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This document is prepared based on Standards issued by the International Accounting Standards Board and 
interpretations that exist as of October 2016. As the Standard is still new, interpretations/views are continuously 
evolving and if such interpretations change from those documented in this guide, the contents of the guide may 
need to be updated. 
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1  I n T R o d u C T I o n

1.1 Background

In the fall of 2015, Canada’s credit unions embarked on a system-wide initiative to assist credit unions and 
Centrals to prepare for the transition to IFRS 9 including amended disclosures required under IFRS 7. The project 
was led by a Steering Committee of volunteer Central and credit union representatives supported by three 
Working Groups. The objective of the Working Groups was to identify IFRS 9 implementation issues relevant 
to credit unions and then develop practical approaches to address the identified issues. Working Groups were 
established for Classification and Measurement, Hedge Accounting and Impairment. KPMG assisted the Working 
Group discussions by providing technical accounting knowledge and emerging technical interpretation issues, 
industry knowledge and global interpretation insights. 

Any conclusions reached and interpretations provided regarding credit union or Central specific financial assets 
and business models represent the views and conclusions of the Working Groups.

This Guide focuses on the insights from the Classification and Measurement Working Group.

1.2  Purpose of this Guide

This Classification and Measurement Implementation Guide (the Guide) contains IFRS 9 classification and 
measurement and assessments in respect of financial assets commonly held by credit unions in Canada, 
as identified by the members of the Classification and Measurement Working Group. All credit unions are 
reminded that the Guide is not a substitute for individual credit unions and Centrals applying the classification 
and measurement principles in IFRS 9 to their specific financial assets. Rather the Guide is intended to assist 
by identifying key considerations. All features of the financial assets held by an individual credit union, and its 
business model(s), need to be carefully considered in arriving at classification and measurement conclusions 
under IFRS 9. 

1.3  structure and use of this Guide

This Guide has been divided into two sections that represent the fundamental topics of IFRS 9 Classification and 
Measurement:

•	 Solely payments of principal and interest (SPPI) analyses; and

•	 Business model assessments (BMA).

For the SPPI analyses, the Working Group identified products, i.e. financial assets that are representative of those 
in credit unions and Centrals across Canada. The common features that exist in each of the selected products 
have been analyzed and form the basis for providing guidance to credit unions and Centrals when performing 
their respective SPPI analyses. Credit unions have to review their financial assets very carefully and one should 
not assume that the financial instrument features and conclusions as outlined in this guide automatically apply to 
all financial instruments that seem similar by description.

InTRoduCTIon
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For the BMA, analyses were performed for both the credit unions and Centrals. Like the SPPI analyses, common 
business models were selected and form the basis of the analyses. The analyses provide guidance to assist credit 
unions and Centrals across Canada to assess their respective business models. 

Credit unions and Centrals must bear in mind that judgment is required when performing both the SPPI and 
BMA assessments. The assessment of business model and the SPPI criterion require judgment to ensure that 
financial assets are classified into the appropriate category. Deciding whether the SPPI criterion is met will require 
assessment of contractual provisions that do or may change the timing or amount of contractual cash flows. 
Hence further consultation, either with respective advisers or auditors, is encouraged.

The classification and measurement of Equity Securities for membership in the credit union system is an area of 
complex considerations, and the analysis is included as Appendix A to this document.
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2  T e C h n I C a l  R e q u I R e m e n T S  o F  I F R S  9

2.1  scope 

IFRS 9 largely carries forward the scope of IAS 39. Accordingly, financial instruments that are in the scope of IAS 
39 are also in the scope of IFRS 9. In addition, certain other instruments are included in the scope of IFRS 9. This 
is illustrated by the diagram below.

financial instruments  
that are in the  

scope of ias 39

Certain contracts that  
are subject to the  

own-use exemption

For the recognition and measurement  
of expected credit losses:

•	certain	loan	commitments	that	 
are not measured at FVTPL 

•	contract	assets	as	defined	by	IFRS	15

scope of ifRs 9

+ +

2.2  Recognition and derecognition

IFRS 9 incorporates without substantive amendments the requirements of IAS 39 for the recognition and 
derecognition of financial assets and financial liabilities. [IFRS 9.3]

However, IFRS 9 includes new guidance on write-offs of financial assets clarifying that a write-off constitutes a 
derecognition event for a financial asset or a portion thereof, and explaining when an asset (or a portion) should 
be written off. [IFRS 9.5.4.4, B3.2.16(r)]

In addition, IFRS 9 states that a modification of the terms of a financial asset may lead to its derecognition. [IFRS 
9.B5.5.25-26]

2.3 Classification of financial assets

2.3.1 Introduction

2.3.1.1 Overview of classification

IFRS 9 contains three principal measurement categories for financial assets, as illustrated below:

amortized cost fVoCi fVtPL 

Principal measurement categories

TeChnICal 
RequIRemenTS 

oF IFRS 9
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A financial asset is classified into a measurement category at inception and is reclassified only in rare 
circumstances.

The assessment as to how an asset should be classified is made on the basis of both the entity’s business model 
for managing the financial asset and the contractual cash flow characteristics of the financial asset. 

In addition, IFRS 9 provides presentation and designation options and other specific guidance for certain financial 
assets, as follows.

tyPe of finanCiaL asset CLassifiCation iMPaCt
Financial assets for which designation as at FVTPL eliminates or 
significantly reduces an accounting mismatch.

May be designated as at FVTPL

Investments in equity instruments that are not held for trading. Option to present changes in fair value  
in OCI

Certain credit exposures if a credit derivative that is measured 
at FVTPL is used to manage the credit risk of all, or part, of the 
exposure.

May be designated as at FVTPL

Financial assets that: 

•	 continue to be recognized in their entirety when a transfer 
of the financial asset does not qualify for derecognition; or

•	 continue to be recognized to the extent of their continuing 
involvement.

Specific guidance carried forward from  
IAS 39

IFRS 9 removes the existing categories of held-to-maturity, loans and receivables, and available-for-sale. It also 
removes the exception that allows certain equity investments, and derivatives linked to such investments, to be 
measured at cost.

The following diagram provides an overview of the classification of financial assets into the principal measurement 
categories, along with the presentation and designation options under IFRS 9.
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•	 Interest revenue, 
credit impairment and 
foreign exchange gain 
or loss recognised in 
P&L

•	 On derecognition, 
gains or losses 
recognised in P&L

•	 Interest revenue, credit impairment 
and foreign exchange gain or loss 
recognised in P&L (in the same 
manner as for amortised cost assets)

•	 Other gains and losses recognised 
in OCI

•	 On derecognition, cumulative gains 
and	losses	in	OCI	reclassified	to	P&L

•	 Changes 
in fair 
value 
recognised 
in P&L

•	 Dividends generally 
recognised in P&L

•	 Changes in fair value 
recognised in OCI

•	 No	reclassification	of	
gains and losses to P&L 
on derecognition and no 
impairment recognised in P&L 

financial assets in the scope of ifRs 9

are the asset’s contractual  
cash flows solely principal  

and interest?

Is the business model’s  
objective to hold to collect 

contractual cash flows?

fVtPL* fVoCi
(debt instruments)**

amortised cost**

Is the asset an equity  
investment? 

Is it held for trading?

Has the entity elected the  
OCI option (irrevocable)?

Is the business model’s  
objective achieved both by 

collecting contractual cash flows 
and	by	selling	financial	assets?	

No

Yes

No

No

No No

Yes

Yes
Yes

Yes

Yes

fVoCi
(equity instruments)

* Certain credit exposures can also be designated as at FVTPL if a credit derivative that is measured at FVTPL is used to manage the credit 
risk of all, or a part of, the exposure.

** Subject to an entity’s irrevocable option to designate such a financial asset as at FVTPL on initial recognition if, and only if, such designation 
eliminates or significantly reduces a measurement or recognition inconsistency.

oBseRVation – CLassifiCation ChanGes fRoM ias 39
Although the permissible measurement categories for financial assets – amortized cost, FVOCI and FVTPL – 
are similar to IAS 39, the criteria for classification into the appropriate measurement category are significantly 
different.

All financial assets will have to be assessed based on their cash flow characteristics and / or the business model 
in which they are held in order to determine their classification.

The overall impact of the new classification principles for financial assets will therefore vary from entity to entity 
based on these factors and what presentation and designation options an entity has elected under IAS 39 and 
will elect under IFRS 9.

For some entities, new processes will be needed to allocate financial assets to the appropriate measurement 
category.

No
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2.3.1.2 Amortized cost measurement category

A financial asset is classified as subsequently measured at amortized cost if it:

•	 meets the SPPI criterion; and

•	 is held within a business model whose objective is to hold financial assets in order to collect contractual 
cash flows.

2.3.1.3 FVOCI measurement category

A financial asset is classified as subsequently measured at FVOCI if it:

•	 meets the SPPI criterion; and

•	 is held in a business model in which assets are managed both in order to collect contractual cash flows and 
for sale.

2.3.1.4 FVTPL measurement category

All other financial assets, i.e. financial assets that do not meet the criteria for classification as subsequently 
measured at either amortized cost or FVOCI, are classified as subsequently measured at fair value, with changes 
in fair value recognized in profit or loss.

In addition, similar to IAS 39, an entity has the option at initial recognition to irrevocably designate a financial 
asset as at FVTPL if doing so eliminates or significantly reduces a measurement or recognition inconsistency, i.e. 
an ‘accounting mismatch’, that would otherwise arise from measuring assets or liabilities, or recognizing the gains 
or losses on them, on different bases.
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oBseRVation – ChanGes in the faiR VaLUe oPtion CoMPaRed to ias 39
IAS 39 allows entities an option to designate, on initial recognition, any financial asset or financial liability as at 
FVTPL if one or more of the following conditions are met:

a. doing so eliminates or significantly reduces an accounting mismatch;

b.  a group of financial assets, financial liabilities or both is managed and its performance is evaluated 
on a fair value basis, in accordance with a documented risk management or investment strategy, 
and information about the group is provided internally on that basis to the entity’s key management 
personnel, as defined in IAS 24 Related Party Disclosures; or

c.  the financial asset or financial liability is a hybrid contract that contains one or more embedded 
derivatives that might otherwise require separation (subject to certain conditions).

IFRS 9 retains only designation option (a) for financial assets. Options (b) and (c) have been removed for 
financial assets under IFRS 9, because:

•	 any financial asset that is managed on a fair value basis is mandatorily measured at FVTPL under IFRS 9; and

•	 option (c) was intended to reduce the costs of complying with the requirements for the separation of embedded 
derivatives, whereas under IFRS 9 embedded derivatives are not separated from a hybrid financial asset.

IFRS 9 retains all three designation options for financial liabilities, because the other requirements for the 
classification of financial liabilities have not substantively changed from IAS 39.

2.3.1.5 FVOCI election for equity instruments

At initial recognition, an entity may make an irrevocable election to present in OCI subsequent changes in the 
fair value of an investment in an equity instrument1 that is neither held for trading nor contingent consideration 
recognized by an acquirer in a business combination to which IFRS 3 Business Combinations applies. The 
election can be made on an instrument-by-instrument basis.

The accounting under this option is different from the accounting under the FVOCI category for debt 
instruments, because:

•	 the impairment requirements in IFRS 9 are not applicable;

•	 all foreign exchange differences are recognized in OCI; and

•	 amounts recognized in OCI are never reclassified to profit or loss.

Only dividend income is recognized in profit or loss.

The FVOCI election is generally available for all investments in equity instruments in the scope of IFRS 9 that are 
not held for trading. However, the election is not available for:

•	 investments in subsidiaries held by investment entities that are accounted for at FVTPL under IFRS 9; and

•	 investments in associates and joint ventures held by venture capital organizations or mutual funds that are 
measured at FVTPL under IFRS 9.

1 The term ‘equity instrument’ is defined in IAS 32 Financial Instruments: Presentation.
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2.3.2 Contractual cash flows assessment – the SPPI criterion

One of the criteria for determining whether a financial asset should be classified as measured at amortized cost 
or FVOCI is whether the cash flows from the financial asset meet the SPPI criterion, i.e. whether the contractual 
terms of the financial asset give rise, on specified dates, to cash flows that are solely payments of principal and 
interest.

A financial asset that does not meet the SPPI criterion is always measured at FVTPL, unless it is an equity 
instrument for which an entity applies the OCI election.

This section looks at the following aspects relating to the SPPI criterion assessment.

time value of money Contractual provisions that change the timing  
or amount of contractual cash flows

De minimis or non- 
genuine features

Meaning of ‘principal’ and ‘interest’

non-recourse assets Contractually linked  
instruments

examples of instruments that may or do not meet the sPPi criterion

2.3.2.1 Meaning of ‘principal’ and ‘interest’

Contractual cash flows that meet the SPPI criterion are consistent with a basic lending arrangement. In a basic 
lending arrangement, consideration for the time value of money and credit risk are typically the most significant 
elements of interest.

IFRS 9 defines the terms ‘principal’ and ‘interest’ as follows:

Principal Principal is the fair value of the financial asset at initial recognition. However, principal may 
change over time, e.g. if there are repayments of principal.

interest Interest is consideration for:

•	 the time value of money; and

•	 the credit risk associated with the principal amount outstanding during a particular period 
of time.

Interest can also include:

•	 consideration for other basic lending risks, e.g. liquidity risk, and costs, e.g. administrative 
costs; and

•	 a profit margin.

The assessment of whether the SPPI criterion is met is made for the currency in which the financial asset is denominated.
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oBseRVation – definition of ‘PRinCiPaL’ 
‘Principal’ is defined in a way that is not obvious. It is not the amount that is due under the contractual terms 
of an instrument, but rather the fair value of the financial asset at initial recognition. This means that an 
entity assesses the asset’s contractual cash flow characteristics by comparing the contractual cash flows to 
the amount that it actually invested. The principal may be different from the contractual par amount because 
principal is defined as the fair value on initial recognition.

Were it not for an exception introduced in IFRS 9, this definition of principal would have resulted in:

•	 the SPPI criterion generally not being met for assets with prepayment features, and that were acquired at a 
significant premium or discount to the contractual par amount; and consequently

•	 all such assets having to be classified as at FVTPL.

This is because, if such assets were prepaid early at the contractual par amount (plus accrued interest), 
the resulting cash flows would differ from the principal amount (plus accrued interest) as defined in IFRS 9. 
However, IFRS 9 provides an exception from this conclusion if the fair value of the prepayment feature is 
insignificant when the asset is initially recognized.

IFRS 9 provides the following guidance on specific contractual features and types of financial assets.

Contractual features that 
introduce exposure to risks 
or volatility unrelated to a 
basic lending arrangement

Financial assets containing such features do not meet the SPPI criterion. 
Examples include exposure to changes in equity prices or commodity prices.

De minimis or non-genuine 
features

Such contractual terms should be disregarded in the assessment.

Leverage Leverage increases the variability of the contractual cash flows such that they 
do not have the economic characteristics of interest, e.g. stand-alone options, 
forward contracts and swap contracts. Financial assets containing such features 
do not meet the SPPI criterion.

However, as for all contractual terms, leverage is subject to the de minimis 
assessment.

negative interest IFRS 9 acknowledges that in extreme economic circumstances, interest can be 
negative. This might be the case if:

•		the	holder	of	a	financial	asset	either	implicitly	or	explicitly	pays	for	the	deposit	
of its money for a particular period of time; and

•		that	fee	exceeds	the	consideration	that	the	holder	receives	for	the	time	value	
of money, credit risk and other basic lending risks and costs.

Financial assets on which interest is negative may meet the SPPI criterion.
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oBseRVation – eMBedded deRiVatiVes and theiR iMPaCt on the sPPi assessMent
Under IFRS 9, embedded derivatives in a hybrid contract with a host that is a financial asset in the scope of 
IFRS 9 are not separated from the host contract, but are included in assessing whether the cash flows of the 
hybrid contract meet the SPPI criterion.

Under IAS 39, an embedded derivative is always separated from a host debt instrument if its economic 
characteristics are not closely related to those of the host. In many such cases, the embedded derivative, and 
therefore the hybrid contract in its entirety, is likely to contain cash flows that are not payments of principal 
and interest – and so would not meet the SPPI criterion. Accordingly, although the separated host contract in 
such cases may have been eligible for measurement at amortized cost under IAS 39, under IFRS 9 the entire 
hybrid contract is measured at FVTPL.

2.3.2.2 Time value of money

The time value of money is the element of interest that provides consideration only for the passage of time and 
not for other risks and costs associated with holding the financial asset.

To assess whether an element provides consideration only for the passage of time, an entity uses judgment and 
considers relevant factors, e.g. the currency in which the financial asset is denominated and the period for which 
the interest rate is set.

Modified time value of money

IFRS 9 introduces the concept of ‘modified time value of money’, explaining that the time value of money may be 
modified, i.e. the relationship between the passage of time and the interest rate may be imperfect. 

It gives the following examples:

•	 if the asset’s interest rate is periodically reset but the frequency of that reset does not match the tenor of the 
interest rate, e.g. the interest rate resets every month to a one-year rate; or

•	 if the asset’s interest rate is periodically reset to an average of particular short-term and long-term rates.

An entity assesses the modified time value of money feature to determine whether it meets the SPPI criterion.

The objective of the assessment is to determine how different the undiscounted contractual cash flows could 
be from the undiscounted cash flows that would arise if the time value of money element was not modified (the 
benchmark cash flows). If the difference could be significant, the SPPI criterion is not met. The entity considers 
the effect of the modified time value of money element in each reporting period and cumulatively over the life of 
the financial instrument.

In some cases, an entity may be able to make this determination by performing only a qualitative assessment. In 
other cases, it may be necessary to perform a quantitative assessment.

In making the assessment, an entity has to consider factors that could affect future contractual cash flows. For 
example, the relationship between the benchmark cash flows and the contractual cash flows could change over 
time. However, the entity only considers reasonably possible scenarios rather than every possible scenario. The 
reason for the interest rate being set in a particular way is irrelevant to the analysis.
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An entity will have to undertake a comprehensive review of its financial instruments, e.g. loan documentation, to 
identify contractual terms that modify the time value of money element. As part of the review, it may consider 
changing its business practices by amending ‘problematic’ contractual terms to enable this type of financial asset 
to be measured at amortized cost in the future. 

exaMPLes – Modified tiMe VaLUe of Money
interest rate resetting every month to a one-year rate

Company X holds an asset with a variable interest rate that is reset every month to a one-year rate.

To assess the modified time value of money feature, X compares the financial asset to a financial asset with 
identical contractual terms and identical credit risk – except that the variable interest rate is reset monthly to a 
one-month rate.

If the modified time value of money element could result in undiscounted contractual cash flows that are 
significantly different from the undiscounted benchmark cash flows, the SPPI criterion is not met.

Constant maturity bond

Company Y holds a constant-maturity bond with a five-year term and a variable interest rate that is reset semi-
annually to a five-year rate. The interest rate curve at the time of initial recognition is such that the difference 
between a five-year rate and a semi-annual rate is insignificant.

The benchmark instrument would be the one that resets semi-annually to a semi-annual interest rate. The 
fact that the difference between a five-year rate and a semi-annual rate is insignificant at the time of initial 
recognition does not in itself enable Y to conclude that the modification of the time value of money results in 
contractual cash flows that are not significantly different from a benchmark instrument.

Y has to consider whether the relationship between the five-year interest rate and the semi-annual interest rate 
could change over the life of the instrument such that the undiscounted contractual cash flows over the life of 
the instrument could be significantly different from the undiscounted benchmark cash flows.

Regulated interest rates

IFRS 9 recognizes that, in some jurisdictions, the government or a regulatory authority sets interest rates. In 
some of these cases, the objective of the time value of money element is not to provide consideration for only 
the passage of time.

In spite of the general requirements for the modified time value of money, a regulated interest rate is considered 
to be a proxy for the time value of money if it:

•	 provides consideration that is broadly consistent with the passage of time; and

•	 does not introduce exposure to risks or volatility in cash flows that are inconsistent with a basic lending 
arrangement.
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2.3.2.3 Contractual provisions that change the timing or amount of contractual cash flows

Contractual cash flows of some financial assets may change over their lives. For example, an asset may have a 
floating interest rate. Also, in many cases an asset can be prepaid or its term extended.

For such assets, an entity determines whether the contractual cash flows that could arise over the life of the 
instrument meet the SPPI criterion. It does so by assessing the contractual cash flows that could arise both 
before and after the change in contractual cash flows.

In some cases, contractual cash flows may change on the occurrence of a contingent event. In these cases, an 
entity assesses the nature of the contingent event. Although the nature of the contingent event in itself is not a 
determinative factor in assessing whether the contractual cash flows meet the SPPI criterion, it may be an indicator.

The standard provides the following examples of contractual terms that change the timing or amount of 
contractual cash flows and meet the SPPI criterion.

exaMPLes – ContRaCtUaL ChanGes in tiMinG oR  
aMoUnt of Cash fLows that Meet the sPPi CRiteRion
Variable interest 
rate

A variable interest rate that consists of consideration for:

•	 the time value of money;

•	 the credit risk associated with the principal amount outstanding during a particular 
period of time (the consideration for credit risk may be determined at initial 
recognition only, and so may be fixed);

•	 other basic lending risks, e.g. liquidity risk, and costs, e.g. administrative costs, and

•	 a profit margin.

