catie en waardering fi nanciële instrumenten IFRS 9
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2.1.1. Debt instruments 
Debt instruments are subjected to two tests. First, the classifica-
tion of the business model will take place. This section looks at 
the underlying strategy of acquiring the debt instruments. The 
debt instruments may be held to collect the contractual cash 
flows or to collect and sell the contractual cash flows. If this is 
the case, the SPPI test is carried out to see whether the genera-
ted cash flows are exclusively caused by principal and interest 
payments. Depending on the business model, the outcome 
of the SPPI test and the existence of options to be measured 
at fair value, the amortised cost method or fair value method 
should be applied. In the scope of IFRS 9, the accounting policy 
for debt instruments based on amortised costs or fair value 
through equity applies for the Expected Credit Loss model dis-
cussed in chapter 4.

2.1.2 Derivatives  
Derivatives are by definition valued at fair value with changes 
in value through the result (profit and loss account). 

2.1.3 Equity instruments 
Equity instruments can be measured at fair value through profit 
or loss or at fair value through equity (other comprehensive 
income). The valuation method depends on whether the equity 
instruments are held for trading purposes. If the equity instru-
ments are not acquired for trading purposes, it is considered 
whether the fair value with value changes through equity 
applies. Otherwise, equity instruments must be measured at 
fair value through profit or loss (loss and loss account). 

3.  Analysis of differences 
in classification and 
measurement of financial 
instruments between IAS 39 
and IFRS 9  

Accounting for financial instruments differs widely due to 
the introduction of IFRS 9. This chapter discusses the old IAS 
39 standard and compares it with the new IFRS 9 standard 
relating to the classification and measurement of financial 
instruments. The differences in the classification and 
measurement of financial instruments between these two 
standards are discussed in detail. 

3.1  Classification and measurement of financial 
instruments under IAS 39 

IAS 39 distinguishes financial instruments that held for trading 
and financial instruments that are not held for trading. If the 
financial instruments are not held for trading, there is a further 
classification into four different types of financial instruments. 
IAS 39, like IFRS 9, recognises three different accounting policies 
for financial instruments. 

3.1.1 Classification of financial instruments under IAS 39 
The classification of financial instruments under IAS 39 starts 
with “held for trading” test. If the financial instrument is not 
held for trading purposes, the financial instruments can be divi-
ded into the following categories. 

• Available-for-sale 
• Loans and receivables 
• Held-to-maturity 
• Fair value option 

The available-for-sale category includes all financial 
instruments acquired with the aim of making them immediately 
available for sale. This category may include all types of 
financial instruments except derivatives.  

The second category, loans and receivables, includes financial 
instruments with a fixed or determinable payment that are not 
quoted in an active market. Loans and receivables that are 
not a significant part of the initial investment of the holder are 
classified as available-for-sale instruments and not as loans 
and receivables. This is the only exception to this classification. 

Held-to-maturity financial instruments are instruments held to 
maturity. The company intends and is able to hold the financial 
instruments until maturity in order to collect all contractual 
cash flows, such as interest and principal. 

The last category is the fair value option, which consists of 
all financial assets carried at fair value through profit or loss 
(profit and loss), an example is a  derivative. 

3.1.2 Valuation of financial instruments under IAS 39 
IAS 39 has three different accounting policies for financial in-
struments. These principles determine the value of the financial 
instruments on the balance sheet. 

• Amortised cost price 
• Fair value through other comprehensive income 
• Fair value through profit or loss. 

All accounting policies are explained in note 2.1. As IAS 39 does 
not contain any deviations from IFRS 9, the accounting policies 
will not be disclosed again.

3.1.3 The IAS 39 Framework 
Unlike the IFRS 9 framework, the IAS 39 framework is not com-
plex. In this framework, the various categories are linked to the 
valuation principles. This ultimately has an impact on the ba-
lance sheet and the determination of the result. Figure 2 
illustrates the framework in a decision diagram.
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IAS 39 distinguishes between financial instruments that are 
held for trading and financial instruments that are not held for 
trading.  Financial instruments that are not held for trading 
are divided into four categories. 

Financial instruments that are part of  the categories loans 
and receivables and held-to-maturity are valued at amortised 
cost. Financial instruments that belong to the category 
available-for-sale are valued at fair value through equity. 
Finally, financial instruments belonging to the category fair 
value option and financial instruments included in the trading 
portfolio are valued at fair value through profit or loss. 

3.2 IAS 39 versus IFRS 9  
IAS 39 and IFRS 9 differ mainly in the classification of financial 
instruments, but do not differ in accounting policies. Due to the 
differences in classification, the framework of the models differs 
significantly.

