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Understanding how companies account for investments is crucial in financial
reporting, especially with the adoption of IFRS 9, which introduced
significant changes to the classification, measurement, and impairment of
financial assets. Feherty, Inc. has recently purchased various investments,
and this article will explore how it accounts for these investments under
IFRS 9, including classification criteria, measurement bases, and impairment
considerations. This comprehensive guide aims to clarify the accounting
treatment, ensuring transparency and compliance with international standards.

Overview of IFRS 9 and Its Impact on Investment
Accounting

IFRS 9 Financial Instruments, effective from January 1, 2018, replaced IAS 39
and brought in a more logical and transparent approach for financial asset
classification and measurement, along with a forward-looking impairment
model. The standard simplifies previous rules and emphasizes the business
model's objectives and the contractual cash flow characteristics of financial
assets, influencing how entities like Feherty, Inc. account for their
investments.

Key features of IFRS 9 include:

- Classification and Measurement: Financial assets are classified into
amortized cost, fair value through other comprehensive income (FVOCI), or
fair value through profit or loss (FVTPL).

- Impairment Model: A forward-looking expected credit loss (ECL) model
replaces the incurred loss model.

- Hedge Accounting: Enhanced alignment with risk management practices.

Understanding these components is essential for accurately reporting
investments under IFRS 9.

Types of Investments Purchased by Feherty, Inc.

Suppose Feherty, Inc. purchased the following investments:



e Equity securities listed on a recognized stock exchange.
e Debt securities with fixed and determinable payments.

e Private equity investments not listed on a public exchange.

Each investment type has distinct features affecting its classification,
measurement, and impairment treatment under IFRS 9.

Classification of Investments Under IFRS 9

The classification of a financial asset under IFRS 9 depends largely on:
- The entity’s business model for managing the financial assets.
- The contractual cash flow characteristics of the financial asset.

Business Model Assessment

Feherty, Inc. must evaluate how it manages its financial assets to determine
the appropriate classification. The typical business models include:

- Hold-to-collect: Assets held primarily to collect contractual cash flows.
- Hold-to-collect-and-sell: Assets held to both collect cash flows and sell
when advantageous.

- Other business models: Assets managed for trading or sale, with different
measurement rules.

Contractual Cash Flow Test

The contractual cash flows must represent solely payments of principal and
interest (SPPI) for debt instruments to qualify for amortized cost or FVOCI
classification.

Classification Outcomes

Based on these assessments, investments are classified as:

- Amortized Cost: For debt instruments held in a business model aimed at
collecting contractual cash flows, with cash flows meeting the SPPI
criterion.

- FVOCI: For debt instruments held in a business model where both collecting
cash flows and selling assets are objectives, with cash flows satisfying the
SPPI test.

- FVTPL: For assets held for trading or if they fail the SPPI test, or at
initial recognition if designated as at FVTPL.

Application to Feherty, Inc.’s Investments

- Listed equity securities: Typically classified as FVTPL unless the company
makes an irrevocable election to classify them at FVOCI.



- Debt securities: Usually classified as amortized cost or FVOCI based on the
business model and cash flow characteristics.

- Private equity investments: Usually measured at FVTPL unless the company
opts for FVOCI if the investment qualifies.

Measurement of Investments Under IFRS 9

Once classified, investments are measured at:

- Amortized Cost: Using the effective interest method, less any impairment
losses.

- FVOCI: At fair value with gains or losses recognized in other comprehensive
income, excluding impairment losses.

- FVTPL: At fair value, with gains or losses recognized in profit or loss.

Initial Recognition

At initial recognition, Feherty, Inc. recognizes financial assets at fair
value, including transaction costs for FVTPL assets. For amortized cost and
FVOCI, transaction costs are included in the initial measurement.

Subsequent Measurement

- Amortized Cost: Adjusted for the effective interest rate, amortization, and
impairment.

- FVOCI: Fluctuations in fair value are recognized in OCI; impairment losses
are recognized in profit or loss.