Prepayment 
feature

A prepayment feature:

•	 that permits the issuer (i.e. the debtor) to prepay a debt instrument or permits the 
holder (i.e. the creditor) to put the debt instrument back to the issuer before maturity; 
and

•	 whose prepayment amount substantially represents unpaid amounts of principal 
and interest on the principal amount outstanding – which may include reasonable 
additional compensation for the early termination of the contract.

term extension 
feature

A term extension feature that:

•	 permits the issuer or the holder to extend the contractual term of a debt instrument, 
i.e. an extension option, and

•	 results in contractual cash flows during the extension period that are solely payments 
of principal and interest on the principal amount outstanding – which may include 
reasonable additional compensation for the extension of the contract.

An instrument whose interest rate is reset to a higher rate if the debtor misses a particular payment may meet 
the SPPI criterion because of the relationship between missed payments and an increase in credit risk.
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This can be contrasted with contractual cash flows that are indexed to the debtor’s performance, e.g. net 
income. In such cases, the contractual feature would generally reflect a return that is inconsistent with a basic 
lending arrangement and would not meet the SPPI criterion unless the indexing results in an adjustment that only 
compensates the holder for changes in the credit risk of the instrument.

oBseRVation – VaRiaBLe CoMPensation foR CRedit RisK
In many cases, the component of a variable interest rate that represents compensation for credit risk is fixed at 
initial recognition. However, in some cases this may not be the case and the compensation for credit risk may 
vary in response to perceived changes in the creditworthiness of the borrower, e.g. if covenants are breached.

If there are variations in the contractual cash flows of an instrument related to credit risk, then an entity 
considers whether the variations can be regarded as compensation for credit risk, and therefore whether the 
instrument may meet the SPPI criterion.

oBseRVation – PRePayMent at faiR VaLUe with ‘MaKe-whoLe’ CLaUses
A bond may contain a ‘make-whole’ clause, e.g. on early termination, the exercise price is based on the higher of:

•	 the fair value of future payments of principal and interest; and

•	 the principal amount plus accrued interest.

In this case, it appears that it is possible that the SPPI criterion may be met. This is because the additional 
amount payable under the make-whole clause if the fair value is higher may represent reasonable additional 
compensation for early termination.

oBseRVation – MUtUaL aGReeMent to MaKe ChanGes to the ContRaCt
Sometimes, a contract may include a clause that provides for the parties to mutually agree to make specified 
changes to the terms of the contract at some point in the future. It appears that if a change of terms is subject 
to the future free and unconstrained mutual agreement of both parties, then it is not a cash flow characteristic 
that is included in the initial SPPI assessment. Such a clause would not preclude the contract from meeting the 
SPPI criterion.

exPosURe dRaft: PayMent featURes with neGatiVe CoMPensation
In April 2017, the IASB decided to propose a narrow exception to IFRS 9 for particular financial assets that 
would otherwise have contractual cash flows that are SPPI but do not meet that condition only as a result of a 
prepayment feature. 

For example, certain contractual terms could permit (or require) the issuer to prepay a debt instrument at 
a variable amount that could be more or less than unpaid amounts of principal and interest, such as at the 
instrument’s current fair value or at an amount that reflects the remaining contractual cash flows discounted 
at the current market interest rate. As a result of such a contractual prepayment feature, the lender could be 
forced to accept a prepayment amount that is substantially less than unpaid amounts of principal and interest. 
Such a prepayment amount would, in effect, include an amount that reflects a payment to the issuer by the 
lender (instead of compensation from the issuer to the lender) even though the issuer chose to terminate the 
contract early. Applying IFRS 9, those contractual cash flows are not SPPI, and therefore the financial assets 
would be measured at FVTPL. 
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However, applying the proposals, financial assets that meet the following conditions would be eligible to be 
measured at amortized cost or at FVOCI, subject to the assessment of the business model in which they are held:

a)  The prepayment amount is inconsistent with the general guidance on prepayment features (i.e. IFRS 
9.B4.1.11(b)) only because the party that chooses to terminate the contract early (or otherwise causes the 
early termination to occur) may receive reasonable additional compensation for doing so; and

b)  When the entity initially recognizes the financial asset, the fair value of the prepayment feature is insignificant. 

The proposals are detailed in Exposure Draft ED/2017/3, which is available for comment until May 24, 2017. 
Credit unions that have financial assets that could be impacted by this proposal are encouraged to monitor 
developments relating to this Exposure Draft. It should however be noted that the proposals specifically do not 
apply to instruments that are prepayable at their current fair value (such as SaskCentral’s term liquidity deposits 
– see details in Section 3.11.2 of this Implementation Guide). [Exposure Draft BC18].

2.3.2.4 De minimis or non-genuine features

A contractual cash flow characteristic does not affect the classification of a financial asset if it could have only 
a de minimis effect on the contractual cash flows of the financial asset. To make this determination, an entity 
considers the possible effect of the contractual cash flow characteristic in each reporting period and cumulatively 
over the life of the financial asset.

Additionally, if a contractual cash flow characteristic could have an effect on the contractual cash flows that is 
more than de minimis (either in a single reporting period or cumulatively) but that cash flow characteristic is not 
genuine, then it does not affect the classification of a financial asset. A cash flow characteristic is not genuine if it 
affects the instrument’s contractual cash flows only on the occurrence of an event that is extremely rare, highly 
abnormal and very unlikely to occur.

2.3.2.5 Non-recourse assets

In some cases, a financial asset may have contractual cash flows that are described as principal and interest but 
that do not represent the payment of principal and interest. 

This may be the case if the financial asset represents an investment in particular assets or cash flows and, as a 
result, the contractual cash flows do not meet the SPPI criterion. For example, if the contractual terms stipulate 
that the financial asset’s cash flows increase as more cars use a particular toll road, such terms are inconsistent 
with a basic lending arrangement.

This may also be the case when a creditor’s claim is limited to specified assets of the debtor or to the cash flows 
from specified assets. However, the fact that a financial asset is non-recourse does not in itself mean that the 
SPPI criterion is not met. In this case, the holder of the asset has to assess (‘look through to’) the underlying 
assets or cash flows to determine whether the terms of the non-recourse asset give rise to other cash flows or 
limit the cash flows so that they are not consistent with the SPPI criterion. Whether the underlying assets are 
financial or non-financial assets does not in itself affect this assessment.

An instrument would not fail to meet the SPPI criterion simply because it is ranked as being subordinate to 
other instruments issued by the same entity. An instrument that is subordinated to other instruments may meet 
the SPPI criterion if the debtor’s non-payment is a breach of contract and the holder has a contractual right to 
unpaid amounts of principal and interest, even in the event of the debtor’s bankruptcy.
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2.3.2.6 Contractually linked instruments

IFRS 9 provides specific guidance for circumstances in which an entity prioritizes payments to the holders of 
multiple contractually linked instruments that create concentrations of credit risk, i.e. tranches. The right to 
payments on more junior tranches depends on the issuer generating sufficient cash flows to pay more senior 
tranches. IFRS 9 requires a look-through approach to determine whether the SPPI criterion is met.

The following flow chart illustrates how an entity determines whether a tranche meets the SPPI criterion.

YES

YES

NO

YES

NO

YES

NO

NO
Do the contractual terms of the tranche meet the SPPI criterion 

(without looking through to the underlying pool of financial instruments)?

Tranche meets the SPPI criterion

Is the exposure to credit risk inherent in the tranche equal to or less 
than the exposure to credit risk of the underlying pool of financial 

instruments?

Tranche 
does not 
meet the 

SPPI 
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Can the pool change later in a way that would not 
meet conditions (A) and (B)?

Instruments that meet the SPPI criterion 
(the pool has to contain at least one such instrument)

Does the underlying pool of financial instruments contain only...

and, potentially...

Other instruments (usually derivatives) that:

• reduce the cash flow variability of the instruments under 
(A) so that the combined cash flows meet the SPPI criterion – 
e.g. interest rate caps and floors, credit protection; or

• align the cash flows of the tranches with the cash flows of the
instruments under (A) to address differences in whether interest 
rates are fixed of floating, or in the currency or timing of cash 
flows

 

A

B
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In performing the assessment of financial instruments in the underlying pool, a detailed instrument-by-instrument 
analysis of the pool may not be necessary. However, an entity has to use judgment and perform sufficient analysis 
to determine whether the SPPI criterion is met. In performing the analysis, an entity also considers IFRS 9’s 
guidance on de minimis or non-genuine features.

The look-through approach is carried through to the underlying pool of instruments that create, rather than pass 
through, the cash flows. For example, if an entity invests in contractually linked notes issued by a special purpose 
entity SPE 1, whose only asset is an investment in contractually linked notes issued by SPE 2, then the entity looks 
through to the assets of SPE 2 in performing the assessment.

If an entity is not able to make an assessment based on the above criteria, then it measures its investment in the 
tranche at FVTPL.

exaMPLe – ContRaCtUaLLy LinKed instRUMents
Company W, a limited-purpose entity, has issued two tranches of debt that are contractually linked. The Class 
I tranche amounts to 15 and the Class II tranche amounts to 10. Class II is subordinate to Class I, and receives 
distributions only after payments have been made to the holders of Class I. W’s assets are a fixed pool of loans 
of 25, all of which meet the SPPI criterion.

Investor X has invested in Class I, X determines that, without looking through the underlying pool, the 
contractual terms of the tranche give rise only to payments of principal and interest.

X then has to look through to the underlying pool of investments of W. Because W has invested in loans that 
meet the SPPI criterion, the pool contains at least one instrument with cash flows that are solely principal and 
interest. W has no other financial instruments, and is not permitted to acquire any other financial instruments. 
Therefore, the underlying pool of financial instruments held by W does not have features that would prohibit 
the tranche from meeting the SPPI criterion.

The last step in the analysis is for X to assess whether the exposure to credit risk inherent in the tranche is 
equal to or lower than the exposure to credit risk of the underlying pool of financial instruments. Because the 
Class I notes are the most senior tranche, the credit rating of the tranche is higher than the weighted-average 
credit rating of the underlying pool of loans. Accordingly, X concludes that Class I meets the SPPI criterion.

Investor Y has invested in Class II. This tranche is the most junior tranche and does not meet the credit risk 
criterion. Therefore, Investor Y measures any investment in Class II at FVTPL. 

In some cases, the financial assets in the pool may be collateralized by assets that would not themselves meet 
the SPPI criterion, e.g. loans secured against real estate or equity instruments, and, if the debtor defaults, then 
the issuer may take possession of that collateral. IFRS 9 clarifies that this ability to take possession of such assets 
is disregarded when assessing whether the tranche satisfies the SPPI criterion, unless the entity acquired the 
tranche with the intention of controlling the collateral. 

The underlying pool may include derivative instruments that align the cash flows of a tranche with the cash flows 
of the underlying instruments, or that reduce cash flow variability. The allocation of gains and losses that arise 
from market risk on derivative instruments in the pool may be relevant in determining whether the contractual 
terms of a tranche itself give rise to cash flows that are solely payments of principal and interest. For example, if 
the cash flows from an interest rate swap included in the pool were allocated to a tranche to provide investors in 
the tranche with a return based on two-times LIBOR, then the tranche would not meet the SPPI criterion.
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2.3.2.7 Examples of instruments that may or do not meet the SPPI criterion

exaMPLes – instRUMents foR whiCh the sPPi CRiteRion May Be Met
example in ifRs 9 analysis

A bond with a stated maturity and 
payments of principal and interest 
linked to an unleveraged inflation 
index of the currency in which 
the instrument is issued.  The 
principal amount is protected.  
This linkage resets the time value 
of money to the current level.

Linking payments of principal and interest to an unleveraged inflation index 
resets the time value of money to a current level, so the interest rate on 
the instrument reflects ‘real’ interest.  Therefore, the interest amounts 
are consideration for the time value of money on the principal amount 
outstanding.

It appears that the SPPI criterion would be met even when there is no 
principal protection clause, i.e. the principal amount repayable is reduced 
in line with any cumulative reduction in the inflation index, because this 
would merely indicate that a component of the time value of money 
associated with the period during which the instrument is outstanding 
could be negative. 

An instrument with a stated 
maturity and variable interest 
for which the borrower can 
choose a market interest rate that 
corresponds to the reset period 
on an ongoing basis.

The fact that the interest rate is reset during the life of the instrument 
does not disqualify the instrument from meeting the SPPI criterion.  
However, if the borrower was able to choose to pay the one-month LIBOR 
rate for a three-month term without reset each month, then the time 
value of money element would be modified and an appropriate assessment 
would have to be made.

A bond with variable interest that 
is subject to an interest cap.

The instrument is a combination of a fixed-and-floating-rate bond, as a cap 
reduces the variability of cash flows.

A full-recourse loan secured by 
collateral.

The fact that a full-recourse loan is secured by collateral does not affect 
the analysis.

A fixed interest rate bond, all of 
whose contractual cash flows are 
non-discretionary, but whose issuer 
is subject to legislation that permits 
or requires a national resolving 
authority to impose losses on 
holders of particular instruments 
(including this instrument) in 
particular circumstances, e.g. if 
the issuer is having severe financial 
difficulties or additional regulatory 
capital is required.

The holder analyses the contractual terms of the instrument to determine 
whether it meets the SPPI criterion.  This analysis does not consider the 
payments that result from the national resolving authority’s power to 
impose losses on the holders of the instrument, because these powers, 
and the resulting payments, are not contractual terms of the financial 
instrument.  Accordingly, such powers do not impact the analysis of 
whether the asset meets the SPPI criterion.

However, a contractual feature that specifies that all or some of the 
principal and interest should or may be written off if a specified event 
occurs, e.g. if the issuer has insufficient regulatory capital or is at a point 
of non-viability, would be relevant to the SPPI assessment; accordingly, a 
contractual bail-in feature could cause an instrument to fail to meet the 
SPPI criterion.
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exaMPLes – instRUMents foR whiCh the sPPi CRiteRion is not Met
example in ifRs 9 analysis

A bond that is convertible 
into a fixed number of equity 
instruments of the issuer.

The SPPI criterion is not met because the return on the bond is not just 
consideration for the time value of money and credit risk but also reflects 
the value of the issuer’s equity.

An inverse floating interest rate 
loan, e.g. the interest rate on the 
loan increases if an interest rate 
index decreases.

The SPPI criterion is not met because interest has an inverse relationship 
to market rates and so does not represent consideration for the time value 
of money and credit risk.

A perpetual instrument that is 
callable at any time by the issuer 
at par plus accrued interest, but 
for which interest is only payable 
if the issuer remains solvent after 
payment and any deferred interest 
does not accrue additional interest.

The SPPI criterion is not met because the issuer may defer payments and 
additional interest does not accrue on the amounts deferred.  As a result, 
the holder is not entitled to consideration for the time value of money and 
credit risk.  However, the fact that an instrument is perpetual does not 
preclude it from meeting the SPPI criterion.

2.3.3 Business model assessment

2.3.3.1 Overview of the business models

A business model assessment is needed for financial assets that meet the SPPI criterion, to determine whether 
they meet the criteria for classification as subsequently measured at amortized cost or FVOCI. 

Financial assets that do not meet the SPPI criterion are classified as at FVTPL irrespective of the business model 
in which they are held, except for investments in equity instruments, for which an entity may elect to present 
gains and losses in FVOCI.

The term ‘business model’ refers to the way an entity manages its financial assets in order to generate cash flows. 
That is, the entity’s business model determines whether cash flows will result from collecting contractual cash 
flows, selling the financial assets or both. IFRS 9 provides detailed guidance on how to assess the business model.
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The following table summarizes the key features of each type of business model and the resultant measurement 
category.

BUsiness ModeL Key featURes MeasUReMent CateGoRy
held-to-collect •	 The objective of the business model is to 

hold assets to collect contractual cash 
flows

•	 Sales are incidental to the objective of the 
model

•	 Typically lowest sales (in frequency and 
volume)

Amortized cost*

Both held-to-collect and 
for-sale

•	 Both collecting contractual cash flows 
and sales are integral to achieving the 
objective of the business model

•	 Typically more sales (in frequency and 
volume) than held-to-collect business 
model

FVOCI*

other business models, 
including:

•	 trading

•	 managing assets on a 
fair value basis

•	 maximizing cash 
flows through sale

•	 Business model is neither held-to-collect 
nor held-to-collect and for-sale

•	 Collection of contractual cash flows is 
incidental to the objective of the model

FVTPL**

* Subject to meeting the SPPI criterion and the fair value option.

** SPPI criterion is irrelevant – assets in all such business models are measured at FVTPL.

2.3.3.2 Assessing the business model

The business model is determined at a level that reflects the way groups of financial assets are managed together 
to achieve a particular business objective. An entity’s business model does not depend on management’s 
intentions for an individual instrument. Accordingly, this condition is not an instrument-by-instrument approach 
to classification, but should be determined at a higher level of aggregation.

However, the assessment is not performed at the entity level, and an entity may have more than one business 
model for managing financial instruments. Also, in some circumstances, it may be appropriate to separate a 
portfolio of financial assets into sub-portfolios, e.g. if an entity acquires a portfolio of loans and manages some of 
the loans to collect their contractual cash flows and manages others with the objective of selling them.
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The assessment is not performed on the basis of scenarios that the entity does not reasonably expect to occur, 
for example ‘worst case’ scenarios. For example, if an entity expects that it will sell a particular portfolio of 
financial assets only in a stress case scenario, then that scenario will not affect the assessment of the business 
model for those assets if it is not reasonably expected that such a scenario will occur.

IFRS 9 states that an entity’s business model for managing the financial assets is a matter of fact and is typically 
observable through particular activities that the entity undertakes to achieve the objectives of the business model.

Relevant and objective evidence

An entity assesses all relevant and objective evidence that is available at the date of the assessment to determine 
the business model for particular financial assets.

The following are examples of relevant and objective evidence:

•	 how the performance of the business model (and the financial assets held within that business model) are 
evaluated and reported to the entity’s key management personnel;

•	 the risks that affect the performance of the business model (and the financial assets held within that business 
model) and the way those risks are managed; and

•	 how managers of the business are compensated, e.g. whether the compensation is based on the fair value of 
the assets managed or the contractual cash flows collected.

In addition, an entity considers the frequency, volume and timing of sales in prior periods, the reasons for such 
sales, and its expectations about future sales activity. However, information about sales activity is not considered in 
isolation, but as part of a holistic assessment of how the entity’s stated objective for managing the financial assets is 
achieved and how cash flows are realized. Therefore, an entity considers information about past sales in the context 
of the reasons for those sales, and the conditions that existed at that time as compared to current conditions.
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oBseRVation – JUdGMent needed foR BUsiness ModeL assessMent 
Although IFRS 9 states that an entity’s business model for managing financial assets is a matter of fact, it also 
acknowledges that judgment is needed to assess the business model for managing particular financial assets.

For example, the standard does not include ‘bright lines’ for assessing the impact of sales activity, but instead 
requires an entity to consider:

•	 the significance and frequency of sales activity; and

•	 whether sales activity and the collection of contractual cash flows are each integral or incidental to the 
business model.

Examples of portfolios where judgment is likely to be required include portfolios of instruments that are held for 
liquidity management and those supporting a business model objective of providing insurance or pension benefits. 

In preparing to apply IFRS 9, entities will have to identify and assess their business models for managing 
financial assets and document their conclusions. To do this, they may also need to:

•	 enhance their documentation of the relevant business objectives and operating policies; and

•	 establish processes and controls over gathering and assessing relevant and objective evidence, to support 
their assessments on an ongoing basis, e.g. reviewing actual and expected levels of sales activity.

oBseRVation – data needed foR BUsiness ModeL assessMent 
Under IAS 39, an entity does not need to consider the business model for managing financial assets in a way 
that is similar to IFRS 9.  IAS 39 requires an assessment of whether a financial asset is held for trading or 
whether the entity intends to hold a particular financial asset to maturity, but otherwise does not generally 
require an assessment of past levels of sales and expected future levels.

Accordingly, entities may not have readily available historic data on the frequency and significance of sales, and 
collecting it may require effort.

Cash flows realized differently from expectations

If cash flows are realized in a way that is different from the expectations at the date on which the entity assessed 
the business model, e.g. if more or fewer financial assets are sold than was expected when the assets were 
classified, then this does not:

•	 give rise to a prior-period error in the entity’s financial statements; or

•	 change the classification of the remaining financial assets held in that business model, i.e. those assets that 
the entity recognized in prior periods and still holds, 

as long as the entity considered all relevant and objective information that was available when it made the 
business model assessment.

However, when an entity assesses the business model for newly acquired financial assets, it considers information 
about the way cash flows were realized in the past, along with other relevant information.
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oBseRVation – the ‘taintinG’ notion 
IAS 39 has a ‘tainting’ notion for the held-to-maturity measurement category.  There is no similar notion under 
IFRS 9, i.e. subsequent sales do not result in the reclassification of existing assets measured at amortized cost, 
as long as an entity considered all relevant and objective information that was available when it made the 
business model assessment.

2.3.3.3 Held-to-collect business model

Financial assets in a held-to-collect business model are managed to realize cash flows by collecting payments of 
principal and interest over the life of the instruments. That is, the assets held within the portfolio are managed to 
collect the contractual cash flows.

An entity need not hold all of these assets until maturity. Therefore, a business model’s objective can be to hold 
financial assets to collect contractual cash flows even when some sales of financial assets have occurred or are 
expected to occur.

IFRS 9 gives the following examples of sales that may be consistent with the held-to-collect business model.

•	 The sales are due to an increase in the credit risk of a financial asset.

•	 The sales are infrequent (even if significant), or are insignificant individually and in aggregate (even if 
frequent).

