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1 Introduction

The objective of this Standard is to establish principles for presenting financial instruments as
liabilities or equity and for offsetting financial assets and financial liabilities. It applies to the
classification of financial instruments, from the perspective of the issuer, into financial assets,
financial liabilities and equity instruments; the classification of related interest, dividends, losses and
gains; and the circumstances in which financial assets and financial liabilities should be offset.

2 Significant Influence

The principles in this Standard complement the principles for recognising and measuring financial
assets and financial liabilities in IAS 39 Financial Instruments: Recognition and Measurement, and for
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cash;
an equity instrument of another entity;
a contractual right:

disclosing information about them in IFRS 7 Financial Instruments: Disclosures.

The issuer of a financial instrument shall classify the instrument, or its component parts, on initial
recognition as a financial liability, a financial asset or an equity instrument in accordance with the
substance of the contractual arrangement and the definitions of a financial liability, a financial asset
and an equity instrument. The issuer of a non-derivative financial instrument shall evaluate the terms
of the financial instrument to determine whether it contains both a liability and an equity component.
Such components shall be classified separately as financial liabilities, financial assets or equity
instruments.

A financial asset is any asset that is:

- to receive cash or another financial asset from another entity; or
- 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 and is:

- a non-derivative for which the entity is or may be obliged to receive a variable number of the
entity’s own equity instruments; or
- a derivative that will or may be settled other than by the exchange of a fixed amount of cash or
another financial asset for a fixed number of the entity’s own equity instruments. For this purpose
the entity’s own equity instruments do not include instruments that are themselves contracts for
the future receipt or delivery of the entity’s own equity instruments.

a contractual obligation:

A financial liability is any liability that is:

- to deliver cash or another financial asset to another entity; or 
- to exchange financial assets or financial liabilities with another entity under conditions that are
potentially unfavourable to the entity; or

a contract that will or may be settled in the entity’s own equity instruments and is:

- a non-derivative for which the entity is or may be obliged to deliver a variable number of the
entity’s own equity instruments; or
- a derivative that will or may be settled other than by the exchange of a fixed amount of cash or
another financial asset for a fixed number of the entity’s own equity instruments. For this purpose
the entity’s own equity instruments do not include instruments that are themselves contracts for
the future receipt or delivery of the entity’s own equity instruments.

An equity instrument is any contract that evidences a residual interest in the assets of an entity after
deducting all of its liabilities.
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the part of the contingent settlement provision that could require settlement in cash or another
financial asset (or otherwise in such a way that it would be a financial liability) is not genuine; or
the issuer can be required to settle the obligation in cash or another financial asset (or otherwise
to settle it in such a way that it would be a financial liability) only in the event of liquidation of the
issuer.

currently has a legally enforceable right to set off the recognised amounts; and
intends either to settle on a net basis, or to realise the asset and settle the liability
simultaneously.

A financial instrument may require the entity to deliver cash or another financial asset, or otherwise to
settle it in such a way that it would be a financial liability, in the event of the occurrence or non-
occurrence of uncertain future events (or on the outcome of uncertain circumstances) that are beyond
the control of both the issuer and the holder of the instrument, such as a change in a stock market
index, consumer price index, interest rate or taxation requirements, or the issuer’s future revenues,
net income or debt-to-equity ratio. The issuer of such an instrument does not have the unconditional
right to avoid delivering cash or another financial asset (or otherwise to settle it in such a way that it
would be a financial liability). Therefore, it is a financial liability of the issuer unless:

When a derivative financial instrument gives one party a choice over how it is settled (eg the issuer or
the holder can choose settlement net in cash or by exchanging shares for cash), it is a financial asset
or a financial liability unless all of the settlement alternatives would result in it being an equity
instrument.

If an entity reacquires its own equity instruments, those instruments (‘treasury shares’) shall be
deducted from equity. No gain or loss shall be recognised in profit or loss on the purchase, sale, issue
or cancellation of an entity’s own equity instruments. Such treasury shares may be acquired and held
by the entity or by other members of the consolidated group. Consideration paid or received shall be
recognised directly in equity.

Interest, dividends, losses and gains relating to a financial instrument or a component that is a
financial liability shall be recognised as income or expense in profit or loss. Distributions to holders of
an equity instrument shall be debited by the entity directly to equity, net of any related income tax
benefit. Transaction costs of an equity transaction shall be accounted for as a deduction from equity,
net of any related income tax benefit.

A financial asset and a financial liability shall be offset and the net amount presented in the statement
of financial position when, and only when, an entity:
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