IAS 39 IFRS 9

Test 1. Held for trading test 1. Business model test 
2. SPPI test 

Categories 
financial 
instruments 

1. Available for sale 
2. Loans and  

receivables 
3. Held to maturity  
4. Fair value option 

1. Debt instruments 
2. Derivate 
3. Equity instruments 

Valuation 
methods 

1. Amortized costs 
2. Fair value through 

OCI 
3. Fair value through 

profit and loss 
 

1. Amortized costs 
2. Fair value through 

OCI 
3. Fair value through 

profit and loss 

Figure 3: IAS 39 and IFRS 9 differ classification and measurement

3.2.1 Classification of financial instruments  
Under IFRS 9, all financial instruments are first divided into 
three categories, namely debt instruments, derivatives and 
equity instruments. Under IAS 39, a distinction is made first of 
all between financial instruments that are held for trading and 
financial instruments that are not held for trading. 

IFRS 9 subjects the debt instruments to two tests to determine 
which measurement basis is applicable to the debt instruments. 
IAS 39 does not subject any category to a test, but it does sub-
categorise financial instruments that are not held for trading. 
This category is divided into the categories: Available-for-sale, 
loans and receivables, held-to-maturity and fair value option. 
Each sub-category can be linked to a valuation method.

The tests under IFRS 9 involves a certain degree of subjectivity, 
especially in the SPPI test. The management team must 
determine whether the financial instrument generates cash 
flows that are solely payments of principal and interest. This 
creates a playing field for earnings management. However, 
IAS 39 does not include this degree of subjectivity, as each 
category is only associated with a measurement method. 

3.2.2 Valuation of financial instruments  
Under IFRS 9 and IAS 39, three different accounting policies are 
used. The accounting policies that are used are amortised cost, 
fair value through other comprehensive income and fair value 
through profit or loss. There are no differences in the definitions 
of accounting policies between IAS 39 and IFRS 9. 

4.  Impairment of financial  
instruments   

The publication of IFRS 9 renewed the treatment of the 
impairment of financial instruments. The new standard 
introduces a new model for the recognition of credit losses, 
namely the expected credit loss model. This model requires 
companies to immediately recognise a credit loss or provide for 
a credit loss at the origins of financial assets.

4.1 Expected Credit Loss model  
In the new model, three stages can be distinguished. 
Immediately after the issuance of credit, a credit loss or 
provision is recognised for the amount of expected loss in 
the first 12 months of the loan’s term (stage 1). If the credit 
risk subsequently becomes apparent to have increased 

Figure 2: Framework for classification and valuation of financial instruments IAS 39
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significantly since the recognition, the loss is increased by 
the expected losses based on the entire remaining term to 
maturity (stage 2). This is not applicable if the credit risk is still 
relatively low after the significant increase. Only when there is 
objective evidence of actual impairment, the asset enters stage 
3. Furthermore, in stages 1 and 2, interest income is calculated 
on the gross book value, i. e. the book value without deduction 
of the credit facility, whereas in stage 3 it is calculated on the 
basis of the net book value.

4.1.1. Expected credit losses 
The expected loss includes the present value of all financial 
shortcomings over the life of a loan. The expected loss in the 
first 12 months after the reporting period (stage 1) does not 
mean the expected financial shortfalls in those months, but 
the weighted average of the total loss over the remaining term 
to maturity of a default with the probability of such a default 
occurring in the next 12 months. The expected loss over the 
remaining term includes the expected present value of losses 
resulting from a default during the term. This is also the weighted 
average, with the probability of default for the entire remaining 
term of the loan as a weight. The loss is the difference between 
the contractually agreed cash flows and the actual expected 
cash flows. In concrete terms, entities should consider the 
following when determining the expected credit loss: 

• The probability-weighted outcome 
• The time value of money 
• Reasonable and supported information available without 

undue cost or effort 

The first point (probability -weighted outcome) mentioned 
above is intended to ensure that the credit losses give a 
nuanced picture of a company’s financial position by 
expressing both the probability of a loss occurring and the 
probability of no loss occurring. The second point (time value 
of money) has also been briefly mentioned and requires that 
expected credit losses are discounted so that the present value 
is included in the annual report. The last point (reasonable 
and supported information) emphasises in particular that 
companies should look at all available relevant information 
on historical, current and future events to determine expected 
credit losses. According to IFRS 9, companies must also 
consider forecasts of future circumstances (e. g. Brexit) when 
determining credit losses. As events take place further in the 
future, calculations will be less based on detailed information. 
Companies are not expected to use complex and expensive 
systems to search for relevant information, but information 
from risk management systems and information available for 
financial reporting is considered to be evaluated. 