•	 The sales take place close to the maturity of the financial asset and the proceeds from the sales approximate 
the collection of the remaining contractual cash flows.

An increase in the frequency or value of sales in a particular period is not necessarily inconsistent with a held-
to-collect business model if an entity can explain the reasons for those sales and why those sales do not reflect a 
change in the entity’s objective for the business model.

Sales made in managing concentrations of credit risk (without an increase in the asset’s credit risk) are assessed 
in the same way as any other sales made in the business model. Also, it is irrelevant to the assessment whether a 
third party imposes the requirement to sell the financial assets, or whether the sale is at the entity’s discretion.

exaMPLe – iMPaCt of seCURitization on the BUsiness ModeL assessMent 
A securitization vehicle, which is consolidated by the entity originating the loans, issues notes to investors.  The 
vehicle receives the contractual cash flows on the loans from the originating entity (its parent) and passes them 
on to investors in the notes.

IFRS 9 concludes that, from the consolidated group’s perspective, the loans are originated with the objective 
of holding them to collect contractual cash flows.  The fact that the consolidated group entered into an 
arrangement to pass cash flows to external investors, and so does not retain cash flows from the loans, does 
not preclude a conclusion that the loans are held in a held-to-collect business model.

IFRS 9 also concludes that the originating entity has an objective of realizing cash flows on the loan portfolio by 
selling the loans to the securitization vehicle, so for the purposes of the separate financial statements it would 
not be considered to be managing this portfolio in order to collect the contractual cash flows.
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2.3.3.4 Both held-to-collect and for-sale business model

An entity may hold financial assets in a business model whose objective is achieved by both collecting contractual 
cash flows and selling financial assets. In this type of business model, the entity’s key management personnel have 
made a decision that both of these activities are integral to achieving the objective of the business model.

Possible examples of such a business model, given by IFRS 9, include:

•	 a financial institution holding financial assets to meet its everyday liquidity needs; and

•	 an insurer holding financial assets to fund insurance contract liabilities.

A business model whose objective is achieved by both collecting contractual cash flows and selling financial 
assets will typically involve a greater frequency and value of sales than a held-to-collect business model. This is 
because selling financial assets is integral to achieving the business model’s objective, rather than only incidental 
to it. However, there is no threshold for the frequency or amount of sales that have to occur in this business 
model, because both of these activities are integral to achieving its objective.

IFRS 9 clarifies that collecting contractual cash flows, or selling financial assets, or both, may not be the objective 
of the business model in itself. In particular, for the held-to-collect and for-sale category, the business model 
is often to hold a portfolio of liquid assets in order to meet expected or unexpected commitments, or to fund 
anticipated acquisitions. The classification of those financial assets focuses not on the business model itself but 
rather on the way that the assets are managed in order to meet the objectives of the business model.

2.3.3.5 Other business models

Financial assets held in any other business model are measured at FVTPL (except when an entity elects to present 
in OCI subsequent changes in the fair value of an investment in an equity instrument).

Examples include:

•	 assets managed with the objective of realizing cash flows through sale;

•	 a portfolio that is managed, and whose performance is evaluated, on a fair value basis; and

•	 a portfolio that meets the definition of ‘held-for-trading’.2

2 A financial asset or financial liability is held for trading if: 1) it is acquired or incurred principally for the purpose of selling or repurchasing 
it in the near term; 2) on initial recognition, it is part of a portfolio of identified financial instruments that are managed together and for 
which there is evidence of a recent actual pattern of short-term profit-taking; or 3) it is a derivative (except for a derivative that is a financial 
guarantee contract or a designated and effective hedging instrument).
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2.4 Classification of financial liabilities

2.4.1 Overview of classification

IFRS 9 retains almost all of the existing requirements from IAS 39 on the classification of financial liabilities, 
including those relating to embedded derivatives.

Under IFRS 9, financial liabilities are classified as subsequently measured at amortized cost, except for the 
following instruments:

finanCiaL LiaBiLities that aRe not MeasURed at aMoRtized Cost
Financial liabilities that are held for trading, including derivatives

Financial liabilities that are designated as at FVTPL on initial recognition

Financial liabilities that arise when a transfer of a financial asset does not qualify for derecognition or when the 
continuing involvement approach applies

Contingent consideration recognized by an acquirer in a business combination

Financial guarantee contracts

Commitments to provide a loan at a below-market interest rate

Financial liabilities at FVTPL can be divided into the following sub-categories: 1) financial liabilities that are held 
for trading (including derivatives); and 2) financial liabilities that on initial recognition are designated as at FVTPL.

The following diagram outlines the general requirements for the classification and measurement of financial 
liabilities under IFRS 9. 
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2.4.2 Fair value option for financial liabilities

IFRS 9 retains the option in IAS 39 to designate irrevocably on initial recognition a financial liability as at FVTPL. 
As under IAS 39, this ‘fair value option’ is subject to the following eligibility criteria:

•	 The designation has to eliminate or significantly reduce a measurement or recognition inconsistency that 
would otherwise arise from measuring assets or liabilities, or from recognizing the gains and losses on them, 
using different bases.

•	 A group of financial liabilities, or a group of financial assets and financial liabilities, has to be managed, 
and its performance evaluated, on a fair value basis in accordance with a documented risk management 
or investment strategy. Information about the group is provided internally on that basis to the entity’s key 
management personnel.

•	 If a contract contains one or more embedded derivatives and the host is not a financial asset in the scope 
of IFRS 9, then an entity may designate the entire hybrid (combined) contract as at FVTPL. However, this 
does not apply if the embedded derivative is insignificant, or if it is obvious that separation of the embedded 
derivative would be prohibited. 
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Under IAS 39, all fair value changes on liabilities designated under the fair value option are recognized in profit or 
loss. However, under IFRS 9, fair value changes are presented as follows:

•	 the amount of change in the fair value that is attributable to changes in the credit risk of the liability is 
presented in OCI (for the measurement of changes in credit risk); and

•	 the remaining amount of change in the fair value is presented in profit or loss.

Amounts presented in OCI are never reclassified to profit or loss. This prohibition applies even if such a gain or 
loss is realized by settling or repurchasing the liability at fair value. However, an entity may transfer the cumulative 
gain or loss within equity.

There are two exceptions to this split presentation:

•	 if split presentation would create or enlarge an accounting mismatch in profit or loss; or

•	 if the financial liability is a loan commitment or a financial guarantee contract.

In these cases, all gains and losses are presented in profit or loss.

2.4.2.1 Would split presentation create or enlarge an accounting mismatch?

To determine whether split presentation would create or enlarge an accounting mismatch in profit or loss, an 
entity assesses whether it expects that the changes in the financial liability’s credit risk will be offset in profit or 
loss by a change in the fair value of another financial instrument measured at FVTPL. The determination is based 
on an economic relationship between the characteristics of the financial liability and the characteristics of the 
other financial instrument.

The entity makes this determination at initial recognition, and does not reassess it. However, the entity need 
not enter into all of the financial instruments giving rise to an accounting mismatch at exactly the same time. A 
reasonable delay is allowed, provided that any remaining transactions are expected to occur.

oBseRVation – aPPLiCation to CoMPonents of finanCiaL LiaBiLities 
Like IAS 39, IFRS 9 permits the fair value option to be applied only to whole financial liabilities and not to 
components or proportions.  It appears that this indicates that the assessment of whether split presentation 
would create or enlarge an accounting mismatch in profit or loss should also be determined with reference to 
the entirety of the financial liability designated under the fair value option. 

oBseRVation – aCCoUntinG MisMatCh that aRises fRoM anotheR finanCiaL instRUMent 
IFRS 9 states that an accounting mismatch can relate to another financial instrument that is measured at 
FVTPL.  Because the guidance refers to another financial instrument, it could mean a financial liability rather 
than only a financial asset.  Therefore, for example, the mismatch could be between a credit derivative, which 
might be a financial asset or a financial liability, and a financial liability that has been designated as at FVTPL.

IFRS 9 explains that an accounting mismatch is not caused solely by the measurement method that an entity uses 
to determine the effects of changes in a liability’s credit risk.
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An entity’s methodology for determining whether split presentation creates or enlarges an accounting mismatch 
in profit or loss should be applied consistently. However, if there are different economic relationships between 
the characteristics of liabilities designated under the fair value option and the characteristics of other financial 
instruments, different methodologies may be used.

2.4.3 Deletion of the cost exception for derivative financial liabilities

IFRS 9 removes the exception in IAS 39 that requires derivative financial liabilities that are linked to and settled 
by delivery of unquoted equity instruments, and whose fair value cannot be determined reliably, to be measured 
at cost. Instead, these liabilities are measured at FVTPL. This is consistent with the IFRS 9 guidance on the 
measurement of similar derivative financial assets.

2.5 embedded derivatives

2.5.1 Overview

IFRS 9 retains the IAS 39 definition of an embedded derivative and most of the associated guidance on 
separation. However, if the host contract is an asset in the scope of IFRS 9 then the embedded derivative is not 
separated but instead the whole hybrid instrument is assessed for classification. The following diagram illustrates 
the accounting under IFRS 9 for derivatives embedded in hybrid contracts.

YES NO

Is the host a financial asset in the scope of IFRS 9?

YES

Apply IFRS 9-
no separation of 

embedded derivative
Is the derivative required to be separated? 

Derivative Host 

Apply IFRS 9 Apply IFRS 9 or another IFRS

NO

2.5.2 Host contracts that are financial assets in the scope of IFRS 9

When a hybrid contract contains a host that is a financial asset in the scope of IFRS 9, the entire hybrid contract, 
including all embedded features, is assessed for classification under IFRS 9.
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2.5.3 Host contracts that are not financial assets in the scope of IFRS 9

When a hybrid contact contains a host that is a financial asset outside the scope of IFRS 9, e.g. a lease receivable 
in the scope of IAS 17 Leases or an insurance contract, then an entity assesses whether the embedded feature 
requires separation. The assessment is the same as that currently required under IAS 39.

IFRS 9 also retains the IAS 39 requirements for accounting for embedded derivatives in hybrid contracts where 
the host is a financial liability or a contract that is not a financial instrument.

Examples of host instruments that have to be assessed for separation are as follows.

tyPe of host exaMPLes
Financial assets not in the scope of IFRS 9 Insurance contracts, lease receivables

Financial liabilities Debt securities, loans

Non-financial items Forward purchase contracts for goods and services

2.6 Reclassification

This section looks at the circumstances in which financial assets are reclassified, and their measurement on 
reclassification. Financial liabilities cannot be reclassified.

2.6.1 Conditions for reclassification of financial assets

Under IFRS 9, reclassification of financial assets is required if, and only if, the objective of the entity’s business 
model for managing those financial assets changes.

Such changes are expected to be very infrequent, and are determined by the entity’s senior management as 
a result of external or internal changes. These changes have to be significant to the entity’s operations and 
demonstrable to external parties. Accordingly, a change in the objective of an entity’s business model will occur 
only when an entity either begins or ceases to carry out an activity that is significant to its operations, e.g. when 
the entity has acquired, disposed of or terminated a business line.

The following do not represent a change in business model:

•	 a change in intention related to particular financial assets, even in circumstances of significant changes in 
market conditions;

•	 a temporary disappearance of a particular market for financial assets; or

•	 a transfer of financial assets between parts of the entity with different business models. 

The classification of financial assets depends on the way in which they are managed within a business model, and 
not solely on the objective of the business model itself. Changes in the way that assets are managed within the 
business model, e.g. an increased frequency of sales, will not result in the reclassification of existing assets, but 
may result in newly acquired assets being classified differently. Such changes may occur more frequently than 
changes in the objective of the business model itself.

IFRS 9 does not contain any guidance requiring or allowing an entity to reclassify assets based on a reassessment 
of the SPPI criterion after initial recognition.
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Financial assets may contain a feature that is significant in determining the classification of a financial asset but 
this feature may expire before maturity of the financial asset. In our view, an entity should not reclassify the 
financial asset upon expiry of the feature.

2.6.2 Timing of reclassification of financial assets

If an entity determines that its business model has changed in a way that is significant to its operations, then it 
reclassifies all affected assets prospectively from the first day of the next reporting period (the reclassification 
date). Prior periods are not restated.

For example, an entity with an annual reporting period ending 31 December that reports quarterly and 
determines that its business model has changed on 15 March would have a reclassification date of 1 April. 

The change in business model has to be effected before the reclassification date. For reclassification to be 
appropriate, the entity cannot engage in activities that are consistent with its former business model after the 
date of change in business model. 

2.6.3 Measurement on reclassification of financial assets

The measurement requirements on the reclassification of financial assets are as follows.
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2.7 Measurement on initial recognition

IFRS 9 retains the requirements under IAS 39 that, on initial recognition, financial assets and financial liabilities 
are measured at fair value plus, for financial instruments not at FVTPL, eligible transaction costs.

The fair value of financial instruments is determined in accordance with IFRS 13 Fair Value Measurement.

IFRS 9 also retains the guidance from IAS 39 that:

•	 the best evidence of fair value at initial recognition is normally the transaction price, i.e. the fair value of the 
consideration given or received for the financial instrument; and

•	 if there is a difference between the entity’s estimate of fair value at initial recognition and the transaction 
price, then:

•	 if the estimate of fair value uses only data from observable markets, then the difference is recognized 
in profit or loss; or

•	 in all other cases, the difference is deferred as an adjustment to the carrying amount of the financial 
instrument.

IFRS 9 requires trade receivables that do not have a “significant financing component” to be initially recognized 
at their transaction price (as defined in IFRS 15, i.e. the amount of consideration to which the entity expects to be 
entitled), rather than at fair value.

Whether a trade receivable has a “significant financing component” is determined in accordance with the 
guidance in IFRS 15 on assessing whether a contract contains a significant financing component. IFRS 15 states 
that a contract contains a significant financing component if the timing of payments agreed to by the parties 
provides the customer or the entity with a significant benefit of financing the transfer of goods or services to 
the customer. IFRS 15 includes the following examples of factors to consider when assessing whether a contract 
contains a significant financing component:

•	 the difference, if any, between the amount of promised consideration and the cash selling price of the 
promised goods or services; and

•	 the combined effect of both:

•	 the expected length of time between the entity transferring the promised goods or services to the 
customer and when the customer pays for those goods or services; and

•	 the prevailing interest rates in the relevant market. 
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2.8 subsequent measurement

2.8.1 Financial assets

After initial recognition, a financial asset is subsequently measured at amortized cost, FVOCI or FVTPL. The 
recognition and presentation of gains and losses for each measurement category are as follows.

MeasUReMent CateGoRy ReCoGnition and PResentation of Gains and Losses
amortized cost The following items are recognized in profit or loss:

•	 interest revenue using the effective interest method;

•	 expected credit losses and reversals; and

•	 foreign exchange gains and losses.

When the financial asset is derecognized, the gain or loss is recognized in 
profit or loss.

fVoCi Gains and losses are recognized in OCI, except for the following items, which 
are recognized in profit or loss in the same manner as for financial assets 
measured at amortized cost:

•	 interest revenue using the effective interest method;

•	 expected credit losses and reversals; and 

•	 foreign exchange gains and losses.

When the financial asset is derecognized, the cumulative gain or loss 
previously recognized in OCI is reclassified from equity to profit or loss.

equity investments – 
presentation of gains or 
losses in oCi

Gains and losses are recognized in OCI.

Dividends (as defined in IFRS 9) are recognized in profit or loss unless they 
clearly represent a repayment of part of the cost of the investment.

The amounts recognized in OCI are not reclassified to profit or loss under any 
circumstances.

fVtPL Gains and losses, both on subsequent measurement and derecognition, are 
recognized in profit or loss.

IFRS 9 removes the exception for certain equity investments, and derivatives linked to such investments, to 
be measured at cost; these are required under IFRS 9 to be subsequently measured at fair value, like other 
investments in equity instruments and derivatives. However, IFRS 9 states that, in limited circumstances, cost 
may be an appropriate estimate of fair value for such items, for example, if:

•	 the most recent available information is not sufficient to measure fair value; or

•	 there is a wide range of possible fair value measurements and cost represents the best estimate of value 
within that range.
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In the basis for conclusions to IFRS 9, the IASB notes that these circumstances never apply to equity investments 
held by entities such as financial institutions and investment funds [IFRS 9.BC5.18].

In addition, cost is never the best estimate of fair value for quoted equity investments.

2.8.2 Financial liabilities

2.8.2.1 General principles

IFRS 9 retains almost all of the existing requirements from IAS 39 on the subsequent measurement of financial 
liabilities. Accordingly, financial liabilities are generally subsequently measured at amortized cost, at FVTPL, or 
under specific measurement guidance carried forward from IAS 39. 

Presentation of gains and losses on liabilities designated as at fVtPL

IFRS 9 changes the principles for the presentation of gains and losses on financial liabilities that are designated as 
at FVTPL, resulting in a split presentation of such gains and losses.

2.8.2.2 Measurement of changes in credit risk

Meaning of ‘credit risk’

IFRS 9 retains the existing definition of credit risk in IFRS 7 Financial Instruments: Disclosures, but expands the 
guidance on its application. ‘Credit risk’ is defined as: “the risk that one party to a financial instrument will cause 
a financial loss for the other party by failing to discharge an obligation”. IFRS 9 explains that there is a difference 
between the risk that the issuer will fail to perform on the particular liability and the general creditworthiness of 
the issuer. For the purpose of applying the fair value option to financial liabilities, IFRS 9 focuses on the failure to 
perform on the particular liability.

Measuring the effects of changes in credit risk

IFRS 9 largely carries forward existing guidance from IFRS 7 on determining the effects of changes in credit risk. 
Under IFRS 9 an entity determines the amount of the fair value change of a financial liability designated as at 
FVTPL that is attributable to changes in its credit risk either:

•	 as the amount of change in its fair value that is not attributable to changes in market conditions that give rise 
to market risk. These conditions may include a benchmark interest rate, the price of another entity’s financial 
instrument, a commodity price, a foreign exchange rate or an index of prices or rates; or

•	 using an alternative method that the entity believes more faithfully represents the required amount.

the default method for measuring the effects of changes in credit risk

If the only significant relevant changes in market conditions for a liability are changes in an observed (benchmark) 
interest rate, then the amount of fair value changes that is attributable to changes in credit risk may be estimated 
using the so-called ‘default method’.
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The first step is to calculate the instrument-specific component of the internal rate of return (IRR). This is done by:

•	 calculating the financial liability’s IRR at the start of the period, using its fair value and contractual cash flows 
at that date; and then

•	 deducting from this IRR the observed (benchmark) interest rate at the start of the period.

iRR 
observed (benchmark)  

interest rate at  
start of period

instrument-specific  
component of iRR

steP 1

– =

The next step is to calculate, at the end of the period, the impact of changes in benchmark interest rates on 
the value of the liability. This is done by calculating the present value of the remaining contractual cash flows 
associated with the liability, using a discount rate that consists of:

•	 the instrument-specific component calculated in Step 1; and

•	 the benchmark interest rate at the end of the period.

instrument-specific  
component of iRR

(step 1)

observed (benchmark)  
interest rate at  
end of period

discount rate

steP 2

+ =

apply discount  
rate...

...to contractual  
cash flows at  end  
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Present value of financial 
liability’s cash flows at end  
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=

The final step is to calculate the change in fair value of the liability that is not attributable to changes in the 
benchmark interest rate. This is done by comparing the fair value of the financial liability at the end of the period 
with the present value amount calculated under Step 2. This is the amount presented in OCI.

fair value of financial  
liability at end  

of period

Present value of financial 
liability’s cash flows at end  

of period (step 2)

Change in fair value not 
attributable to changes in 

observed (benchmark)  
interest rate 
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– =
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The IASB amended the guidance in IFRS 9 as compared to IFRS 7 by emphasizing that the default method is 
appropriate only if the only significant relevant changes in market conditions for a financial liability are changes in 
an observed (benchmark) interest rate. When other factors are significant, an entity uses an alternative measure 
that more faithfully measures the effects of changes in the financial liability’s credit risk.
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3  K e y  I m p l e m e n T a T I o n  C o n S I d e R a T I o n S  –  S o l e ly  p a y m e n T S  o F 
p R I n C I p a l  a n d  I n T e R e S T  ( S p p I )

As described above, there are significant changes in the approach to the classification of financial assets 
within the scope of IFRS 9. To this end, professional judgment is required with regards to the application of the 
standard. Moreover, as part of implementation, additional questions are likely to be raised to address unique fact 
patterns and distinct situations. Accordingly, it is expected that a degree of consensus and best practices will 
likely result over time.

In order to determine how a financial asset should be classified, an entity assesses whether the cash flows from 
the financial asset represent, on specified dates, solely payments of principal and interest on the principal 
amount outstanding, i.e. the SPPI criterion. 

For those financial assets that fail the SPPI criterion, measurement at FVTPL is required, irrespective of the 
business model in which they are held, unless it is an equity instrument for which an entity applies the OCI 
election. For those financial assets which meet the SPPI criterion, a business model assessment must be 
completed in order to determine the classification and measurement. Credit unions and Centrals should refer to 
Section 4 for illustrative examples of Business Model Assessments applicable to the credit union system.

aPPRoaCh – PRaGMatiC ConCessions UtiLized foR the sPPi assessMent
In assessing the appropriate classification of financial assets, the SPPI assessment is completed at the 
instrument level; however, as a matter of pragmatism with regards to the completion of this Guide, the 
Working Group selected a list of general product categories that are common across credit unions and 
Centrals in Canada. The Working Group then assessed the SPPI criterion for each product category (see 
Sections 3.1 to 3.12 below for the respective SPPI analyses) to identify considerations relevant to classification 
and measurement. Since terms of the financial instruments may vary from one credit union to another, the 
Guide does not contain classification and measurement conclusions. 