- FVTPL: Changes in fair value are recognized immediately in profit or loss.

Practical Application
Suppose Feherty, Inc. purchased debt securities with the intention to hold
them to collect contractual payments; these would likely be classified at

amortized cost. Conversely, equity securities intended for trading or
strategic investment might be classified FVTPL.

Impairment of Investments Under IFRS 9

IFRS 9 introduces a forward-looking expected credit loss (ECL) model,
requiring entities to recognize impairment losses based on anticipated credit
risk rather than incurred losses.

Key Aspects of the ECL Model

- 12-month ECL: Recognized when there is a low risk of default.
- Lifetime ECL: Recognized when credit risk has increased significantly.



Impairment Procedure for Feherty, Inc.

- Debt Securities (Amortized Cost / FVOCI): The company assesses whether
there has been a significant increase in credit risk. If so, lifetime ECLs
are recognized; otherwise, 12-month ECLs are used.

- Equity Securities: Usually not subject to credit impairment, but if fair
value declines significantly below cost, impairment may be recognized.

Factors Influencing Impairment Calculation
- Changes in credit ratings.
- Economic conditions affecting the issuer.
- Historical loss experience.

Recognition and Measurement

Impairment losses are recognized in profit or loss and may be reversed if the
credit risk improves.

Accounting Entries for Feherty, Inc.

The following are typical journal entries reflecting the purchase,
measurement, and impairment of investments:

Initial Purchase

““plaintext
Dr. Financial assets at FVOCI / FVTPL / Amortized Cost
Cr. Cash / Bank

Fair Value Changes

- For FVTPL:

““plaintext
Dr./Cr. Financial assets (FV adjustment)
Cr./Dr. Gain or loss on FVTPL

- For FVOCI:

““plaintext
Dr./Cr. Financial assets (FV adjustment)
Cr./Dr. OCI (Other comprehensive income)

Recognition of Impairment

““plaintext
Dr. Impairment loss



Cr. Financial assets (reducing carrying amount)

Reversal of Impairment

““plaintext
Dr. Financial assets
Cr. Impairment recovery (profit or loss)

Conclusion: Ensuring Compliance and Accurate
Financial Reporting

Feherty, Inc.’s application of IFRS 9 to its investments requires careful
assessment of the business model, cash flow characteristics, and credit
quality. Proper classification and measurement ensure that the company's
financial statements accurately reflect the economic substance of its
investments, providing stakeholders with reliable information.

Key takeaways include:

- Conduct thorough assessments of each investment’s nature and management
intent.

- Maintain accurate records of fair value measurements and impairment
assessments.

- Recognize and disclose the impact of changes in fair value and impairment
losses transparently.

- Stay updated with IFRS 9 amendments and interpretative guidance to ensure
ongoing compliance.

By adhering to these principles, Feherty, Inc. can effectively account for
its investments under IFRS 9, supporting transparent financial reporting and
informed decision-making.

Frequently Asked Questions

What is the significance of Feherty, Inc. applying
IFRS 9 to its investments?

Applying IFRS 9 ensures that Feherty, Inc. classifies and measures its
investments consistently, reflecting their true economic characteristics and
providing relevant information to users of financial statements.

How does IFRS 9 influence the classification of



Feherty, Inc.'s investments?

IFRS 9 requires investments to be classified into categories such as
amortized cost, fair value through other comprehensive income (FVOCI), or
fair value through profit or loss (FVTPL), based on the business model and
the contractual cash flow characteristics.

What are the key considerations for Feherty, Inc.
when accounting for its investments under IFRS 9?

Feherty, Inc. must assess the purpose of each investment, determine the
appropriate classification, measure the investments at fair value or
amortized cost, and recognize any gains or losses accordingly.

How does the purchase of investments under IFRS 9
impact Feherty, Inc.'s financial statements?

The purchase affects the initial recognition and subsequent measurement of
the investments, potentially impacting reported assets, income, and equity
depending on the classification and changes in fair value.

