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The introduction of IFRS 9 Financial Instruments has significantly
transformed how financial assets are classified, measured, and assessed
for impairment. This article highlights the key differences between IFRS 9
and traditional accounting practices, focusing on loss recognition,
classification and measurement, and the overall impact on financial
reporting.

IFRS 9 vs. Traditional
Accounting Practices: What
Accountants Need to Know
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1. Loss Recognition
Traditional Approach (IAS 39): Losses were only recognized when there
was objective evidence of impairment, leading to delayed recognition.

Example: A loan of $100,000 impaired by $10,000.
       Dr. Impairment Loss           $10,000
       Cr. Loan Receivable           $10,000
Current Approach (IFRS 9): Introduces the Expected Credit Loss (ECL)
model, requiring organizations to recognize expected losses proactively.

Example: For a loan of $100,000 with a 5% default probability, the ECL
is $1,000.

       Dr. Expected Credit Loss Expense    $1,000
       Cr. Allowance for Credit Losses       $1,000
2. Classification and Measurement
Traditional Approach: Financial instruments were classified into
categories like Held-to-Maturity, Available-for-Sale, and Loans and
Receivables, affecting their measurement.

Example: A $50,000 bond classified as Available-for-Sale.
      Dr. Bond Investment              $50,000
      Cr. Cash                                    $50,000
Current Approach (IFRS 9): Simplifies classification into three
categories: Amortized Cost, FVOCI, and FVTPL.

Example for FVOCI:
      Dr. Bond Investment                $50,000
      Cr. Cash                                      $50,000
3. Hedge Accounting
Traditional Approach (IAS 39): Hedge accounting was complex and
limited, requiring strict criteria for designation.
Current Approach (IFRS 9): Provides a more flexible framework that
aligns better with risk management.

Example: For an interest rate swap, initial recognition might be:
       Dr. Derivative Asset            $X
       Cr. Cash                                $X
4. Impact on Financial Reporting
The shift to IFRS 9 leads to more volatile earnings, increased disclosure
requirements, and a proactive approach to recognizing losses.
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Key Differences
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Contact Us

Please note that this memo is for information purpose only and should not be construed as an advice. It does
not necessarily cover every aspect of the topics with which it deals. You should not act upon the contents of
this alert without receiving formal advice in your particular circumstances .

"Reach out and let's connect!"

Transitioning to IFRS 9 represents a significant change for accountants,
emphasizing a forward-looking approach to financial reporting. By
understanding these differences, accountants can better manage risks
and ensure compliance while providing clearer insights into their
organizations' financial health.

Next Steps for Accountants
Engage in Continuous Education: Stay updated on IFRS 9 best practices.
Collaborate with IT: Implement systems for effective ECL calculations.
Communicate with Stakeholders: Ensure a smooth transition and
understanding of new reporting requirements.

By adapting to these changes, accountants can position themselves for
success in a complex financial environment.
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