Consequently, it is imperative to note that credit unions and Centrals will have to undertake a comprehensive 
review of their specific financial assets, e.g. loan documentation, to identify contractual terms that may result in 
the SPPI criterion being met or failed. The analysis below provides a guide for commencing this assessment. 

3.1 Bonds

Given the vast number and bespoke nature of these instruments, each instrument may be slightly different and 
have unique features. Individual credit unions should thus consider the terms of their individual portfolios when 
evaluating whether the corresponding cash flows would meet the solely payments of principal and interest test.  

Therefore, the analysis provided below should be used as a general guide.  Individual situations will vary.

Key ImplemenTaTIon 
ConSIdeRaTIonS



40 ifRs 9 Classification & Measurement   

Bonds are debt investments where an investor loans money to an issuer who borrows the funds for a specified 
period of time at a specified rate of interest, i.e. fixed or floating. The issued bonds state the coupon that will 
be paid and the time when the bond principal must be returned (maturity date). Bonds have various issuers 
including government entities, provinces, municipalities, companies/corporations and financial institutions. 

Bonds are classified as either fair value through profit or loss, available-for-sale, or held to maturity under IAS 39.

Bonds within the credit union system pay both fixed and floating interest rates. Whether fixed or floating, interest 
rates incorporate the credit risk of the issuer and are adjusted for consideration of the time value of money, 
without modifications such as tenor mismatch. The ability to unilaterally reset the interest rate by either party is 
generally not a feature of these instruments. Furthermore, bonds held within the credit union system typically do 
not have caps/floors, non-standard interest rates such as inverse floaters and indexation.

Generally, bonds held within the credit union system do not contain step up or down features, i.e. rating linked 
features. In the event step-up/down features are present, credit unions must consider the cause of the change 
and assess whether the change represents compensation for a change in credit risk (or other component of a 
basic lending arrangement). 

Leverage can also be a common feature of many issued bonds, and where identified, the leverage coefficient 
would need to be assessed as to whether it would be considered de minimis. Within the bonds held in the credit 
union system, leverage features are generally not present.

Other features that would likely fail the SPPI assessment include equity conversion features, performance linked 
features, i.e. interest/principal payments are linked to the issuer’s profitability, and commodity/equity index/FX-
linked. Such provisions would provide exposure to risks that are not inherent in a basic lending arrangement, 
thus, violating the SPPI test. Conversion and performance linked features are not common within the bonds held 
in the credit union system.

Principal and interest deferrals might be contractual features of certain bonds. The ability to defer payment 
would likely not violate the SPPI criterion assuming that interest at an appropriate rate continues to accrue on 
amounts deferred and the deferral is not contingent on factors misaligned with the basic lending arrangement. If 
interest does not accrue, the holder is not being compensated for the time value of money, and thus, the bond 
would likely not pass the SPPI criterion. For example, certain subordinated securities commonly referred to as 
hybrid capital instruments, may include a provision that allows for the suspension or deferral of dividends without 
constituting an event of default. In such cases, entities will need to determine if the corresponding coupon/
dividend structure is cumulative (likely pass SPPI) or non-cumulative (likely fail SPPI).

Bonds can have extension features that permit the holder to extend contractual terms of debt instruments. In 
such instances, the entity will need to determine whether the contractual cash flows that could arise over the life 
of the instrument, including the extension period, meet SPPI criterion. 

Prepayment features are a common aspect of many bonds. According to the standard, the SPPI test can be 
met when the prepayment amount substantially represents unpaid amounts of principal and interest. The 
prepayment may also include reasonable additional compensation for the early termination of the contract. For 
bonds purchased at a premium or discount to the contractual par amount and which the prepayment amount 
substantially represents the contractual par amount and accrued (but unpaid) contractual interest, (may include 
reasonable compensation for early termination), the financial asset is deemed to meet the SPPI condition so long 
as the fair value of the prepayment feature on initial recognition is insignificant. Within the credit union system, it 
is common that bonds are purchased at a variety of premiums/discounts depending on the date of purchase and 
corresponding market prices. To this end, when applicable, credit unions must look at the terms of each bond 
to determine whether the associated premium/discount is significant. Where the prepayment feature is deemed 
to have a significant value, the underlying loan would not pass the SPPI criterion given that the credit union may 
receive a return that is less than or in excess of a basic lending return.
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Additionally, there are common industry prepayment features, for example, make-whole calls and change of 
control put provisions, which are included in bond prospectuses: 

•	 A make-whole clause is such that upon early termination, the exercise price is based on the higher of fair 
value of future payments of principal and interest; and the principal amount plus accrued interest. It is 
possible that the SPPI criterion may be met for make-whole clauses because the additional amount payable 
under the clause may represent reasonable additional compensation for early termination. The investor 
should carefully analyze the formula for computing the premium on prepayment to determine if it is 
providing a basic lending return. 

•	 Change of control put provision, i.e. poison puts, are a type of poison pill defense in which bondholders 
are provided with the option of obtaining repayment at a price equal to the principal amount (together with 
accrued interest) plus nominal reasonable compensation for early termination, in the event that a hostile 
takeover occurs before the bond’s maturity date. The right of early repayment is written in the bond’s 
prospectus, with the takeover representing the trigger event. It is possible that the SPPI criterion may be 
met. When contractual cash flows may change on the occurrence of a contingent event, an entity assesses 
the nature of the contingent event. Although the nature of the contingent event is not in itself a determining 
factor in assessing whether the contractual cash flows meet the SPPI criterion, it may be an indicator.

IFRS 9 provides specific guidance for circumstances in which an entity prioritizes payments to the holders of 
multiple contractually linked instruments that create concentrations of credit risk, i.e. tranches. The right to 
payments on more junior tranches depends on the issuer generating sufficient cash flows to pay more senior 
tranches. Within the credit union system, there are instances, for example asset-backed securities, in which 
credit unions invest in tranches of debt securities that would be deemed contractually linked instruments. In such 
cases, entities are required to look-through to the underlying assets driving the cash flows to determine whether 
the SPPI criterion is met. Specifically, the following points should be considered: 

•	 Do the contractual terms of the tranche meet the SPPI criterion (without looking through to the underlying 
pool of financial instruments)?

•	 Does the underlying pool of financial instruments contain only instruments that 

•	 meet the SPPI criterion (the pool has to contain at least one such instrument); and, potentially 

•	 other instruments (usually derivatives)

•	that	reduce	cash	flow	variability	of	instruments	under	(a)	so	that	combined	cash	flows	meet	the	
SPPI criterion, or

•	align	cash	flows	of	the	tranches	with	cash	flows	of	the	instruments	under	(a)	to	address	differences	
in whether interest rates are fixed or floating, or in the currency or timing of cash flows? 

•	 Is the exposure to credit risk inherent in the tranche equal to or less than the exposure to credit risk of 
underlying pool of financial instruments?

When applicable, if a credit union can answer yes to the above questions, then the contractually linked 
instrument will likely meet the SPPI criterion, assuming the pool cannot change later in a way that would not 
meet the aforementioned conditions. With regards to the credit union system, it is expected that investments 
in contractually linked instruments will, in most cases, be limited to standard investment vehicles where there 
are no derivatives involved. These may include underlying assets composed of vanilla student loans, mortgage 
loans, etc., which are also the original source of cash flows and themselves meet the SPPI criterion. In such cases, 
the super senior (or equivalent) tranches held by credit unions may pass the SPPI test. However, non-standard 
securitization vehicles which expose note holders to additional risk features, for example, pools containing lease 
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receivables, which may contain residual value/asset risk, or investments in junior/subordinated tranches, may 
also be present, in which case, a more detailed manual assessment would be required to evaluate the underlying 
assets and corresponding cash flows. At the time of this analysis, common contractually linked instruments within 
the credit union system included asset backed securities backed by mortgages, automobile lease receivables, 
home equity lines of credit and credit card receivables. 

Individual credit unions will also need to consider whether there are any bond covenants that would change 
the timing or amount of cash flows in such a way that is inconsistent with the basic lending arrangement. For 
example, if the covenants provide compensation for more than just credit or liquidity risk or a disproportionate 
increased rate of return, the bond may not have cash flows that are solely payments of principal and interest. 

3.2 overnight facilities

The primary objective of the overnight market is to meet the short-term (i.e. daily) liquidity requirements of 
participants based on expected intraday cash flows. Net cash flows are projected and funds are borrowed/
invested in the overnight market to fund liquidity shortfalls or maximize return on excess liquidity. Sweep 
accounts can also be established to automatically invest excess funds. Larger institutional investors with strong 
credit ratings and established relationships will trade at or near the Bank of Canada overnight rate, with smaller 
institutions and businesses trading at spreads above this rate based on credit and liquidity risk.

Overnight facilities have durations measured in hours and are intended solely to match the demand for cash with 
market supply, which is accomplished via an overnight rate that fluctuates throughout the day. The target for the 
overnight rate is set by the Bank of Canada.

Overnight facilities have the following characteristics:

•	 Contractual cash flows include payment of principal plus interest at maturity

•	 Embedded options are rare if not non-existent

•	 Interest rates are fixed at the time of investment and do not change over the life of the contract

For a typical overnight facility – as described above – it is likely that this product meets the SPPI criterion. 

Any features, other than those outlined above, that result in the amount or timing of cash flows varying, need 
to be carefully analyzed for SPPI assessment.

3.3 Bankers’ acceptances, Commercial Paper and t-Bills

Treasury bills (T-bills) are short-term debt securities issued or guaranteed by federal, provincial or other 
governmental bodies. Bankers’ acceptances and commercial paper have similar characteristics and are short-
term debt securities. Bankers’ acceptances bear the unconditional guarantee (acceptance) of a major chartered 
bank. Commercial paper is a negotiable promissory note issued by corporations.

Bankers’ acceptance, commercial paper and T-bills are debt securities and are generally classified as available-for-
sale or fair value through profit or loss financial assets under IAS 39. 
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Bankers’ acceptances and T-bills typically do not pay an explicit coupon. Instead the securities are sold at a 
discount and mature at the par/face value; the difference being interest. The discount rate used for these 
instruments approximates market rates that are unleveraged and is not performance linked. Discount rates are 
typically benchmarked to a CDOR rate for bankers’ acceptances and the government T-bill index for T-bills. The 
return on the investment is the difference between the purchase price and the par value. This return represents 
consideration for the time value of money for the credit risk associated with the principal amount outstanding 
during a particular period of time and for other basic lending risks and costs, as well as a profit margin. 

Bankers’ acceptances and T-bills do not contain step up or down features and are term investments rather than 
revolving. Additional collateral provided by a third party is not a feature of these securities as they are guaranteed 
by governments (T-bills), corporations (commercial paper) or chartered banks (bankers’ acceptances). 

Typically, these instruments are offered with various maturities with contractual terms up to the life of one year. 
They do not have extension or conversion features. Additionally, such instruments do not allow for prepayments 
or the ability to terminate the contract before stated maturity. Further, these types of debt securities are also 
absent of other modifications including embedded derivatives.

For a typical Bankers’ acceptance, commercial paper and T-bill – as described above – likely meet the solely 
payments of principal and interest criterion. The cash flows of the debt securities include the repayment of the 
face value upon maturity. As the securities were purchased at a discount, the discounted price represents the 
principal amount, and difference between the discount and face value represents the interest. 

Any features, other than those outlined above, that result in the amount or timing of cash flows varying need to 
be carefully analyzed for SPPI assessment.

3.4 derivatives 

A derivative is a financial instrument or other contract within the scope of IFRS 9 with all three of the following 
characteristics:

•	 its value changes in response to the change in a specified interest rate, financial instrument price, 
commodity price, foreign exchange rate, index of prices or rates, credit rating or credit index, or other 
variable, provided in the case of a non-financial variable that the variable is not specific to a party to the 
contract (sometimes called the ‘underlying’).

•	 it requires no initial net investment or an initial net investment that is smaller than would be required for 
other types of contracts that would be expected to have a similar response to changes in market factors.

•	 it is settled at a future date.

Derivatives are used by the credit unions and Centrals to change the nature of interest payments (i.e. fixed for 
floating) and/or to lock in costs (i.e. rate cap) or floor, or returns for equity linked deposits. 

Derivatives do not have contractual cash flows which are solely principal and interest. Cash flows from derivatives 
are based on the change in an underlying variable and are considered held-for-trading financial assets. 

To this end, derivatives cannot be measured at amortized cost or fair value through OCI (FVOCI); and therefore, 
are classified as fair value through profit or loss (FVTPL) (unless designated in a cash flow hedging relationship. In 
this case the effective portion of the hedging derivative is recorded in other comprehensive income).
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3.5 index-linked deposits

Centrals may offer index-linked deposit products for their credit unions that offer returns based on stock market 
index performance. These products are offered to credit unions to sell to their members. When a member 
purchases these products, they provide the credit union with a deposit for the purchase of the derivatives. The 
credit union then enters into a contract with the Central to purchase the index-linked derivative. The Central 
sources the derivatives from larger financial institutions. 

Index-linked deposits are recorded as derivatives on the Centrals’ financial statements under IAS 39. The Centrals 
record both a derivative asset at fair value through profit or loss (FVTPL) (receivable from the large financial 
institution) and derivative liability at FVTPL (payable to the credit unions). 

The credit unions record the deposit received from the member as a deposit liability on their financial 
statements. This analysis is specifically referring to the derivative portion of the contract and does not discuss 
treatment of the initial deposit from members.3

The classification of derivatives has not changed under IFRS 9. A derivative asset and liability must be recorded at 
FVTPL under IFRS 9. Therefore, the index-linked derivatives will continue to be recorded at FVTPL under IFRS 9.
 

3.6 Promissory notes

A promissory note is a financial instrument that contains a written promise by one party to pay another party 
a definite sum of money, either on demand or at a specified future date. Subordinated loans or debt are 
considered analogous to promissory notes, and thus, have been included as part of this analysis. For the purpose 
of this section, these financial instruments4 are assets on the balance sheet of a credit union or Central.

Under IAS 39, promissory notes can be classified as available-for-sale, held-to-maturity, or loans and receivables, and 
are recorded either at amortized cost5 or in the instance of AFS fair value gains/losses are recorded through OCI.

Promissory notes earn interest usually based on a then current market rate but could also be non-interest 
bearing6. Interest can be fixed or floating, e.g. set each year at Canadian Treasury Bill plus 1%. Interest rates are 
not modified, i.e. tenor mismatch, and the ability to unilaterally reset the interest rate by either party is generally 
not a feature of these instruments. Furthermore, promissory notes within the credit union system are typically 
absent of other features such as caps/floors, non-standard interest rates such as inverse floaters, and indexation7. 

Promissory notes do not contain step-up/down, equity conversion features, or performance linked features, 
i.e. interest/principal payments are linked to the issuer’s profitability. Within the credit union system, leverage 
features are generally not present8. 

3 Classification of financial liabilities has not changed significantly from IAS 39 to IFRS 9.  The classification on the deposit liability portion is 
expected to still be recorded at amortized cost under IFRS 9.
4 Promissory notes may represent an interest in subsidiaries, associates and joint ventures. As per IFRS 9, those interests in joint ventures that 
are accounted for in accordance with IFRS 10 Consolidated Financial Statements, IAS 27 Separate Financial Statements or IAS 28 Investments 
in Associates and Joint Ventures, are outside the scope of IFRS 9. However, in some cases, IFRS 10, IAS 27 or IAS 28 require or permit an 
entity to account for an interest in a subsidiary, associate or joint venture in accordance with some or all of the requirements of IFRS 9.  
In the case of the credit union system, there are certain promissory notes which represent interests in joint ventures and limited partnerships. 
Such investments are accounted for in accordance with IAS 28 and are measured using the equity method. As such, they are outside the 
scope of this analysis under IFRS 9. 
5 Given no quoted price in an active market, promissory notes classified as available-for-sale are measured at cost. 
6 Analogous with financial instruments that do not pay interest/coupons, but render a profit at maturity when the instrument is redeemed 
for its full face value. To this end, notes are not truly non-interest bearing. Per IFRS 9, principal is the fair value of the financial asset at initial 
recognition. For non-interest bearing promissory notes, the fair value at initial recognition is the present value of all future cash receipts 
discounted at the then prevailing market rate, i.e. EIR is imputed using a comparable market rate. Thus, the principal would be below the 
amount of cash transferred, and the difference, analogous with interest. For accounting purposes, this implied interest amount is accreted 
back to par over the term of the promissory note. 
7 Should a credit union have these features (which have not been considered in this Guide), careful analysis under IFRS 9 is required 
8 Should a credit union have these features (which have not been considered in this Guide), careful analysis under IFRS 9 is required
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Usually, promissory notes are structured as term investments, rather than revolving. The life of a promissory note 
can range from on-demand to 20 years, but are typically long-term in nature. Such instruments do not allow for 
prepayments or the ability to terminate the contract before stated maturity. Additional collateral provided by a 
third party is not a feature of these instruments.

If these instruments have term extension features, the contractual cash flows in the extension period must also 
meet the SPPI criterion. Typically, the extension features present within the credit union system still provides for 
payments of principal and interest that provides consideration for the time value of money, for the credit risk 
associated with the principal amount outstanding during a particular period of time and for other basic lending 
risks and costs, as well as a profit margin. Any interest rate change/modifications made during the extended 
term are generally commensurate to the market rate and provide for compensation within the basic lending 
arrangement; however, these need to be carefully analyzed.

Recourse determines the contractual ability to demand full payment in the event of default. Non-recourse 
promissory notes may not meet the SPPI criterion if the financial asset represents an investment in a particular 
asset or cash flows. However, the fact that a promissory note is non-recourse does not in itself mean that the 
SPPI criterion is not met. Rather, the lender must look-through-to the specified underlying assets or cash flows 
to determine if the terms result in SPPI compliance. Within the credit union system, promissory notes are 
typically full recourse; however, terms of individual instruments may vary depending on the specific transaction. 
Therefore, individual credit unions should consider the terms of their corresponding promissory notes to 
determine whether the cash flows would be limited in such a way as to violate the basic lending arrangement. 
Those which are found to limit the associated cash flows as described above would violate the SPPI criterion. 

Finally, individual credit unions will also need to consider whether there are any covenants that would change the 
timing or amount of cash flows in such a way that is inconsistent with the basic lending arrangement. For example, if 
the covenants provide compensation for more than just credit or liquidity risk or a disproportionate increased rate 
of return, the promissory note may not have cash flows that are solely payments of principal and interest. 

A typical promissory note comprising features as described above is likely to meet the solely payments of 
principal and interest criterion. The cash flows of these instruments include the repayment of principal 
and interest, either implicitly or explicitly. No other cash flows are received or risks are involved that are 
inconsistent with the basic lending arrangement. 

Any features, other than those outlined above, that result in the amount or timing of cash flows varying, need 
to be carefully analyzed for SPPI assessment.

3.7 Letters of credit

Letters of credit are legal documents issued as a guarantee of payment. A letter of credit acts as performance 
bond guaranteeing that payment will be received by the beneficiary. Under the terms of a letter of credit the 
beneficiary has the right to act upon the document thus ensuring performance surety for work that has been 
contracted. If the beneficiary of the letter of credit fulfills the obligations set out in the letter of credit and the 
member is unable to pay, the issuing credit union completes the payment on the member’s behalf. To this end, 
when issued by a credit union, letters of credit are initially off-balance sheet transactions.

The benefit of a letter of credit is that it guarantees that payment will be made as documented under the terms 
of the underlying contract and to the satisfaction of both the beneficiary and member. Letters of credit are 
generally issued under one year term contracts, automatically extended from year to year. Further it is not 
uncommon to have due on demand letters of credit. 
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Should the letter of credit be redeemed by the beneficiary, the outstanding balance would be treated as a loan 
following the underlying terms of the agreement. Such loan agreements are generally recorded as assets, and 
classified as loans and receivables at amortized cost under IAS 39. 

Each letter of credit issued has an associated fee that the member must pay upfront; the fee is based on a 
percentage of the total letter of credit. In the event the letter of credit is exercised, the interest rates associated 
with the underlying loan are clearly outlined at the time of issuing the contract and can be issued in either 
floating or fixed terms. Rates are typically based on the Bank of Canada prime rate. Principal and interest 
deferrals are not features of these loans. 

Once the letter of credit is exercised, the arrangement is accounted for as a loan. Such loan is then assessed 
for classification and measurement under IFRS 9. 

Letters of credit will need to be analyzed under IFRS 9 to see if they are Financial Guarantee Contracts or 
simply credit derivatives. This will drive the accounting.

3.8  overdrafts, Lines of Credit (LoC) and Creditlines/Quicklines

Overdraft or LOC accounts are loan products offered which allow members to borrow up to a defined credit 
limit. Creditline/Quickline (also referred to as Quick Loans or Express Loans) products are additional line of 
credit products offered by credit unions and Centrals.

Overdraft/LOC and Creditlines/Quicklines, i.e. drawn balances, are generally recorded as loans and receivables 
at amortized cost under IAS 39.

The interest rates on the overdraft/LOC and Creditlines/Quicklines are variable, usually based on the Bank of 
Canada prime rate. The overdraft/LOC and Creditline/Quicklines are revolving and are due on demand. 

