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Technical Summary 

IAS 39 Financial Instruments: Recognition and 
Measurement 
as issued at 1 January 2011.  Includes IFRSs with an effective date after 1 January 2011 but not the IFRSs they 
will replace. 

This extract has been prepared by IFRS Foundation staff and has not been approved by the IASB.  For the requirements 
reference must be made to International Financial Reporting Standards. 
The International Accounting Standards Board has decided to replace IAS 39 Financial Instruments: 
Recognition and Measurement over a period of time.  The first instalment, dealing with classification and 
measurement of financial assets, was issued as IFRS 9 Financial Instruments in November 2009.  The 
requirements for classification and measurement of financial liabilities and derecognition of financial assets 
and liabilities were added to IFRS 9 in October 2010.  As a consequence, parts of IAS 39 are being superseded 
and will become obsolete for annual periods beginning on or after 1 January 2013–earlier application is 
permitted in 2010.  The remaining requirements of IAS 39 continue in effect until superseded by future 
instalments of IFRS 9.  The Board expects to replace IAS 39 in its entirety. 
 
 
Impairment and uncollectibility of financial assets measured at amortised cost 
 
An entity shall assess at the end of each reporting period whether there is any objective evidence that a 
financial asset or group of financial assets measured at amortised cost is impaired.  If there is objective 
evidence that an impairment loss on financial assets measured at amortised cost has been incurred, the amount 
of the loss is measured as the difference between the asset’s carrying amount and the present value of 
estimated future cash flows (excluding future credit losses that have not been incurred) discounted at the 
financial asset’s original effective interest rate (ie the effective interest rate computed at initial recognition).  
The carrying amount of the asset shall be reduced either directly or through use of an allowance account.  The 
amount of the loss shall be recognised in profit or loss. 
 
 
 
 
 



                                                                                                                       

Hedging 
 
A hedging relationship qualifies for hedge accounting under paragraphs 89–102 if, and only if, all of the 
following conditions are met. 
(a) At the inception of the hedge there is formal designation and documentation of the hedging relationship 

and the entity’s risk management objective and strategy for undertaking the hedge. That documentation 
shall include identification of the hedging instrument, the hedged item or transaction, the nature of the risk 
being hedged and how the entity will assess the hedging instrument’s effectiveness in offsetting the 
exposure to changes in the hedged item’s fair value or cash flows attributable to the hedged risk. 

(b) The hedge is expected to be highly effective in achieving offsetting changes in fair value or cash flows 
attributable to the hedged risk, consistently with the originally documented risk management strategy for 
that particular hedging relationship. 

(c) For cash flow hedges, a forecast transaction that is the subject of the hedge must be highly probable and 
must present an exposure to variations in cash flows that could ultimately affect profit or loss. 

(d) The effectiveness of the hedge can be reliably measured, ie the fair value or cash flows of the hedged item 
that are attributable to the hedged risk and the fair value of the hedging instrument can be reliably 
measured. 

(e) The hedge is assessed on an ongoing basis and determined actually to have been highly effective 
throughout the financial reporting periods for which the hedge was designated. [paragraph 88] 

 
Hedging relationships are of three types:  
(a) fair value hedge: a hedge of the exposure to changes in fair value of a recognised asset or liability or an 

unrecognised firm commitment, or an identified portion of such an asset, liability or firm commitment, that 
is attributable to a particular risk and could affect profit or loss. 

(b) cash flow hedge: a hedge of the exposure to variability in cash flows that (i) is attributable to a particular 
risk associated with a recognised asset or liability (such as all or some future interest payments on variable 
rate debt) or a highly probable forecast transaction and (ii) could affect profit or loss. 

(c) hedge of a net investment in a foreign operation as defined in IAS 21.  
 
If a fair value hedge meets the conditions in paragraph 88 during the period, it shall be accounted for as 
follows: 
(a) the gain or loss from remeasuring the hedging instrument at fair value (for a derivative hedging instrument) 

or the foreign currency component of its carrying amount measured in accordance with IAS 21 (for a non-
derivative hedging instrument) shall be recognised in profit or loss; and 

(b) the gain or loss on the hedged item attributable to the hedged risk shall adjust the carrying amount of the 
hedged item and be recognised in profit or loss. This applies if the hedged item is otherwise measured at 
cost. Recognition of the gain or loss attributable to the hedged risk in profit or loss applies if the hedged 
item is an available-for-sale financial asset. 

 
If a cash flow hedge meets the conditions in paragraph 88 during the period, it shall be accounted for as 
follows:  
(a) the portion of the gain or loss on the hedging instrument that is determined to be an effective hedge (see 

paragraph 88) shall be recognised in other comprehensive income; and 
(b) the ineffective portion of the gain or loss on the hedging instrument shall be recognised in profit or loss. 



                                                                                                                       

 
Hedges of a net investment in a foreign operation, including a hedge of a monetary item that is accounted for 
as part of the net investment (see IAS 21), shall be accounted for similarly to cash flow hedges:  
(a) the portion of the gain or loss on the hedging instrument that is determined to be an effective hedge (see 

paragraph 88) shall be recognised in other comprehensive income; and 
(b) the ineffective portion shall be recognised in profit or loss. 
 