4.1.2 Significant increase in credit risk  
A receivable shifts from stage 1 to stage 2 if there is a 
significant increase in credit risk and there is no longer a low 
credit risk after this increase. The standard does not specify 
when there is a significant increase in credit risk. Practice 

will have to show how companies deal with this. Companies 
may use different methods to assess whether there has been 
an increase in credit risk. However, companies must explain 
their assessment in the annual report on basis of (changes 
in) assumptions and estimates. Again, entities should use all 
reasonable and supported information that becomes available 
without incurring excessive costs and without exaggerating 
their efforts to weigh up the information. In principle, the 
existence of a significant increase in credit risk per financial 
instrument must be assessed individually, but sometimes it 
is necessary to group financial instruments together if there 
are indications that the credit risk is deteriorating and cannot 
(yet) be attributed to a particular instrument. A deterioration 
of the economy in a given region whose impact on individual 
instruments cannot yet be predicted.  

The IASB did not want to insist on a percentage for determining 
when an increase is significant, as this would mean that 
all entities would have to use a method that calculates the 
probability of default by applying a percentage. The IASB has 
expressly left companies free to use other methods. In order 
to determine whether there is a significant increase, the credit 
risk on the issue of the loan and the remaining term of the loan 
must in any case be considered. As regards to the remaining 
term, if the credit risk of a loan with an expected term of 30 
years remains the same over time, it can be said that there is 
an increase in credit risk. 

A significant increase in credit risk does not relate to the risk 
of loss, but to the risk of default. This distinction is particularly 
important in the case of loans for which security rights are 
established. If a debtor stops to repay a mortgage loan but 
the creditor is still able to collect the full principal  by selling 
the collateral, this loan will be shifted from stage 1 to stage 2. 
However, collateral is taken into account to determine the level 
of expected credit loss. If the expected proceeds from the sale 
of a collateral exceed the receivable, the expected loss will be 
zero. 
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Regardless of how companies determine a significant increase 
in credit risk, the assumption is that there will be at least a 
significant increase in credit risk if a payment is delayed by 30 
days. The IASB wanted to prevent companies from reverting to 
the old Incurred Loss model if a significant increase in credit 
risk cannot be determined cheaply and simply. Companies can 
refute the assumption if they can demonstrate with evidence 
that there is no increase in credit risk despite default. This may 
be the case, for example, where the non-payment is the result 
of an administrative error.

5. Analysis differences in 
impairment of financial 
instruments according IAR 39 
and IFRS 9  
This brief chapter explains the differences with respect to IFRS 
9 and IAS 39 in respect of impairments. 

5.1 Incurred Loss model  
Under IAS 39, the Incurred Loss model is used, i. e. credit losses 
are not recognised until they have occurred. More specifically, 
losses are only recognised if there is objective evidence of 
impairment as a result of one or more events that occurred 
after the initial balance sheet recognition and have a reliable 
estimate of the future cash flows. Losses attributable to future 
events should not be recognised despite their probability. Under 
IAS 39, historical data should only be considered to reflect 
the effects on current borrowings. The new IFRS standard is 
a response to the criticism that this old model would be too 
past-oriented and would therefore lead to too low and too late 
credit losses. These criticisms were particularly evident in the 
aftermath of the financial crisis. Compared to IAS 39, IFRS 9 
is more forward-looking: IAS 39 is mainly based on historical 

information, while IFRS 9 also explicitly takes future information 
into account when calculating credit losses. 

Furthermore, under IAS 39 different methods of calculating the 
amount of an impairment loss apply to financial assets that 
are measured at amortised cost and assets that are measured 
at fair value. For financial assets carried at amortised cost, 
the amount of the impairment loss is calculated based on the 
difference between the carrying amount and the present value 
of the estimated future cash flows. The initially determined 
effective interest rate serves as the discount rate in that case. 
The impairment loss on a financial asset measured at fair 
value is determined by reference to its fair value at the time of 
reporting. The new standard includes a uniform model that is 
applied to all financial instruments for which impairment losses 
are reported.

IAS 39 IFRS 9

Model Incurred Loss-Model Expected credit Loss-model  

Recognition 
of a loss 

If there is objective 
evidence for an 
impairment 

Directly with the occurrence 
of a fi nancial asset and 
when a signifi cant increase 
of the credit risk arises

Which 
information is 
relevant for the 
recognition of 
the loss 

Historical events 
Current events  

Historical events 
Current events  
Future events 

How big is the 
recognised 
loss. 

The actual loss Stage 1: the expected risk 
times the chance of a 
default in the coming 12 
months 

Stage 2 & 3: the expected 
loss times the chance of 
a default in the remaining 
term 

Figure 3: Summary of diff erences IAS 39 and IFRS 9 regarding impairments 

More information?

If you want to know more about IFRS 9, please 
contact your personal advisor, or else Hanneke 
Knoop, Head Department Professional Practice 
Audit.
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