The main feature of a Creditline/Quickline that is different than a normal overdraft/LOC is that in some 
circumstances the Creditline/Quickline may not be linked to a chequing account. There is also flexibility of 
repayment of principal on Creditline/Quickline products. Depending on the credit union, repayment options 
could range from a fixed percentage of the outstanding balance plus interest to interest-only payments. 

Another feature of a Creditline/Quickline is that the credit unions allow a skip-a-payment option where the 
unpaid balance will accrue interest on the unpaid principal portion but will not accrue interest on the unpaid 
interest portion. These products may not meet the SPPI test, since the credit union would not be entitled to 
consideration for the time value of money on the deferred interest, unless a credit union is able to demonstrate 
that the possible effects of this feature on the cash flows of the loan, considering the potential effect of the 
feature in each reporting period and cumulatively over the life of the loan, is de minimis. Where this specific 
contractual term is considered to be de minimis, it is disregarded in the SPPI assessment.

Overdraft/LOC and Creditlines/Quicklines do not contain step-up or down features. Additional collateral 
provided by a third party is generally not a feature of these loans. Further, these types of loans do not have 
embedded derivatives. Generally, the overdraft/LOC accounts and Creditlines/Quicklines are revolving and 
therefore, do not have extension or conversion features9. 

9 Should a credit union have these features (which have not been considered in this Guide), careful analysis under IFRS 9 is required.



ifRs 9 Classification & Measurement 47

A typical overdraft/LOC and Creditline/Quickline product as described above is likely to meet the SPPI criterion. 
The cash flows of the overdraft/LOC and Creditlines/Quicklines include the repayment of principal and interest. 
No other cash flows are received or risks involved that are inconsistent with a basic lending arrangement. 

Any features, other than those outlined above, that result in the amount or timing of cash flows varying need to 
be carefully analyzed for SPPI assessment.

Deferred payment options that provides a reduction of interest on a portion of the deferred payment, i.e. 
interest does not accrue on deferred interest, as described above under skip-a-payment option, need to be 
carefully analyzed. As noted above, these products will be subject to a de minimis assessment, and where this 
specific contractual term is considered to be de minimis, it is disregarded in the SPPI assessment.

3.9  Loans (Personal (Consumer), Commercial, Purchased, and syndicated)

Personal (consumer), commercial, and purchased loans are generally classified as loans and receivables and 
recorded at amortized cost under IAS 39. 

Within the credit union system, loans can have both fixed and variable interest rates. Features involving 
modification to the time value of money, non-standard interest rates, and indexation are not expected within 
loans originated in or acquired by the credit union system10. Features such as interest rate resets or the option 
to change interest rates from fixed to variable and vice versa exist within the system. Generally11 the rates will 
be adjusted to current market rates, taking into consideration the time value of money and credit risk of the 
borrower; not profitability, a similar measure of performance, or an underlying asset. 

The lender’s ability to amend the contractual cash flows is constrained by some or all of the following factors:

•	 The borrower’s ability to prepay and refinance the loan with another lender;

•	 Competition in the particular lending market - competition between lenders for new business ensures that it 
is not reasonably possible for changes to the rate to result in compensation for the lender that is inconsistent 
with a basic lending arrangement; and

•	 A regulatory framework providing protection against unfair lending practices.

Judgment is required in assessing whether constraints on the lender’s ability to change the rate are sufficient to 
ensure that the contractual cash flows remain consistent with those of a basic lending arrangement, i.e. providing 
compensation only for the time value of money, credit risk, other lending costs and risks and a lender’s profit 
margin. The particular facts and circumstances will need to be considered, including features of the particular 
lending market, when making the assessment of whether the SPPI criterion is met. 

Features that may indicate the instrument’s contractual cash flows may not consist solely of principal and interest 
payments include step up/down features, performance linked features, leverage features, or equity conversion 
features. Such features do not appear to be common amongst personal (consumer), commercial or purchased 
loans within the credit union system and hence have not been analyzed in this Guide12. 

10 Should a credit union have these features (which have not been considered in this Guide), careful analysis under IFRS 9 is required. 
11 Should this not be the case, the SPPI conclusion may be impacted and needs to be carefully analyzed by the respective credit union or 
Central. This Guide does not analyze this specific scenario. 
12 Should a credit union hold financial assets that have these features (which have not been considered in this Guide), careful analysis under 
IFRS 9 is required.
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Prepayment rights are a common feature of loans and have fairly standardized characteristics i.e. form, thresholds, 
penalty types, etc., across personal (consumer) and commercial portfolios. According to the standard, the SPPI test 
can be met when the prepayment amount substantially represents unpaid amounts of principal and interest. The 
prepayment may also include reasonable additional compensation (including penalties) for the early termination of 
the contract. What constitutes reasonable additional compensation requires use of exercise of professional judgment. 

Within the credit union system, prepayment features are generally not contingent. A credit union has to assess 
whether the objective of these terms is to compensate the credit union for interest rate risk and whether it is 
intended to provide compensation that is extraneous, unrelated to or inconsistent with a basic lending arrangement. 

Additionally, the ability to defer principal and/or interest payments, for example a “skip-a-payment” feature, is 
present within certain loans offered by the credit union system. The ability to defer payment would likely not 
violate the SPPI criterion assuming that interest continues to accrue on these amounts and the deferral is not 
contingent upon factors misaligned with the basic lending arrangement. If interest does not accrue, the lender is 
not being compensated for the time value of money. Notwithstanding the above, some skip-a-payment features 
at credit unions within the system only accrue interest on the skipped principal portion, and not the skipped 
interest portion. These products may not meet the SPPI test, since the credit union would not be entitled to 
consideration for the time value of money on the deferred interest, unless a credit union is able to demonstrate 
that the possible effects of this feature on the cash flows of the loan, considering the potential effect of the 
feature in each reporting period and cumulatively over the life of the loan, is de minimis. The fact that the 
skip-a-payment option has not been exercised on a loan at/up to the date of assessment, would not result in 
the product automatically meeting the SPPI test; assessment is required as noted above.  Where this specific 
contractual term is considered to be de minimis, it is disregarded in the SPPI assessment.

Extension features are also common within the credit union system. According to the standard, loans with 
extension features may still meet the SPPI criterion. In order to meet the criterion, the contractual cash flows 
during the extension period must be solely payments of principal and interest on the outstanding principal 
amount at extension and may also include reasonable additional compensation for the extension of the contract. 
Some credit unions offer a blend-and-extend feature that is equivalent to refinancing in that additional funds 
disbursed will be at current market rates. Assuming that the loan during the extended term continues to meet 
SPPI criterion, amortized cost classification can be achieved if the loan is held within the hold-to-collect business 
model. Examples include if the contract contemplates that interest rate and collateral remains unchanged during 
the extended period, or if the contract contemplates that during the extended period the loan will reprice to the 
then current interest rate. Other extension arrangements need to be carefully analyzed to see if they meet the 
SPPI criterion. 

Within the credit union system, loans are typically full recourse. In some instances, for example a car loan, when 
a loan defaults there is an option to seize or sue (not both). If the loan is two thirds or more repaid, the credit 
union can only sue the member and no longer has the option to seize the asset. If the loan is less than two 
thirds repaid, the credit union has the choice to either sue the member or seize the asset. Based on the options 
available, the credit union has the ability to demand full repayment, either through legal means or asset seizure. 
Such a loan is considered to be a recourse loan.

Changes in contractual terms, e.g. term extensions, changes in interest rates or modified principal payments, due 
to credit deterioration need to be assessed to see if they comply with the SPPI criterion. First one needs to assess 
whether the change is as contemplated in the loan contact or a modification made to the initial contract. In the 
former situation, the contemplated changes need to be analyzed (at the time of the initial classification of the loan 
upon recognition) to see if they comply with SPPI criterion. If the contract contemplates that cash flows can vary 
in response to perceived changes in the creditworthiness of the borrower, e.g. if covenants are breached, then 
the credit union considers whether the variation can be regarded as compensation for credit risk and therefore 
whether the instrument may meet the SPPI criterion. An instrument whose interest rate is reset to a higher rate if 
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the debtor misses a particular payment may meet the SPPI criterion because of the relationship between missed 
payments and an increase in credit risk. This can be contrasted with contractual cash flows that are indexed to 
the debtor’s performance, e.g. net income. In such cases, the contractual feature would reflect a return that is 
inconsistent with a basic lending arrangement and would not meet the SPPI criterion, unless the indexing results in 
an adjustment that compensates the holder only for changes in the credit risk of the instrument. 

Loan modifications triggered by credit events have to be analyzed for modification versus derecognition13. Credit 
unions should carefully assess all features in the instrument that can cause cash flows to contractually vary 
(whether due to credit risk or otherwise) to see if they meet the SPPI test.

Within the credit union system, individual credit unions will also need to consider whether there are any loan 
covenants that would change the timing or amount of cash flows in such a way that is inconsistent with the basic 
lending arrangement. For example, if the covenants provide compensation for more than just credit or liquidity 
risk or a disproportionate increased rate of return, the loan may not have cash flows that are solely payments of 
principal and interest.

Loans with simple market-based fixed or floating coupons are expected to meet the SPPI criterion. In practice, 
loans often include features that can cause the contractual cash flows to vary. The discussion in the section 
above outlines some of the common features and SPPI assessment considerations in respect thereof. 

All features of financial assets held should be carefully analyzed by a credit union to assess the impact on the 
SPPI conclusion.

13 Refer to IFRS 9 (Chapter 3 – Recognition and Derecognition), and IFRS 9.B5.5.25-26, for further guidance.
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3.10 Mortgages (Retail and Commercial)

Mortgages are loans used to purchase real estate property where the property itself is used as collateral for 
the loan. The principal of the loan is typically the value of the purchase (the real estate property) less any down 
payment received up front. Under the terms of the mortgage the member (an individual or business) repays the 
loan of the outstanding principal plus interest and any associated administration fees.

Mortgages, similar to loan agreements, are recorded as assets, and classified as loans and receivables at 
amortized cost under IAS 39. 

Mortgages tend to bear fixed or variable interest rates. Fixed rate mortgages are typically influenced by the yield 
on Canadian government bonds, while variable mortgage rates are based on the credit union’s prime rate, which 
is influenced by the Bank of Canada’s prime rate. 

Both variable and fixed rates are adjusted for the consideration of the time value of money, without modification 
such as tenor mismatch, as well as the credit risk of the borrower. When the lender has the unilateral ability to 
reset the interest rate (for example a credit union has the ability to change the base rate for variable loans), the 
lender’s ability to amend the contractual cash flows is constrained by some or all of the following factors:

•	 The borrower’s ability to prepay and refinance the loan with another lender;

•	 Competition in the particular lending market - competition between lenders for new business ensures that it 
is not reasonably possible for changes to the rate to result in compensation for the lender that is inconsistent 
with a basic lending arrangement; and

•	 A regulatory framework providing protection against unfair lending practices.

Judgment is required in assessing whether constraints on the lender’s ability to change the rate are sufficient to 
ensure that the contractual cash flows remain consistent with those of a basic lending arrangement, i.e. providing 
compensation only for the time value of money, credit risk, other lending costs and risks and a lender’s profit 
margin. The particular facts and circumstances will need to be considered, including features of the particular 
lending market, when making the assessment of whether the SPPI criterion is met. 

Furthermore, mortgages within the credit union system typically do not have caps/floors, non-standard rates 
such as inverse floating rates, and indexation14.

There may be other features that may indicate that the instrument’s contractual cash flows may not consist solely 
of principal and interest payments. For example, step up/down features, performance linked features, equity 
conversion features, or leverage features. These features do not typically exist in mortgages issued within the 
credit union system15. 

It is common for mortgages to be issued in both term and revolving contracts within the system with the 
contractual life of mortgages ranging from six months to 25 years (usually five year contractual life with 25 year 
amortization period). Further it is not uncommon to have extension features contingent on the credit worthiness 
of the borrower not deteriorating and following a variable rate agreement or a fixed rate adjustment to the current 
market rate. Credit unions may request additional collateral on mortgages typically in the form of a guarantor. 

Prepayment rights are a common feature of mortgages and have fairly standardized characteristics such as form, 
thresholds, penalty types, etc. This feature of mortgages meets the SPPI criterion if the prepayment amount 
substantially represents unpaid amounts of principal and interest on the principal amount outstanding, which may 
include reasonable additional compensation for the early termination of the contract. 

Within the credit union system, prepayment features are generally not contingent. A credit union has to assess 

14 Should a credit union have these features (which have not been considered in this Guide), careful analysis under IFRS 9 is required. 
15 Should a credit union have these features (which have not been considered in this Guide), careful analysis under IFRS 9 is required.
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whether the objective of these terms is to compensate the credit union for interest rate risk and whether it is 
intended to provide compensation that is extraneous, unrelated to or inconsistent with a basic lending arrangement. 

For example, a common prepayment feature in a Canadian residential mortgage offered by a credit union has 
an interest rate differential clause that requires that in the event of prepayment the borrower will pay a penalty 
equal to the greater of a) three months interest and b) interest rate differential that takes the future remaining 
payments on the mortgage and computes the interest differential between the contractual rate and a current 
market rate proxy (IRD). This prepayment feature would be considered to be consistent with “reasonable 
additional compensation” as contemplated in IFRS 9. The prepayment penalty is there to compensate the credit 
union for costs, including:

•	 Administration costs 

•	 Time lag in reinvesting

•	 Cost of breaking/ adjusting hedge arrangements.

All prepayment clauses in loans, including residential mortgages have to be carefully analyzed to assess whether 
the penalty payable by the borrower constitutes reasonable additional compensation. 

Another common feature in mortgage agreements for credit unions is the borrower’s ability to defer principal 
and/or interest payments. The ability to defer a payment, for example the “skip-a-payment” feature, is present 
within the contract of certain mortgages within the credit union system. The ability to defer payment would likely 
not violate the SPPI criterion assuming that interest continues to accrue on these amounts and the deferral is not 
contingent upon factors misaligned with the basic lending arrangement. If interest does not accrue, the lender 
is not being compensated for the time value of money. Some skip-a-payment features at credit unions within 
the system only accrue interest on the skipped principal portion, and not the skipped interest portion. These 
products may not meet the SPPI test, since the credit union would not be entitled to consideration for the time 
value of money on the deferred interest, unless a credit union can demonstrate that the possible effects of this 
feature on the cash flows of the loan, considering the potential effect of the feature in each reporting period and 
cumulatively over the life of the loan, is de minimis. Where this specific contractual term is considered to be de 
minimis, it is disregarded in the SPPI assessment.

Credit unions issue both high ratio mortgages and conventional mortgages. High ratio mortgages, which have less 
than a specified percentage as a down payment, will be insured by a third party and therefore have limited risk 
of loss, i.e. they provide recourse to the credit union system. On the other hand, conventional mortgages (those 
with the specified percentage as a down payment) may not be full recourse as the credit union may only hold 
the property as security. As a general rule, the credit union system is contractually entitled to full principal and 
interest on all mortgage loans. However, legally, there may be restrictions in certain jurisdictions. The fact that 
conventional mortgages are not full recourse does not necessarily preclude them from meeting the SPPI criterion; 
rather the holder is required to assess the underlying assets or cash flows. If the mortgage loan was extended at a 
rate of interest that compensates the lender for the time value of money and for the credit risk associated with the 
principal amount, i.e. it is a plain vanilla mortgage whose contractual terms do not include any non-SPPI compliant 
features, and it is very clear from the mortgage terms and the lenders’ underwriting that it intended to take on 
credit risk akin to a loan rather a risk of the price of the underlying collateralizing property, it would likely pass the 
SPPI test, regardless of whether it is legally non-recourse. SPPI is further supported if the underlying property is not 
the primary source for receiving the associated contractual cash flows, i.e. if interest and principal are payable only 
if specified rental income is received, then the SPPI criterion is likely not met. Credit risk management procedures, 
i.e. loan to value ratios and debt servicing ability, provide reasonable support that the principal and interest 
payments will be recovered, and the credit union is not entitled to any upside based on the value of the underlying 
property. If the terms of the financial asset being evaluated give rise to cash flows other than principal and interest 
on the principal amount outstanding, or if they limit the cash flows in a manner that is inconsistent with them 
representing principal and interest16, then the SPPI criterion is not met.

16 For example, if repayment of the loan is driven primarily by the future movements in the value of the collateral, this would likely be more 
akin to an investment in the real estate market.
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The issuing credit union has the ability to terminate mortgages based on contractual delinquency including 
default on mortgage payments, covenant breech, an adverse change in the financial condition of the borrower, 
or unacceptable change in ownership. Such terminations would not violate SPPI, since they are related to a 
deterioration in the credit risk of the borrower that is consistent with a basic lending arrangement. 

Finally, consideration should be given to whether there are any mortgage covenants that would change the timing 
or amount of cash flows in such a way that is inconsistent with the basic lending arrangement. For example, if the 
covenants provide compensation for more than just credit or liquidity risk or a disproportionate increased rate of 
return, the mortgage loan may not have cash flows that are solely payments of principal and interest. 

Mortgage loans with simple market based fixed or floating coupons and fixed repayment dates are expected to 
meet the SPPI criterion. In practice, mortgage loans often include features such as prepayments, extensions, 
etc. that can cause the contractual cash flows to vary. The discussion in the section above outlines some of the 
common features and SPPI assessment considerations. 

All features of mortgage loans held should be carefully analyzed by a credit union to assess the impact thereof 
on the SPPI conclusion.

3.11 Liquidity deposits 

3.11.1 Introduction

The primary function of provincial Centrals is to manage the liquidity of the credit union system. In order to do 
so, credit unions invest their cash in deposit products offered by the Centrals. These deposits may be referred 
to as segregated liquidity deposits, liquidity reserves, statutory liquidity deposits, mandatory liquidity pools or 
excess liquidity deposits. Segregated liquidity deposits or liquidity reserves refer to deposits that are segregated 
in accordance with provincial regulation and cannot be accessed by the Central other than in stress scenarios 
or if a credit union is wound-down. Statutory liquidity deposits or the mandatory liquidity pool are deposits that 
are required by the provincial regulatory body to be held at the Central to support the flow of liquidity on both 
a daily and an emergency basis. Excess liquidity deposits refer to amounts invested at the Centrals in addition to 
the amounts required by statutory limits set by the regulatory bodies. The deposits offered are both fixed term 
deposits and variable (floating) rate deposits.

The liquidity deposits are currently classified by the credit unions under IAS 39 as loans and receivables, held 
to maturity securities, available-for-sale securities or fair value through profit or loss securities. For the Centrals, 
these deposits are recorded as either other financial liabilities at amortized cost or fair value through profit or 
loss under IAS 39. 
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3.11.2 Analysis17

The characteristics of the liquidity deposits offered by the Centrals across Canada can vary. Typically, the liquidity 
term deposits are offered with various contractual maturities up to 5 years. The variable liquidity deposits are 
revolving with no stated maturity. Interest rates generally do not contain any non-standard interest rate features, 
caps/floors or indexation18. With the exception of Atlantic Central deposits, the interest rates also do not contain 
any reset features (by either party to the contract). The deposits are not issued at a premium or discount and 
mature at the par/face value.

IFRS 9 introduces the concept of ‘modified time value of money’, explaining that the time value of money may be 
modified. An entity assesses the modified time value of money feature to determine whether it meets the SPPI 
criterion. 

The objective of the assessment is to determine how different the undiscounted contractual cash flows could 
be from the undiscounted cash flows that would arise if the time value of money element was not modified (the 
benchmark cash flows). If the difference could be significant, the SPPI criterion is not met. The entity considers 
the effect of the modified time value of money element in each reporting period and cumulatively over the life of 
the financial instrument.

In some cases, an entity may be able to make this determination by performing only a qualitative assessment. In 
other cases, it may be necessary to perform a quantitative assessment.

The liquidity deposits do not contain step up or down features. Additional collateral provided by a third party is 
not a feature of these deposits. Further, these types of debt instruments are also absent of other modifications 
including extension options, conversion features, and embedded derivatives.

The following provides further detail on interest rates and redemption features offered in connection with each 
Central’s liquidity deposits:

SaskCentral

SaskCentral offers term and variable statutory liquidity deposits. SaskCentral’s term deposits range from 30 days 
to 60 months. SaskCentral does not offer excess liquidity deposits (instead, Concentra manages excess liquidity 
for the Saskatchewan credit unions). The interest rates on the term deposits are fixed at the date of origination. 
The interest rate on the variable liquidity deposits is determined based on quoted market prices of floating rate 
Government of Canada bonds. 

SaskCentral’s term liquidity deposits are redeemable at market value plus accrued interest at the option of 
the credit union. The market value is determined by observing the current market rates of Schedule I banks, 
commercial debt securities, federal government securities and provincial government securities on the date of 
redemption. The SPPI criterion in this instance is failed, as the prepayment amount does not represent unpaid 
amounts of principal and interest. If the prepayment amount is less than par plus interest, i.e. the holder suffers a 
loss on repayment, then this is not consistent with the requirement that the holder be compensated for the time 
value of money and credit risk during the period the deposit is in issue.

SaskCentral’s variable liquidity deposits are redeemable at par/face value plus accrued interest. 