What disclosures are required by IFRS 9 for Feherty,
Inc. regarding its investments?

Feherty, Inc. must disclose the classification and measurement of
investments, fair value measurements, gains or losses recognized, and any
impairment losses, providing transparency about its investment portfolio.

Additional Resources

Feherty, Inc. — An In-Depth Analysis of Its Investment Accounting Under IFRS
9

Introduction

In the rapidly evolving landscape of financial reporting, Feherty, Inc. finds
itself at the intersection of strategic investment management and rigorous
compliance with international accounting standards. The adoption of IFRS 9 —
Financial Instruments has significantly impacted how companies like Feherty
account for their investments, emphasizing a forward-looking approach,
classification, measurement, impairment, and hedge accounting. This review
delves into the intricacies of Feherty, Inc.'s investments under IFRS 9,
analyzing its classification choices, measurement bases, impairment
strategies, and the implications of its investment portfolio.



Overview of IFRS 9 and Its Relevance to Feherty, Inc.

IFRS 9 replaced IAS 39 and introduced a simplified yet comprehensive model
for financial instruments, focusing on three key areas:

- Classification and Measurement: Based on the business model and contractual
cash flow characteristics.

- Impairment: Expected Credit Loss (ECL) model, promoting proactive
impairment recognition.

- Hedge Accounting: More aligned with risk management practices.

Feherty, Inc. must assess its investments against these criteria to ensure
accurate financial reporting, especially given the complexity and diversity
of its investment portfolio.

Types of Investments Held by Feherty, Inc.

While specific details of the investments are not provided, typical
investment types that a company like Feherty might hold include:

- Equity Instruments: Shares in other entities, possibly strategic or passive
holdings.

- Debt Instruments: Bonds, notes, or other fixed-income securities.

- Hybrid Instruments: Convertible bonds or other complex financial products.

The classification under IFRS 9 hinges on the nature of these investments,
their cash flow characteristics, and the company's business model.

Classification and Measurement Under IFRS 9
1. Financial Asset Classifications
IFRS 9 mandates three primary classification categories:

- Amortized Cost: For assets held within a business model aimed at collecting
contractual cash flows, which are solely payments of principal and interest
(SPPI).

- Fair Value Through Other Comprehensive Income (FVOCI): For assets held both
to collect cash flows and for sale, with cash flows satisfying SPPI.

- Fair Value Through Profit or Loss (FVTPL): For assets not meeting the
criteria for amortized cost or FVOCI, or when the company elects to measure
at FVTPL.

2. Feherty’s Likely Classification Strategy



Based on common investment strategies:

- Debt Securities: If Feherty intends to collect contractual cash flows and
these cash flows are solely payments of principal and interest, these
securities are likely classified as Amortized Cost.

- Equity Securities: Typically measured at FVTPL unless the company makes an
irrevocable election at initial recognition to classify them at FVOCI.

- Hybrid and Complex Instruments: Classification depends on their specific
cash flow features and the company's intent.

Key Considerations:

- The business model (hold-to-collect, hold-to-collect-and-sell, or others)
dictates the classification.

- The SPPI test determines whether cash flows qualify for amortized cost or
FVOCI.

Measurement of Investments
1. Initial Recognition

All investments are initially recognized at fair value, including transaction
costs (except for FVTPL where costs are expensed).

2. Subsequent Measurement

- Amortized Cost Instruments: Measured using the effective interest method,
with interest income recognized in profit or loss.

- FVOCI Instruments: Measured at fair value, with gains/losses recognized in
Other Comprehensive Income (0OCI) until derecognition.

- FVTPL Instruments: Measured at fair value, with gains/losses recognized
immediately in profit or loss.

3. Practical Implications
- Changes in fair value for FVOCI and FVTPL are reflected in the respective
comprehensive income or profit/loss.

- The choice of measurement affects key financial ratios, income statement
volatility, and tax implications.