17 This analysis focuses on the treatment of these deposits held by credit unions, i.e. financial assets. Classification of financial liabilities has 
not changed significantly from IAS 39 to IFRS 9. The classification of deposit liabilities on the Central’s financial statements will continue to 
be recorded at amortized cost or FVTPL under IFRS 9. The IASB has released a draft exposure for a proposed narrow scope amendment for 
symmetric prepayment.  If issued, this amendment may impact the SPPI conclusion on some liquidity deposits, however, as of the date of 
printing, the IASB had not yet determined if the proposed amendment would be issued, therefore the working group has not considered the 
amendment in their analysis. 
18 Should a credit union’s financial assets have these features (which have not been considered in this Guide), careful analysis under IFRS 9 is required.
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Concentra

Credit unions across Canada can also place excess liquidity with Concentra. Concentra’s products consist of 
term deposits ranging from seven days to 60 months and a variable/revolving deposit account. The interest 
rate on Concentra’s deposits (both term and variable) is based on current CDOR rates (short term) and 
observable GIC rates (long term). Concentra’s terms deposits can be either redeemable or non-redeemable. The 
redeemable deposits are redeemable at par plus any accrued interest.

Manitoba Central

Manitoba Central offers term deposits ranging from 30 days to 60 months maturity. Interest on the deposits is 
based on the available market rates on Schedule I bank banker’s acceptance rates (short term) and senior debt 
(long term). The deposits are redeemable at market value plus accrued interest at the option of the credit union. 
The market value is based on current market rates of banker’s acceptance rates and Schedule I banks.

The SPPI criterion in this instance is failed, as the prepayment amount does not represent unpaid amounts of 
principal and interest. If the prepayment amount is less than par plus interest, i.e. the holder suffers a loss on 
repayment, then this is not consistent with the requirement that the holder be compensated for the time value of 
money and credit risk during the period the deposit is in issue.

Alberta Central

Alberta Central offers statutory and excess term deposits ranging from one day to three year terms. The deposits 
are offered in both CAD and USD. Interest on the CAD deposits is fixed based on the then current overnight 
rates, bankers’ acceptance rates, T-bill rates and Government of Canada bond rates. Interest on the USD deposits 
is also fixed and is based on the then current LIBOR rate. The Alberta Central deposits are non-redeemable.

Atlantic Central

Atlantic Central offers segregated liquidity accounts for their member credit unions. These accounts are on 
demand. Interest on the deposits is based on the quoted one year Government of Canada T-bill rate and the rate 
reprices each month. The Atlantic Central segregated liquidity accounts are not redeemable.

Central 1

Central 1 provides liquidity reserve deposits (statutory) and Deposit Notes products. The liquidity reserve 
deposits can be term deposits or variable deposits that are due on demand. The Deposit Notes are term deposits 
ranging from one day up to a maximum of five years. Interest on the liquidity deposits and Deposits Notes is 
based on the current market swap curve. The term liquidity reserve deposits are redeemable at face value plus 
accrued interest. The Deposit Notes cannot be redeemed but be sold back (fully or partially) to Central 1 at any 
time at the current market rates of the Cash Management Bill rate curve plus accrued interest.19

The SPPI criterion in this instance is failed, as the prepayment amount does not represent unpaid amounts of 
principal and interest. If the prepayment amount is less than par plus interest, i.e. the holder suffers a loss on 
repayment, then this is not consistent with the requirement that the holder be compensated for the time value of 
money and credit risk during the period the deposit is in issue.

19 The Deposit Notes do not contain a redemption feature. However, the fact that the Notes can be sold back to only Central 1 at market 
value denotes that the Notes can essentially be redeemed similar to the liquidity reserve deposits.
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Non-redeemable liquidity deposits, as described above, are likely to meet the SPPI criterion.

Liquidity deposits redeemable at face value plus accrued interest, as described above, would also likely pass 
the SPPI criterion. In both cases, the cash flows of the deposits include the repayment of the face value upon 
maturity, i.e. the amount at par. The interest payments are based on quoted market rates, which compensate 
the holder (in this case, the respective credit union) for the time value of money and credit risk. No other cash 
flows are received or risks are involved that are inconsistent with a basic lending arrangement. 

Also, for a typical liquidity deposit, as described above, that is redeemable at current market rates (as well as 
Central 1’s Deposit Notes puttable at market value back to Central 1) these will not meet the solely payment of 
principal and interest criterion. The redemption price represents the fair value of unpaid amounts of principal 
and interest on the principal amount outstanding at the date of exercise. To this end, there is the potential for 
negative compensation which would lead to a return that is less than the principal amount.

Due to the rate repricing frequency on Atlantic Centrals deposits, credit unions must perform an assessment to 
determine the difference between the actual undiscounted contractual cash flows and the undiscounted cash 
flows that would arise if the time value of money element was not modified, i.e. rates did not re-price monthly to a 
one year rate. This assessment would need to consider the effect each reporting period as well cumulatively over 
the life of the deposit. The financial asset is deemed to meet the SPPI condition so long as the difference between 
the cash flows is not significant; otherwise, the liquidity deposit would not pass the SPPI criterion because the 
variation in cash flows resulting from the modified time value of money feature would be significant.

3.12 securitization Programs

3.12.1 SPPI Assessment 

As at the time of this analysis, the credit union system participates in two principal securitization programs, 
collectively the “Securitization Programs”: 

•	 NHA Mortgage-Backed Securities (NHA MBS) Program, and 

•	 Canada Mortgage Bond (CMB) Program.

Canada Mortgage and Housing Corporation (CMHC) guarantees timely payment on MBS that are issued by 
the credit union and backed by pools of residential mortgages insured against borrower default. Under the 
securitization program, investors receive principal and interest payments on mortgage backed securities. The timely 
payment of interest and principal to investors is guaranteed by CMHC and backed by the Government of Canada. 

Under the CMB program, investors receive a fixed interest coupon bond with interest payments made semi-
annually over the term of Canada mortgage bonds issued by the Canada Housing Trust (CHT) and repayment of 
principal on a specified maturity date (no prepayments permitted). The timely payment of interest and principal 
to investors is guaranteed by CMHC and backed by the Government of Canada. To provide investors with 
a bond like investment, a special purpose trust known as Canada Housing Trust, is created to transform the 
monthly cash flows from NHA MBS pools into non-amortizing bond cash flows with fixed interest payments and 
principal at maturity. 

The resulting cash flows under the Securitization Programs are as follows:

•	 Underlying mortgage loan payments from the respective borrower. These cash flows, which flow though the 
credit union system, represent principal and interest payments on the underlying assets.
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•	 Investor’s principal and interest amounts. The credit union system is obligated to pay the investors an agreed 
upon principal and interest amount. 

•	 Guarantee fee. Application and guarantee fee payable to CMHC for each pool submitted, and the CMHC 
guarantee of timely payment provided to investors.

•	 Prepayments/indemnity. Prepayment rights for securitized assets are the same as those found in other loan 
products offered by the credit union system (personal, commercial, etc.). Given the restrictions around 
eligible assets (refer to pool types below), the prepayment amount represents substantially unpaid amounts 
of principal and interest. The indemnity amount represents reasonable additional compensation for early 
termination of contracts.

Any changes to the term of the underlying mortgage loan, i.e. interest rate or an extension, will trigger a 
liquidation of that loan in its corresponding securitized asset pool.

Some additional risks associated with securitization not directly addressed in the above cash flows are timely 
payments and borrower’s default. Risk exposure under the guarantee of timely payment is managed through the 
robust legal and operational framework required by participants in the program. 

Per the above program description, similar mortgage loan assets are securitized by the credit union system 
for participation within the NHA MBS and CMB Programs. These groupings are referred to as pools and are 
aggregated based on eligibility requirements and common characteristics as described in the NHA MBS Guide 
issued by CMHC.

As at the time of this analysis, there are four different pool types20 within the credit union system:

Pool type 975 - Homeowner pool

•	 Fixed Rate Loans on individual properties comprised of up to four self-contained residential units. On this 
pool type, an indemnity will be passed through to investors for any prepayment or renegotiation which 
occurs within the first 60 months following the interest adjustment date in all circumstances other than 
those where the prepayment provisions are specifically permitted and disclosed within the mortgage 
document and summarized in NHA MBS information circular. In no case shall the Loan prepayment 
provisions disclosed allow for partial prepayment in any year that exceeds 20% of the original principal 
amount of the mortgage, unless such prepayment is as a result of a bona fide sale to a third party of 
the underlying property or due to Loan default resulting in a mortgage insurance claim to CMHC or 
an Approved Private Mortgage Insurer. In only these circumstances will the Issuer retain prepayment 
penalties or indemnities.

Pool type 867 – Homeowner Pool (Collateral Mortgage)

•	 Fixed Rate Loans secured by collateral mortgages (which allow for more than one separate and distinct loan) 
on individual properties comprised of up to four self-contained residential units. Liquidation of a Loan from 
the Pool is required upon the pooled Loan or any loan cross-defaulted with the pooled Loan becoming 90 
days in arrears or being otherwise in default for 90 days in accordance with its terms. With this Pool type, 
all penalty interest or indemnifications for any prepayment or renegotiation are retained by the issuer.

Pool type 966 – Multi housing pools

•	 Fixed Rate Loans on insured multiple properties, small rental, large multiple-family projects, and/or social 
housing projects. Loans in this pool category must be closed to prepayment. Where repayment occurs prior 
to the end of the term, Investors will be paid an indemnity calculated using the NHA MBS coupon rate.

20 Pool descriptions taken from Canada Mortgage and Housing Corporation’s The NHA Mortgage-Backed Securities Guide (2013).
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Pool type 990 – Social housing pools

•	 Social housing loans must be closed to prepayment during the term of the pool and all requests for 
early payment of principal due to the completion of a legal action will require CMHC’s prior approval. 

•	 Social housing Pools include only the following classes of Loans:

a) New or existing NHA-insured Loans in respect of private, municipal or provincial Non-Profit 
projects receiving assistance under Section 95 of the NHA.

b) Existing NHA-insured Loans in respect of Cooperative Housing projects with equal payment 
Loans and Section 95 assistance.

c) Other unilaterally delivered Provincial Social Housing Programs insured under Part 1 of the NHA 
receiving prior CMHC approval for pooling purposes under Pool type “99”.

With regards to the SPPI assessment for securitization programs utilized by the credit union system, the following 
points should be considered:

•	 Whether or not the program results in derecognition of the underlying mortgage loan assets (also refer to 
discussion below – Section 3.12.2);

•	 If derecognition does not result, the underlying mortgage loan continues to be recognized on the financial 
statements. In such cases, the SPPI assessment would follow the analysis outlined in Section 3.10, Mortgages. 
Additionally, the pool types described above provide a starting point when considering the features of the assets.  

3.12.2 Business model assessment21

With regards to business model assessments for securitizations, credit unions must first consider whether the 
transactions achieve derecognition. 

For transactions that do not achieve derecognition, an accounting policy choice may be made based on either:

•	 the accounting outcome. Following the accounting outcome, assets continue to be recognized on the 
financial statements, and therefore, a held-to-collect objective is met; or 

•	 the cash flow outcome. Following the cash flow outcome, the corresponding asset cash flows are regarded as 
‘sold’ and therefore, a held-to-collect objective would not be met.

If the financial assets are acquired/originated with the objective of selling in securitization transactions that 
achieve derecognition, then the objective is not consistent with a ‘held to collect’ objective.

As noted above, the securitization programs offered within the credit union system are comprised for four main 
asset pool types: 

Pool types 975 and 867

•	 Contractual rights to the cash flows from financial assets are transferred to CHT/investors, but the credit 
union is entitled to the excess spread. 

•	 The excess spread is subject to prepayment risk.

21 Syndicated loans are not discussed here as syndicated loans are a loan offered by a group of lenders that work together to provide funds for 
a single borrower, whereas a securitization is a group of loans that are packaged together into a security that investors can buy. Refer to the 
Section 4 - Business Model Assessment for important considerations related to syndicated loans. 



58 ifRs 9 Classification & Measurement   

•	 Control test

•	 CMHC/investors do not have practical ability to unilaterally sell the mortgage in its entirety

•	 Timely payment guaranteed.

As all mortgages securitized by the credit union system are required to be fully insured prior to sale, they pose 
minimal credit risk to the credit union system immediately before or any time after the securitization transaction. 
As the credit union/Central remains exposed to interest rate risk, timely payment and prepayment risks 
associated with the underlying assets have not been transferred and the securitization transactions are accounted 
for as secured financing transactions in the credit union/Central’s consolidated balance sheet and consolidated 
statement of comprehensive income. 

Given that securitization transactions associated with pools 975 and 867 do not meet the derecognition 
requirements; individual credit unions that participate in such programs would need to make an accounting 
policy choice regarding the corresponding cash flows, specifically, whether the accounting or cash flow outcome 
will be followed.

NOTE: Some credit unions may undertake additional transactions such as sale of the Interest Only (IO) strip, 
which may result in derecognition of the mortgages securitized under the 975 and 867 pools. In such cases, a 
separate assessment needs to be performed in respect of the business model test under IFRS 9, which is not 
covered in this scope of this Guide.

Pool types 966 and 990

•	 Contractual rights to the cash flows from financial assets are transferred to CHT/investors, but the credit 
union/Central is entitled to the excess spread. 

•	 Unit of assessment is the cash flows comprised in the MBSs and not the entire mortgages. 

•	 These pools are fixed rate, CMHC insured and are closed to prepayments, therefore the risk and rewards 
test is not operative. 

•	 Control over MBSs is transferred to the MBS borrowers. Hence the cash flows comprised in the MBSs are 
derecognized upon securitization and IO strip retained as the asset on the credit union’s financial statements.

The mortgages purchased for these pools are fixed rate, CMHC insured and are closed to prepayment. Given 
that the securitization transactions associated with pools 966 and 990 result in derecognition of the mortgages, 
the objective of the corresponding business models would not be consistent with a ‘held to collect’ objective. 

The requirements for the derecognition of financial assets and financial liabilities under IFRS 9 remains 
substantially the same as those under IAS 39. 
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With regards to the securitization programs utilized by the credit union system, there are general 
considerations that should be reviewed by individual credit unions before concluding on the classification of 
corresponding assets.

First, consideration should be given as to whether the transaction results in the derecognition of the underlying 
assets. For MBS that are created but retained by the issuer (in other words, these are not sold to a third party), 
the securitization alone does not result in a change in the assets recognized by the issuer credit union. Until 
the credit union sells these MBSs and then assesses for derecognition, it continues to recognize the mortgages 
on its statement of financial position and securitization alone (without sale of resulting MBSs to third parties) 
does not change the classification of these mortgage assets as initially determined upon their initial recognition.

In cases where derecognition results, the objectives of the business models would likely not be consistent with 
a held-to-collect model; therefore, fair value through profit or loss measurement would likely be required, i.e. 
held-for-sale business model. In all cases, individual credit unions need to evaluate the business model carefully 
to quantify the amount of the mortgage book corresponding to a particular pool type that has been securitized 
and derecognized.

For securitized assets that do not meet the derecognition criteria, the underlying mortgage loans continue 
to be recognized on the financial statements. In such cases, the SPPI assessment would follow the analysis 
outlined in Section 3.10, Mortgages. Additionally, an accounting policy choice is required with regards to the 
business model assessment as to whether the accounting or cash flow outcome will be elected. 
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4  K e y  I m p l e m e n TaT I o n  C o n S I d e R aT I o n S  –  b u S I n e S S  m o d e l  a S S e S S m e n T

Unlike the SPPI assessment that is done at the individual contract level, the business model assessment is 
completed at a higher level of aggregation. The business model reflects the way groups of financial assets are 
managed together to achieve a particular business objective. 

Although IFRS 9 states that an entity’s business model for managing financial assets is a matter of fact, it also 
acknowledges that judgment is needed to assess the business model for managing particular financial assets.

For example, the standard does not include ‘bright lines’ for assessing the impact of sales activity, but instead 
requires an entity to consider:

•	 the significance and frequency of sales activity; and 

•	 whether sales activity and the collection of contractual cash flows are each integral or incidental to the 
business model.

In preparing to apply IFRS 9, credit unions and Centrals will have to identify and assess their respective business 
model(s) for managing financial assets and document their conclusions. To do this, they will also need to:

•	 identify the appropriate level of aggregation. The illustrative business models below suggest which products 
would be grouped in a particular business model in meeting the objective of that particular model. However, 
each credit union will need to consider the appropriate level of aggregation in their own instance;

•	 ensure that there is sufficient and appropriate documentation of the relevant business objectives and 
operating policies for each business model; and

•	 establish processes and controls over gathering and assessing relevant and objective evidence, to support 
their assessments on an ongoing basis, e.g. reviewing actual and expected levels of sales activity.

aPPRoaCh – PRaGMatiC ConCessions UtiLized foR the BUsiness ModeL assessMent
In assessing the appropriate classification of financial assets, an entity assesses all relevant and objective 
evidence that is available at the date of the assessment to determine the business model for particular financial 
assets.  To this end, business models refer to how a specific entity manages its financial assets, and thus, 
relevant facts and circumstances will vary between institutions.

As a matter of pragmatism with regards to the completion of this Guide, the Working Group selected a sample 
of illustrative business models that are representative of those found across credit unions and Centrals in 
Canada. Consequently, it is imperative to note that this list is not exhaustive, and more importantly, that credit 
unions and Centrals will have to undertake a comprehensive review of their specific business models – to 
identify and consider the facts, circumstances and objective evidence relevant to their operations.  This in turn 
will allow credit unions and Centrals to determine whether cash flows will result from collecting contractual 
cash flows, selling the corresponding assets, or both. 

the analysis below provides a guide for commencing these assessments, and is not intended to present 
conclusions for individual credit unions or Centrals. 

Key ImplemenTaTIon 
ConSIdeRaTIonS
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4.1 Business Model assessment – Credit Unions

A sample of illustrative business models (which are not exhaustive in nature), which were considered by Working 
Group members to be representative and applicable to the majority of credit unions across Canada22, have 
been evaluated to determine whether cash flows will result from collect contractual cash flows, selling the 
corresponding assets, or both. Accordingly, Working Group members have analyzed the following representative 
business models:

•	 Retail Lending to Members

•	 Investments Held for Excess Cash Management

•	 Investments Held as Mandatory Liquidity Reserve with Centrals.

Should a credit union have similar business models, careful analysis under IFRS 9 is required to ensure that 
their specific and distinct situation is appropriately categorized and all relevant facts/evidence are considered.

4.1.1 Business Model 1: Retail Lending to Members (Credit Products to Collect Contractual Cash Flows)

Retail lending to members focuses on originating various credit products to members with the intention of 
collecting the associated cash flows, i.e. interest and principal, when due. 

Relevant financial instruments

Financial instruments relevant to this business model would vary in nature, but would likely include the following:

•	 Loans (secured and unsecured)

•	 Lines of credit

•	 Quicklines

•	 Mortgages

•	 Letters of credit.

Primary risks

The primary risks of the portfolio include credit risk and interest rate risk. Credit risk is managed through loan 
underwriting procedures and ongoing monitoring procedures. Interest rate risk usually is managed using an 
earnings risk approach, which includes net interest margin forecasts and market value undergoing interest rate 
shock tests to determine exposure. 

22 Should a credit union have similar business models, careful analysis under IFRS 9 is required to ensure that the credit unions specific and 
distinct situation is appropriately categorized and all relevant facts/evidence is considered.
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Sales activity

Sales of financial instruments originated within the retail lending business model are not common. This is 
predominately a buy-and-hold book.

Generally, credit unions do not sell credit impaired accounts to third parties and prefer to work with borrowers 
to collect amounts due (even if that means eventual legal action to collect). If sales are made for credit-impaired 
sales, then provided that such sales are related to the credit risk deterioration of the individual instruments and 
based on established and documented investment policy guidelines, then given that credit quality is relevant to 
the ability to collect contractual cash flows, such sales would not be inconsistent with the objective of holding an 
instrument to collect contractual cash flows.

As already noted, in the context of sales, IFRS 9 does not define a “significant” sale, i.e. dollar amount, or a 
“frequent” sales pattern. Credit unions will need to make an assessment and set their own policies in respect 
thereof. This is a very subjective assessment.

NHA-MBS/ CMB program sales

The credit union occasionally sells loans, usually as a retail portfolio sale into the NHA-MBS/CMB program. Loan 
sales into NHA-MBS/CMB are typically done to help meet liquidity requirements in a stress scenario. Loans are not 
issued with the intent to sell into NHA-MBS/CMB program. As a result, the intention to hold and collect cash flows 
does not change; sales are transacted due to special circumstances, specifically for liquidity purposes in stress case 
scenarios. To this end, the expectation is that these assets will be held to collect contractual cash flows and would 
not be sold except to meet unanticipated liquidity needs. The amount sold is typically set at the amount needed for 
liquidity reasons and not higher23. Loans are not segregated from other non-saleable loans to track liquidity. The sale 
does not result in the mortgages being derecognized. Refer to the discussion in Section 3.12.

Evaluation and management compensation

Relevant asset portfolios are evaluated based on return and credit quality. Total portfolio income and value is reported 
to the Board and various internal monitoring Committees regularly. Instruments with collection issues are also reported. 

Fair value of the loans are not reported regularly or used for management decision making.

Management is compensated on a variety of factors, which do not include changes in fair values of loans.

In the above example, this credit union determines that its business model in respect of these retail credit 
products is, subject to accounting policy choice for securitized mortgages, a Held-to-Collect model24. 

Hence, financial assets that are held in this business model and also meet the SPPI criterion (see Section 3 for 
the SPPI analysis of these financial assets), are expected to be measured at amortized cost under IFRS 9.

It is important to note that individual credit unions will need to consider their respective objectives, i.e. managing 
its financial assets that are available at the date of the assessment, and the level of sales activity, when determining 
the appropriate business model. Relevant facts and circumstances may thus vary between each credit union. 

23 IFRS 9 does not provide a quantitative bright-line measure on what frequency of anticipated sales would prevent a single business model from 
meeting the held-to-collect criterion. Rather it is expected that over time consensus and best practices will emerge. To this end, interpretation of 
sales requires a great deal of judgment and thus, individual credit unions must interpret their own situation uniquely, in collaboration with their 
external and internal accounting policy advisers and audit teams. 
24 Variations in fact pattern will need to be carefully analyzed, since a held-to-collect model may not be appropriate.
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4.1.2 Business Model 2: Investments Held for Excess Cash Management25

Members hold investment deposits with Centrals and other financial institutions. These investments are held 
to earn return on excess cash. Term of these investments can vary, as funds are invested in products to match 
maturity with funding needs. The portfolio is primarily short term investments, so that early redemptions and 
sales are avoided, however, products are redeemable in case unanticipated funding needs occur. The majority 
of the portfolio is held with the Central, so there is no active market for the investments. They can only be 
redeemed with the Central (or sold back to the Central), so fair value gains/losses are primarily a result of 
interest rate changes.

Relevant financial instruments

•	 T-bill/BAs

•	 Bonds

Primary risks

The primary risk associated with this portfolio would be interest rate risk. Interest rate risk is managed through 
ongoing monitoring of the whole Asset Liability portfolio. Credit risk is not considered a primary risk of this 
portfolio, as investments are typically high quality liquidity assets with counterparties of higher credit standing.

Sales activity

Overall, the credit unions’ investments in these deposits are purchased with the expectation that the investments in 
these liquidity deposits will be held to collect contractual cash flows. Although early redemptions may not be common 
due to cash held, the entire portfolio generally is held for liquidity purposes. As a result, assets held in the portfolio 
must be saleable if the liquidity is needed, even if the credit union does not intend to sell the assets. The credit 
union adopts a strategy of holding cash in the portfolio in addition to many short term investments. As a result, 
sales are not common but do occur infrequently. The credit union expects this strategy to continue going forward.

Of the financial instruments and investments associated with this portfolio, many include redemption features, so 
cash can be available in case liquidity needs change. When unanticipated funding needs arise, the frequency and 
size of redemption can vary depending on the credit union’s cycle:

•	 In periods of high excess funds, there may be long periods without any redemption; or

•	 In periods of low liquidity, credit unions may redeem several times in a year. In such cases, investments closer 
to maturity would be redeemed first, to minimize any losses.

The credit union concludes that neither have the sales historically been significant or frequent, nor are they 
expected in the future to be either frequent or significant enough to preclude the business model from being 
considered to be hold to collect business model.

25 This analysis focuses on the treatment of the investments held by credit unions, i.e. financial assets. Classification of financial liabilities 
has not changed significantly from IAS 39 to IFRS 9. The classification of the corresponding liability, i.e. the deposit liability, on the Central’s 
financial statements will continue to be recorded at amortized cost or fair value through profit or loss under IFRS 9.  
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As already noted, in the context of sales, IFRS 9 does not define a “significant” sale, i.e. dollar amount, or a 
“frequent” sales pattern. Credit unions will need to make an assessment and set their own policies in respect 
thereof. This is a very subjective assessment.

Evaluation and management compensation

The performance of this portfolio is evaluated based on liquidity needs being met, and also portfolio’s return on 
investment. However, the portfolio is not managed on a fair value basis. The portfolio is reported to the Board 
using yields to maturity.

Management is not compensated directly on portfolio performance; however, cash management is a 
consideration in their overall evaluation. Evaluation would consider both risk management and return on 
investment of the portfolio.

In the above example, based on the above analysis, this credit union determines that its business model in 
respect of these investments is a Held-to-Collect model, since the objective for managing the financial assets 
is to collect the contractual cash flows26. Sales that have occurred and are expected to occur are incidental 
to the objective of the business model – refer to the comment above regarding the absence of a definition for 
“significant” sale in IFRS 9. 

Hence, for investments that are held in this business model and also meet the SPPI criterion (see Section 3 for 
the SPPI analysis of these financial assets) would be measured at amortized cost under IFRS 9.

It is important to note that individual credit unions will need to consider their respective objectives, i.e. how it 
manages its financial assets that are available at the date of the assessment, and the level of sales activity, when 
determining the appropriate business model. Relevant facts and circumstances may thus vary between each 
credit union. 

4.1.3 Business Model 3: Investments Held as Mandatory Liquidity Reserve with Centrals27

In order to maintain membership with applicable Centrals, credit unions hold mandatory reserve deposits of a 
certain percentage of their total assets. The investment consists of a number of individual deposits, invested at fixed 
and variable market rates for various terms. Typically, the credit union does not have access to these funds (i.e. 
mandatory liquidity reserve must be maintained) except under extreme stress scenarios (i.e. dissolution). However, 
in some cases, i.e. deposits in excess of the minimum threshold, these liquidity deposits can be redeemed (or sold 
back to the Central), as long as the credit unions maintain the mandatory liquidity balance with the Central.

Relevant financial instruments

•	 T-bill/BAs

•	 Bonds

•	 Liquidity Deposits.

26 Variations in fact pattern will need to be carefully analyzed, since a held-to-collect model may not be appropriate. 
27 This analysis focuses on the treatment of the investments held by credit unions, i.e. financial assets. Classification of financial liabilities 
has not changed significantly from IAS 39 to IFRS 9. The classification of the corresponding liability, i.e. the deposit liability, on the Central’s 
financial statements will continue to be recorded at amortized cost or fair value through profit or loss under IFRS 9.
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Primary risks

The primary risk associated with this portfolio would be interest rate risk. Interest rate risk is managed through 
ongoing monitoring of the whole Asset Liability portfolio. Credit risk is not considered a primary risk of this 
portfolio, as investments are typically high quality liquidity assets with counterparties of higher credit standing.

Sales activity

Overall, investments are purchased with the expectation that they will be held to collect contractual cash flows. 
Credit unions are required to maintain the total value of investment at the specified percentage threshold; 
however, they can trade investments in reserve deposits within the portfolio for short term profits. As a result, 
sales will depend on movement in interest rates and on yields.

Based on historical experience, the credit union does not frequently make sales within this portfolio. The majority 
of products are held until term. When sales do occur, they are not significant in value relative to the portfolio28. 
The credit union expects this to continue going forward.

As already noted, in the context of sales, IFRS 9 does not define a “significant” sale, i.e. dollar amount, or a 
“frequent” sales pattern. Credit unions will need to make an assessment and set their own policies in respect 
thereof. This is a very subjective assessment.

Evaluation and management compensation

The performance of this portfolio is evaluated based on liquidity needs being met, and also portfolio return on 
investment. However, the portfolio is not managed on a fair value basis. The portfolio is reported to the Board 
using yields to maturity.

Management is not compensated directly on portfolio performance, however, cash management is a 
consideration in their overall evaluation. Evaluation would consider both risk management and return on 
investment of the portfolio.

In the above example, based on the above analysis, this credit union determines that its business model in 
respect of these investments is a Held-to-Collect model, since the objective for managing the financial assets is 
to collect the contractual cash flows29. Sales that have occurred and are expected to occur are incidental to the 
objective of the business model. (Refer to comment above regarding the absence of a definition for “significant” 
sale in IFRS 9). 

Hence, investments that are held in this business model and also meet the SPPI criterion (see Section 3 for the 
SPPI analysis of these financial assets) would be measured at amortized cost under IFRS 9.

It is important to note that individual credit unions will need to consider their respective objectives, i.e. how it 
manages its financial assets, that are available at the date of the assessment and the level of sales activity, when 
determining the appropriate business model. Relevant facts and circumstances may thus vary between each 
credit union. 

28 IFRS 9 does not provide a quantitative bright-line measure on what frequency of anticipated sales would prevent a single business model 
from meeting the held-to-collect criterion. Rather it is expected that over time consensus and best practices will emerge. To this end, 
interpretation of sales requires a great deal of judgment and thus, individual credit unions must interpret their own situation uniquely, in 
collaboration with their external and internal accounting policy advisers and audit teams. 
29 Variations in fact pattern will need to be carefully analyzed, since a held-to-collect model may not be appropriate.
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4.2 Business Model assessment – Centrals 

Similar to credit unions, a sample of illustrative business models, which were considered by Working Group members 
to be representative and applicable to most of the Centrals across Canada, have been evaluated to determine whether 
cash flows will result from collect contractual cash flows, selling the corresponding assets, or both. 

Should a Central have similar business models, careful analysis under IFRS 9 is required to ensure that their 
specific and distinct situation is appropriately categorized and all relevant facts/evidence are considered.

The primary business function of a Central is to receive deposits from credit unions (mandatory and excess / 
demand or term) and reinvest those funds (to earn interest while managing the interest rate risk and liquidity risk 
of those assets). For example: the primary business model of a Central may be to obtain $700 million in deposits 
from credit unions (as at June 30) and invest $700 million in an investment portfolio. In doing so it earns a 
favourable spread while effectively managing IRR and liquidity risk.  Investment sales and derivatives are simply 
additional tools to earn margin, or more effectively manage the risks of that $700 million (or based on another 
dollar amount as system liquidity changes).

Accordingly, the following is a summary of some of the business models that were considered relevant to the 
Centrals of the credit union system, including Atlantic Central, SaskCentral, Credit Union Central of Manitoba, 
Alberta Central and Central 1. 

•	 The Central anticipates a capital expenditure within the next three to five years (assumption) and invests its 
excess cash in short-term and long-term financial assets.

•	 The Central participates in trading of securities (buying and selling) in order to realize the cash flows (fair 
value changes) on the sale of assets.

•	 The Central enters into derivative transactions in order to manage exposure to interest rates or foreign 
exchange fluctuations, and provide additional return to its member credit unions. 

•	 The Central participates in loan syndication programs with member credit unions. 

4.2.1 Business Model 1: Capital Management Investment Portfolio30

In anticipation of future, i.e. less than five years, capital expenditure, e.g. renovation or purchase or new 
building, management invests its excess cash in short- and long-term financial assets. When the need to fund an 
expenditure arises, positions may be exited to generate the necessary cash. Investments may have terms that are 
greater or less than the anticipated investment period.

30 In contrast, consider a business model that anticipates a cash outflow in five years.  Excess cash is invested in short and long term 
investments which are typically held until (or close to) maturity, at which time, the cash is reinvested until the funds are needed. Only sales 
that are insignificant in value occur before maturity (unless there is an increase in credit risk). Such a business model would likely be Held-to-
Collect.  Hence, financial assets that are held in this business model and also meet the SPPI criterion (see Section 3 for the SPPI analysis of 
these financial assets), would be measured at amortized cost under IFRS 9.
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Relevant financial instruments

Debt securities, including:

•	 Government bonds;

•	 Corporate bonds; and 

•	 T-bills or BA’s.

Primary risks

The primary risks of this portfolio would be credit risk and, depending on the investments utilized and general 
economic conditions, market risk.

Sales activity

In order to maximize the portfolio returns, decisions pertaining to reinvestment strategies are made on a regular 
basis, i.e. when the opportunity arises, sell certain assets to reinvest the cash in financial assets with a higher return.

Management’s objective will be to hold financial assets to collect the contractual cash flows and, when an 
opportunity arises, it will sell financial assets to reinvest the cash for a higher return.

As already noted, in the context of sales, IFRS 9 does not define a “significant” sale, i.e. dollar amount, or a 
“frequent” sales pattern. Credit unions will need to make an assessment and set their own policies in respect 
thereof. This is a very subjective assessment.

Evaluation and management compensation

Management is compensated on a variety of factors. However, in general, interest margin on overall and 
individual portfolios would be considered in the overall compensation of management. 

In this example, based on the above analysis, the business model for this Central would typically be a Held-to-
Collect and for-Sale model31. Hence, financial assets (debt securities) that are held in this business model and 
also meet the SPPI criterion (see Section 3 for the SPPI analysis of these financial assets), would be measured at 
fair value through other comprehensive income under IFRS 9. 

It is important to note that individual Centrals will need to consider their respective objectives, i.e. how it manages 
its financial assets, that are available at the date of the assessment, and the level of sales activity, when determining 
the appropriate business model. Relevant facts and circumstances may thus vary between each Central. 

31 Variations in fact pattern will need to be carefully analyzed, since a held-to-collect and for sale model may not be appropriate.
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4.2.2 Business Model 2: Strategic Investments – Trading Portfolio

Participates in trading of securities (active buying and selling) in order to realize the cash flows (fair value changes) 
on the sale of assets. Decisions are made based on the assets’ fair values and the ability to realize those fair values.

Relevant financial instruments

Debt securities, including:

•	 Government bonds;

•	 Corporate bonds; and 

•	 T-bills or BA’s.

Primary risks

The primary risks of this portfolio would be credit risk and, depending on the investments utilized and general 
economic conditions, market risk.

Sales activity

Even though management may collect contractual cash flows, the principal objective of the portfolio is realizing 
cash flows through sale. The active and frequent32 buying and selling of financial assets is commonplace.

As already noted, in the context of sales, IFRS 9 does not define a “significant” sale, i.e. dollar amount, or a 
“frequent” sales pattern. Credit unions will need to make an assessment and set their own policies in respect 
thereof. This is a very subjective assessment.

Evaluation and management compensation

Management is compensated on a variety of factors. However, in general, interest margin on overall and 
individual portfolios would be considered in the overall compensation of management. 

32 IFRS 9 does not provide a quantitative bright-line measure on what frequency of anticipated sales would prevent a single business model 
from meeting the held-to-collect criterion. Rather it is expected that over time consensus and best practices will emerge. To this end, 
interpretation of sales requires a great deal of judgment and therefore individual credit unions must interpret their own situation uniquely, in 
collaboration with their external and internal accounting policy advisers and audit teams.
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In this example, based on the above analysis, the business model would typically be a Held-for-Sale model33. 
Hence, financial assets that are held in this business model would be measured at fair value through profit or 
loss under IFRS 9, regardless of whether the SPPI criterion is met (see Section 3 for the SPPI analysis of these 
financial assets).

It is important to note that individual Centrals will need to consider their respective objectives, i.e. how it manages 
its financial assets, that are available at the date of the assessment, and the level of sales activity, when determining 
the appropriate business model. Relevant facts and circumstances may thus vary between each Central. 

4.2.3 Business Model 3: Asset Swaps Derivative Portfolio

The Central enters into derivative transactions in order to manage exposure to interest rates or foreign exchange 
fluctuations on other financial assets or liabilities. For example, a Central receives deposits from credit unions. 
The Central then purchases a security with longer term to maturity than the initial deposit. The Central then 
immediately enters into an interest rate swap derivative transaction of the same amount, whereby the Central 
pays a fixed rate of interest for the longer term and receives floating rate which reprices every 30 to 90 days 
(similar to the short term deposits). This is referred to as an asset swap which provides a net higher yield. The 
return from the asset swap is distributed directly to the credit unions in addition to the interest on the deposit.

Relevant financial instruments

•	 Derivative assets and liabilities

•	 Debt securities, short-term and long-term corporate, government securities and chartered bank bonds

•	 Deposit liability.

Primary risks

The primary risks of this portfolio would be credit risk, liquidity risk and, depending on the investments utilized 
and general economic conditions, market risk.

Sales activity

The active and frequent34 buying and selling of financial assets is commonplace. For cash management purposes, 
shorter term securities and the corresponding asset swap (derivative) may be sold close to maturity. Longer 
term securities and the corresponding asset swap (derivative) may also be sold prior to maturity to realize higher 
financial margins. 

33 Variations in fact pattern will need to be carefully analyzed, since a held-for-sale model may not be appropriate. 
34 IFRS 9 does not provide a quantitative bright-line measure on what frequency of anticipated sales would prevent a single business model 
from meeting the held-to-collect criterion. Rather it is expected that over time consensus and best practices will emerge. To this end, 
interpretation of sales requires a great deal of judgement and therefore individual credit unions must interpret their own situation uniquely, in 
collaboration with their external and internal accounting policy advisers and audit teams.
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Evaluation and management compensation

Management is compensated on a variety of factors. However, in general, financial margin and net income would 
be considered in the overall compensation of management. 

In this example, based on the above analysis, the business model would typically be a Held-for-Sale model35. 
Hence, financial assets, i.e. the securities purchased are initially intended to be part of the derivative swap 
transaction, that are held in this business model would be measured at fair value through profit or loss under 
IFRS 9, regardless of whether or not the SPPI criterion are met (see Section 3 for the SPPI analysis of these 
financial assets).

Derivative instruments are considered to be held-for-trading under IFRS 9; and therefore, would be measured 
at fair value through profit or loss36. 

It is important to note that individual Centrals will need to consider their respective objectives, i.e. how it manages 
its financial assets, that are available at the date of the assessment, and the level of sales activity, when determining 
the appropriate business model. Relevant facts and circumstances may thus vary between each Central. 

4.2.4 Business Model 4: Commercial Loan Syndication

Syndication means that a group of lenders (in this case, Centrals and credit unions, and potentially larger banks) 
work together to provide funds to the borrower. Syndications allow credit unions to pool resources and share 
risks. Generally, these syndications are for larger commercial loans.

Management participates in commercial loan syndications with members. Credit unions use syndications to 
provide funding for loans that they cannot fully fund themselves, thus they reach out to another credit union, 
Central or large bank to participate in the syndication. To this end, loan syndications are generally structured in 
two ways:

•	 The Central acts as an arranger and helps another party arrange financing. The Central is not seen as the 
lender by the borrower. The full amount of loaned funds will be tracked by the Central’s banking system but 
since the Central does not fund the loan, there is no amount reported on the Central’s financial statements; 
or 

•	 The Central participates in a portion of the syndication, i.e. funds a portion of the loan. Management is an 
underwriter and administrator (lead lender) who participates in a portion of the total amount funded. The full 
amount of loaned funds will be tracked by the Central’s banking system, but only the portion funded by that 
Central or credit union is reported on the respective Central’s financial statements. 

Relevant financial assets

•	 Secured commercial loans

•	 Commercial mortgages.

35 Variations in fact pattern will need to be carefully analyzed, since a held-for-sale model may not be appropriate 
36 Since the derivative assets are recorded at FVTPL, there is a mismatch in profit and loss between the derivative assets and the deposit 
liability (under IFRS 9, financial liabilities are generally recorded at amortized cost). IFRS 9 allows liabilities to be recorded at FVTPL in order to 
reduce the mismatch in P&L.
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Primary risks

The risks of the portfolio are similar to those of retail lending to members business models, including how credit 
risk and interest rate risk is managed.

Sales activity

The intention of syndicated loan portfolios is for each lending credit union/Central to collect cash flows (principal 
and interest) associated with the portion of the loan that it funds. Generally, portions of syndicated loans are not 
subsequently sold, i.e. to exit relationship or reduce exposure.

Furthermore, management does not underwrite any syndicated loans in which all syndicates are not known prior 
to closing, i.e. management does not take on the risk to sell any unsubscribed portion37. 

A Central or another credit union leading the lending syndicate also has to carefully analyze what is the loan 
that it recognizes in the first instance. Is the syndicate leader seen as the lender to the borrower in that it has to 
recognize the full loan on its balance sheet in the first instance (by being the only visible lender to the borrower) 
and then derecognize portions of that loan as other credit unions fund their respective share? This may mean 
that the lead lender may not be able to claim the Held-To-Collect business model due to the frequent activity of 
sale of recognized loan assets. 

In this example, although the syndicate is led by a single credit union, the borrower knows that there is 
consortium of credit unions, each responsible for advancing a certain specified portion of the total loan to the 
borrower, such that each lender credit union only recognizes an asset for its funded portion of the loan. The 
funding credit unions in this example do not subsequently sell their loans.

As already noted, in the context of sales, IFRS 9 does not define a “significant” sale, i.e. dollar amount, or 
a “frequent” sales pattern. Centrals will need to make an assessment and set their own policies in respect 
thereof. This is a very subjective assessment.

Evaluation and management compensation

Management compensation on syndications portfolios could be based on various factors. Although they are not 
compensated as a direct calculation of interest cash flows or loan values, overall lending portfolio size (based on 
net book value) and net income are considered along with many other indicators. 

In this example, based on the above analysis, the business model for the credit union being on the lender in a 
lenders’ syndicate would typically be a Held-to-Collect model38. Hence, for financial assets that are held in this 
business model and also meet the SPPI criterion (see Section 3 for the SPPI analysis of these financial assets), 
would be measured at amortized cost under IFRS 9.

It is important to note that individual Centrals/credit unions will need to consider their respective objectives, 
i.e. how it manages its financial assets, that are available at the date of the assessment, and the level of sales 
activity, when determining the appropriate business model. Relevant facts and circumstances may thus vary 
between each Central/credit union. 

37 Credit unions also participate in the syndication process. In addition to points listed within the analysis, credit unions may also sell-off their 
portion of the syndicated loan. In such cases, further analysis is required to determine the reason for the sales, whether the position is truly 
novated, the significance/frequency of sales, etc., and whether any of the above factors would challenge a held-to-collect conclusion. 
38 Variations in fact pattern will need to be carefully analyzed, since a held-to-collect model may not be appropriate.
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5  a p p e n d I x  a  –  e q u I T y  S e C u R I T I e S

5.1 Background

The Canadian credit union system is built upon a co-operative model whereby member owners control and 
actively participate in decision making and are required to contribute equitably to the capital of their co-operative 
as a condition of membership.