Impairment Under IFRS 9: The Expected Credit Loss Model
1. Overview of the ECL Approach

IFRS 9’'s impairment model emphasizes forward-looking assessments, moving away
from incurred loss models. It categorizes financial assets into three stages:



- Stage 1: Financial assets without significant increase in credit risk.
Recognize 12-month ECL.

- Stage 2: Financial assets with a significant increase in credit risk.
Recognize lifetime ECL.

- Stage 3: Credit-impaired assets. Recognize lifetime ECL with interest
revenue calculated on net carrying amount.

2. Application to Feherty’s Investments

- Debt Securities: Likely to be subject to ECL calculations, especially if
there are signs of credit deterioration.

- Equity Investments: Usually not subject to impairment as they are measured
at FVTPL or FVOCI; impairment considerations are more relevant for debt
instruments.

- Factors Influencing ECL Provisioning:

- Credit ratings or default probabilities.
- Macroeconomic forecasts.

- Historical loss data.

- Specific issuer circumstances.

w

Recognition and Measurement of ECL

ECLs are estimated based on expected future cash flows, discounted at the
asset’s effective interest rate.

- The impairment loss is recognized in profit or loss, impacting net income
and shareholders’ equity.

Hedge Accounting Considerations

If Feherty employs hedging strategies to mitigate risks associated with its
investments, IFRS 9 provides more flexible and aligned hedge accounting
rules. Key points include:

- Hedge Effectiveness Testing: More principles-based and forward-looking.

- Types of Hedging: Fair value hedges, cash flow hedges, and net investment
hedges.

- Impact: Better reflection of risk management activities in financial
statements, potentially reducing earnings volatility.

Practical Challenges and Strategic Implications for Feherty, Inc.
1. Classification Decisions
- The choice between amortized cost, FVOCI, or FVTPL can significantly impact

financial statements.
- Feherty must consider its investment objectives, holding period, and risk



appetite.
2. Impairment Management

- Accurate modeling of ECL requires sophisticated forecasting tools.
- Overestimating impairments could undervalue assets; underestimating could
inflate assets and income.

3. Disclosure Requirements
- IFRS 9 mandates extensive disclosures, including:

- Explanation of classification decisions.

- Nature and extent of risks.

- ECL measurement assumptions.

- Hedge accounting disclosures if applicable.

- Feherty needs to ensure transparency to meet stakeholder expectations.

Case Study: Hypothetical Investments and Their IFRS 9 Treatment
Suppose Feherty, Inc. has:

- Investment A: $1 million in a corporate bond with cash flows solely of
principal and interest, held in a hold-to-collect model.

- Investment B: $500,000 in equity shares classified at FVOCI.

- Investment C: $2 million in a hybrid convertible bond with complex cash
flows.

Treatment:

- Investment A: Measured at amortized cost, interest income recognized in
profit or loss.

- Investment B: Measured at FVOCI; fair value changes recognized in OCI, with
dividends in profit.

- Investment C: Likely measured at FVTPL due to complexity, with fair value
changes impacting profit directly.

Future Outlook and Strategic Recommendations

For Feherty, Inc., aligning investment strategies with IFRS 9 is not merely a
compliance exercise but a strategic tool to:

- Enhance risk management capabilities.
- Improve transparency and stakeholder confidence.
- Optimize financial performance reporting.



Recommendations:

- Regularly review investment classification decisions as business models
evolve.

- Invest in robust credit risk assessment systems.

- Maintain comprehensive documentation to justify classification and
impairment choices.

- Monitor macroeconomic factors influencing credit risk and valuation.

Conclusion

Feherty, Inc.’s approach to accounting for its investments under IFRS 9
reflects a commitment to transparency, accuracy, and forward-looking risk
assessment. By understanding the nuances of classification, measurement,
impairment, and hedge accounting, the company can better manage its financial
reporting obligations while supporting strategic investment decisions. As
IFRS 9 continues to influence the landscape of financial reporting, staying
abreast of its requirements and implications will be essential for Feherty’s
sustained success and credibility in the marketplace.
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