In 2011, the Canadian credit union system transitioned from Canadian GAAP to IFRS. As part of this process, 
an initiative was undertaken in 2010 to facilitate the transition for the System as a whole: the National IFRS 
Readiness Project. One of the issues considered as part of the IFRS transition process was the impact of IFRS 
on the previous accounting treatment under Canadian GAAP for Credit Unions’ ownership of membership and 
common shares of their respective Centrals.

As part of the original analysis performed in 2010, the following observations were made:

•	 In general, the member shares of Centrals are acquired by the credit unions directly from the Central 
(original issuance) for cash consideration and are recorded at par value (which represents the original 
transaction price). These shares can also be acquired from another credit union or Central in connection 
with a merger / acquisition transaction; in which case the value attributed to these shares is also generally 
equal to the related par value. These shares are not sold, exchanged or traded on a stand-alone basis 
other than in connection with issuance / redemption transactions with the issuing Central or in a merger / 
acquisition transaction.

•	 These shares are in almost all circumstances issued and redeemed at par by the respective Central and can 
only be transferred or redeemed subject to approval of the Board of Directors of the issuer. 

•	 Membership shares and certain other classes of shares are rebalanced each year to reflect the holder’s 
relative size within the System. Shares which are rebalanced are issued / redeemed at the stated par value.

•	 To the best of the System’s knowledge, it is not expected that a value other than par value would ever be 
allocated to shares subject to rebalancing which were acquired in connection with a credit union merger / 
acquisition transaction. 

•	 In cases where shares are transferred as part of a merger / acquisition transaction, they generally are 
allocated an amount equal to their respective par value. No value is given for any potential future dividend 
entitlements.

•	 Shares of Centrals are not quoted in an active market nor actively traded. In fact, there are significant 
limitations on the circumstances in which these shares can be transferred and to whom they can be 
transferred. In other words, the “market” for these shares, as this term is contemplated in IAS 39, would only 
include the issuing Central and other eligible credit union or co-operative members of that Central.

•	 The shares do not have an entitlement to dividends other than non-cumulative amounts declared at the 
discretion of the Board of the related Central. Members do not hold shares for the purpose of generating 
dividend income / distributions. 

appendIx a
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•	 In the case of the membership shares, the primary benefit of ownership relates to the realization of savings 
through cost sharing and other operational synergies as well as access to an increased variety of products 
and services. Members do not expect significant distributions on the membership shares. The transfer of 
membership shares requires the approval of the Central’s Board of Directors and the transferee must also be 
a member. 

•	 If a Central were to be liquidated, the holders of the membership shares would receive a pro rata portion of 
the residual value of the Central’s net assets. However, the holders of the membership shares have no ability 
to access the liquidation value (i.e. they have no way to force a liquidation). Generally, the System does not 
believe that a holder of membership shares would ascribe value to its pro rata share of the Central’s net 
assets, absent an impending liquidation. 

•	 Given the unique nature of the co-operative movement it would not be appropriate to utilize valuation 
techniques or comparative transactions commonly used to value profit-oriented companies offering similar 
products/services to value a co-operative entity. Although they may offer similar products and services, 
the business model used, the structural characteristics of the shares and the mechanism for “distributing 
/ attributing value” to stakeholders are quite different. In the case of a co-operative, value creation and 
attribution is focused on the member relationship, whereas for profit-oriented entities, value creation and 
attribution is focused on the shareholder relationship. As such it is not considered reasonable to argue that 
non-cooperative entities are substantially the same or that they can be used as a proxy for valuing  
co-operative entities.

A summary of the overall conclusions reached as part of the National IFRS Readiness Project in 2010 is below:

•	 the system concluded that under ias 39, for Central shares subject to a rebalancing mechanism, the 
afs classification and subsequent measurement at fair Value would be applied and that fair Value in 
those circumstances was equal to Par Value (less the amount of any impairment). For Central Shares not 
subject to a rebalancing mechanism, to the extent that the Redemption Value of those Shares was equal to 
their Par Value, the System concluded that these Shares would also be designated as AFS and subsequently 
measured at Fair Value, in a manner similar to Central Shares subject to a rebalancing mechanism.

•	 for Central shares where Redemption Value is greater than Par Value it was expected that those 
shares have a fair Value greater than Par Value. However, the circumstances in which those Shares 
can be redeemed are very limited and are at the discretion of the issuing Central. Until such time as the 
issuing Central provides guidance or indications with respect to its intent regarding the commencement 
and terms of redemption, the timing or likelihood of any such redemption is subject to considerable 
estimation uncertainty and as such, the range of potential values that might be derived is expected to be 
significant. the system concluded that the criteria set out in ias 39 aG.81 requiring cost measurement 
could be applied in certain circumstances (see below for guidance). If in the future, a reliable measure 
of fair value becomes available for a financial asset for which such a measure was not previously available, 
then that asset is required to be re-measured to that fair value at that time, with any change recorded in 
Other Comprehensive Income. Careful consideration of any communications made by the Central or any 
redemption activity is required. 

Under IAS 39. 46, 

After initial recognition, an entity shall measure financial assets, including derivatives that are assets, at their 
fair values, without any deduction for transaction costs it may incur on sale or other disposal, except for the 
following financial assets…

(c) investments in equity instruments that do not have a quoted price in an active market and whose fair 
value cannot be reliably measured and derivatives that are linked to and must be settled by delivery of 
such equity instruments, which shall be measured at cost (see Appendix A paragraphs AG80 and AG81).
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IAS 39.AG81 further states that “if the range of reasonable fair value measurements is significant and the 
probabilities of the various estimates cannot be reasonably assessed, an entity is precluded from measuring the 
instrument at fair value”.

The 2010 paper also contemplated what impact, if any, the introduction of IFRS 9 would have on the conclusions 
reached under IAS 39, based on the current draft of IFRS 9 at the time the paper was issued. Below is a summary 
of the initial conclusions regarding the impact of IFRS 9: 

•	 Although IFRS 9 eliminates the cost exemption for unquoted equity instruments which existed under IAS 39, 
it instead includes guidance on when cost might be representative of fair value for subsequent measurement. 

•	 In the case of Central Shares, the System believed that the accounting proposed on initial adoption of IFRS 
would continue to have merit once IFRS 9 is effective.

5.2 issues under ifRs 9

In light of the background provided above, a number of relevant issues must now be considered as credit unions 
and Centrals transition to IFRS 9:

•	 How should the equity instruments be classified under IFRS 9?

•	 Are the equity instruments required to be measured at fair value under IFRS 9, and if so, how should fair 
value be determined?

•	 Can the cost exemption previous applied under IAS 39 continue to be applied under IFRS 9, or are there 
situations in which measurement of equity investments at cost remains appropriate?

5.3 Classification of equity investments

The term ‘equity instrument’ is defined in IAS 32 Financial Instruments: Presentation, as any contract that 
evidences a residual interest in the assets of an entity after deducting all of its liabilities. For instruments which 
meet the above definition39 the classification and measurement considerations differ from those for debt 
instruments. Both credit union ownership of Central’s membership and common shares, and credit union/
Central ownership in affiliated co-operative organizations meet the definition of equity instruments per IAS 32.

In contrast to debt instruments, investments in equity instruments fail the SPPI criterion and are therefore 
measured at fair value through profit or loss. However, on initial recognition an entity may make an irrevocable 
election to present in OCI the changes in the fair value of an investment in an equity instrument that is not held 
for trading nor contingent consideration recognized by an acquirer in a business combination to which IFRS 3 
Business Combinations applies.

39 One must be careful to see if the shares are classified as equity by reason of the exception in IAS 32.16A-D. If an investment is classified 
by the issuer as an equity instrument of this exception (i.e., puttable instrument or an instrument that imposes on the entity an obligation 
to deliver to another party a pro rata share of the net assets of the entity only on liquidation) such instrument does not actually meet the 
definition of an equity instrument.
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IFRS 9 defines a financial asset as held for trading if it is:

•	 Acquired or incurred principally for the purpose of selling or repurchasing in the near term;

•	 On initial recognition, part of a portfolio of identified financial instruments that are managed together and for 
which there is evidence of a recent actual pattern of short-term profit taking; or

•	 A derivative, except for a derivative that is a financial guarantee contract or a designated and effective 
hedging instrument.

This guidance is considered below:

•	 Credit unions and Centrals who have equity investments in Centrals or co-operative entities (The Co-operators 
for example) do not generally sell those instruments to facilitate liquidity and funding needs. Instead, the credit 
unions and Centrals would manage liquidity and funding needs through other instruments such as debt securities.

•	 Investments in Centrals and co-operative entities are not acquired principally for selling in the near-term. 
Such investments are generally strategic in nature and are long-term investments.

•	 Transfers of credit union or Central shares as part of a merger / acquisition transaction would not be 
considered a sale for short-term profit taking.

•	 The financial assets being considered are not derivatives.

Therefore, credit union ownership in Centrals’ shares, as well the ownership of common shares in co-operative 
entities described above generally do not meet the definition of a held for trading instrument.

If an equity instrument is not held for trading, an irrevocable election can be made to present in OCI the 
changes in fair value of an investment in an equity instrument. The accounting for this election is different 
from the accounting under the fair value through OCI category for debt instruments because the impairment 
requirements in IFRS 9 are not applicable, all foreign exchange differences are recognized in OCI, and amounts 
recognized in OCI are never reclassified to profit or loss. Only dividend income on such equity instruments, 
which does not clearly represent a recovery of part of the cost of the investment, is recognized in profit or loss. 

The designation exception for equity instruments can be made on an instrument-by-instrument basis and is 
irrevocable. Therefore, credit unions and Centrals will need to decide whether to make the irrevocable election 
upon adoption of IFRS 9. If the election is not made, the equity instruments will be recorded at fair value through 
profit or loss.

5.4 Measurement of equity investments

Under IFRS 9, all investments in equity instruments and contracts on those instruments must be measured at fair 
value. The fair value of financial instruments is determined in accordance with IFRS 13 Fair Value Measurement. 

Previously, IAS 39 provided that investments in equity instruments must be measured at fair value, except for 
investments that do not have a quoted market price in an active market and whose fair value cannot be reliably 
measured, in which case the investments should be measured at cost. As noted above in the Background section, 
under IAS 39, it was concluded that for certain shares where redemption value exceeded par value, this cost 
exemption could be applied.

IFRS 9 removes this cost exemption. However, IFRS 9 acknowledges that in limited circumstances, cost may be 
an appropriate estimate of fair value for unquoted equity instruments.
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This is discussed in IFRS 9 B5.2.3: “All investments in equity instruments and contracts on those instruments must 
be measured at fair value. However, in limited circumstances, cost may be an appropriate estimate of fair value. 
That may be the case if insufficient more recent information is available to measure fair value, or if there is a wide 
range of possible fair value measurements and cost represents the best estimate of fair value within that range.”

Despite the aforementioned concession, the IASB specifically notes in the Basis for Conclusions to IFRS 9 
[IFRS 9.BC5.18] that these circumstances do not apply to equity instruments held by entities such as financial 
institutions and investment funds. 

As a matter of interpretation, the System believes the inclusion of the term ‘financial institution’ in the Basis for 
Conclusions was intended to preclude large financial institutions such as global systemically important banks 
(G-SIBs) and in the case of the Canadian marketplace, domestic systemically important banks (D-SIBs) from 
measuring equity investments at cost. Such financial institutions possess the necessary resources needed to 
design and apply valuation techniques to assess the fair value of equity instruments, even in cases where they are 
unquoted and there are no observable market inputs to be applied in determining a fair value. 

Considering their nature as co-operative entities, credit unions within Canada are unique and it is reasonable to 
view them differently than large global financial institutions. Credit unions are much smaller in size and possess 
limited internal resources compared to larger financial institutions. The Basis of Conclusion appears to focus on 
the resources that a typical financial institution would have, which is not necessarily the case for Canadian credit 
unions, particularly those that do not trade regularly in and/or hold equities. The Basis of Conclusion paragraphs 
are also not part of the authoritative text.

A secondary factor to consider is that financial institutions and investment funds would make equity investments 
for the purpose of financial gain, i.e. to earn investment income. It would be expected that in doing so, 
investments would not be made in equity instruments for which the financial institution or investment fund was 
not able to estimate a fair value, as gains/losses arising from changes in fair value would be a key component 
of investment income. In contrast, the System’s investment in equity shares of Centrals and other co-operative 
entities is not motivated by financial gains on the investment itself, but rather it is either as a condition of 
membership or necessary in order to access services being provided by the co-operative entity. The co-operative 
equity instruments are not bought and sold in order to earn profit but rather are generally purchased at par 
value and redeemed for par value when the holder exits the System or ceases to participate in the services of a 
particular co-operative. Although dividends may be paid to the holder of certain co-operative equity instruments, 
this is not the reason for the investment. As such, whereas financial institutions and investment funds make 
investments and carry out their investment decision-making based on the fair value of the equity instruments, 
credit unions and Centrals do not require assessments of fair value of the equity instruments held for the 
purpose of membership or accessing services.

Notwithstanding the arguments above, IFRS 9.BC5.18 would imply that credits unions, being financial institutions, 
would not be permitted to use cost as an appropriate estimate of fair value for equity instruments. 

When assessing whether cost represents the best estimate of fair value, the guidance in IFRS 9 B5.2.4-5 must also 
be considered:

B5.2.4 Indicators that cost might not be representative of fair value include:

(a) a significant change in the performance of the investee compared with budgets, plans or milestones.

(b) changes in expectation that the investee’s technical product milestones will be achieved.

(c) a significant change in the market for the investee’s equity or its products or potential products.

(d) a significant change in the global economy or the economic environment in which the investee operates.
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(e)  a significant change in the performance of comparable entities, or in the valuations implied by the 
overall market.

(f)  internal matters of the investee such as fraud, commercial disputes, litigation, changes in management 
or strategy.

(g)  evidence from external transactions in the investee’s equity, either by the investee (such as a fresh 
issue of equity), or by transfers of equity instruments between third parties.

B5.2.5 The list in paragraph B5.2.4 is not exhaustive. An entity shall use all information about the performance 
and operations of the investee that becomes available after the date of initial recognition. To the extent that any 
such relevant factors exist, they may indicate that cost might not be representative of fair value. In such cases, 
the entity must measure fair value.

If any of the above indicators are relevant for an unquoted equity investments, an analysis must be performed 
to determine whether a fair value for the equity investment can be estimated, and whether cost remains 
representative of fair value. [See Case Study 2 below for an example.] 

5.5 Conclusion

IFRS 9 provides that equity instruments should be classified as fair value through profit or loss or, if an irrevocable 
election is made, at fair value through OCI. Thus, individual credit unions must determine whether the OCI 
election will be selected upon transition to IFRS 9. 

Regardless of whether the election is made, IFRS 9 requires that fair value be determined for equity instruments. 
Where fair value can be reasonably estimated, such as when redemption value is equal to par value and there 
are frequent transactions at par value, the equity instruments will be measured at the par value, which is the 
best estimate of fair value. There are limited circumstances under which equity instruments may use cost as a 
proxy for fair value under IFRS 9. Per the above discussion, when the more recent available information is not 
sufficient to measure fair value or there is a wide range of possible fair value measurements and cost represents 
the best estimate of fair value within the range, the System concludes that cost can be used as a reasonable 
approximation of fair value for unquoted equity instruments. In order to measure an equity instrument at cost, an 
entity must be able to demonstrate that the necessary criteria are met.

The above analysis and conclusions will be applied to specific scenarios, or Case Studies, below.

5.6 Case study 1 – saskCentral Membership shares 

Background 

Each of the Centrals issues a membership class of shares. For the purposes of this analysis, SaskCentral’s 
membership shares held by its member credit unions are provided as an example. SaskCentral’s membership 
shares are representative of the other Centrals’ membership shares. 

•	 Saskatchewan credit unions must hold a specified number of membership shares in SaskCentral as a 
condition of membership. The number of shares held is based either on the relative size of the credit union’s 
asset base, number of members or statutory liquidity balances. The number of membership shares held by 
each credit union is rebalanced each year to reflect changes in the relative size of the credit union. 

•	 Membership shares are issued and redeemed at the same fixed dollar amount per share. The membership 
shares are also redeemable at the stated par value. Other than rebalancing of the membership shares that 
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occurs annually, the redemptions of membership shares are limited to when the holder is withdrawing 
from membership. Redemptions are subject to approval from the Board of Directors and there are certain 
limitations to redemption based on SaskCentral’s statutory liquidity or capital requirements.

•	 SaskCentral membership shares provide a right to non-cumulative dividends at the discretion of the 
SaskCentral’s Board of Directors and subject to certain regulatory requirements.

•	 The bylaws of SaskCentral limit membership ownership to credit unions, co-operatives, other organizations 
supporting the co-operative movement, and in some cases, other entities approved by the Board.

•	 SaskCentral’s membership shares are transferable subject to certain regulatory requirements. The transfer of 
membership shares requires approval from the Board of Directors. 

•	 Membership shares carry the rights to a pro-rata distribution of the net assets of the SaskCentral, after 
redeeming any other classes with priority rights, on liquidation of the Central.

Conclusion

As the SaskCentral membership shares are equity investments, are subject to a rebalancing mechanism and 
transactions occur at par value, the membership shares must be measured at fair value; however, assuming the 
conditions for using cost as a proxy for fair value have been met, the member may measure the fair value at the 
membership shares’ cost (i.e., presumably fair value) (less any impairment). 

Generally, the election for recognizing fair value changes in OCI must be made at initial recognition. On 
transition to IFRS 9, such an election must be made at the date of initial application (and it is the facts and 
circumstances of that date which must be assessed to determine if the investment is eligible). Further, although 
the member may be using cost as a proxy for fair value such that there may be no ongoing fair value changes 
to consider, it is important to determine whether the election will be made as all fair value changes, including 
impairment, but excluding dividends, would be presented in other comprehensive income.

5.7 Case study 2 – Central 1 Class e shares 

Background 

•	 Central 1 issued Class E shares to each BC and ON member credit union in connection with the merger 
transaction between Credit Union Central of British Columbia and Credit Union Central of Ontario in 2009.

•	 The Class E shares have a redemption value of $100 / share which differs from its stated par value of $0.01 / 
share. The shares were issued at par value.

•	 These shares are not subject to rebalancing, and new members are not required to subscribe to this class of 
shares. Holding Class E shares is not a condition of membership of Central 1.

•	 Central 1 does not have a clear redemption plan for its Class E shares.

•	 Redemption is subject to Board approval and would likely also be subject to regulatory approval.

•	 Class E shares are transferable, but can only be transferred to another Class A member and Board approval 
is required.



80 ifRs 9 Classification & Measurement   

•	 The Class E shares carry non-cumulative dividend privileges. The dividends are discretionary. 

•	 Under IAS 39, it was concluded that the Class E shares do not have a quoted price in an active market and 
their fair value cannot be reliably measured. As such, it was concluded that measurement at cost under the 
cost exemption was appropriate.

IFRS 9 allows for two scenarios in which recording an equity instrument at cost may be appropriate, one of which 
is that insufficient more recent information is available to measure fair value. Prior to the implementation of 
IFRS 9, the credit union system maintained a position that the fair value of Class E shares could not be reliably 
measured. 

The implementation of IFRS 9 itself does not present any more recent information with which to measure fair 
value. Thus, we have considered whether there is any other recent information that would indicate a reliable 
measure of fair value. 

Notwithstanding an insignificant amount of redemptions of the Class E shares approved by the Board of Central 
1, there has not been a sufficient volume of redemptions, or the communication of a plan by Central 1 to 
redeem the Class E shares, that could be used to reliably estimate a fair value for the Class E shares. The timing, 
redemption value, and the ability to redeem the Class E shares are uncertain and thus any assessment of fair 
value would be unreliable. Although there have been some communications by Central 1 of a potential plan to 
redeem Class E shares and issue new classes of shares, this plan has not yet been formalized or approved by the 
regulator, and thus does not present a reasonable basis on which to determine a fair value.

Below, the indicators in IFRS 9 B5.2.4 have been applied to Central 1 Class E Shares.

Indicators that cost might not be representative of fair value include:

(a) a significant change in the performance of the investee compared with budgets, plans or milestones. 

Information about matters of the investee such as performance against budgets, plans, or milestones 
is not public information. Also, the value of Class E shares is not closely linked to the performance of 
Central 1.

(b) changes in expectation that the investee’s technical product milestones will be achieved. 

This criteria is not applicable to Central 1. The value of Class E shares is not impacted by changes in 
expectations on Central 1’s technical product milestones.

(c) a significant change in the market for the investee’s equity or its products or potential products. 

There has not been a significant change in the market for Central 1’s Class E shares or its products or 
potential products.

(d)  a significant change in the global economy or the economic environment in which the investee operates. 

There have been significant changes in the global economy and economic environment that Central 1 
operates in since 2009, e.g. low interest rate environment. However, this does not directly impact the fair 
value of Class E shares.
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(e)  a significant change in the performance of comparable entities, or in the valuations implied by the 
overall market.

There are no comparable entities and thus no market valuations implied for a unique co-operative 
entity such as Central 1. Although there are other credit union Centrals in Canada, they are sufficiently 
different so as not to present a comparable. However, given the nature of the Class E shares, even if 
there were significant changes in performance or implied valuations, there is no direct link to the fair 
value of Class E shares.

(f)  internal matters of the investee such as fraud, commercial disputes, litigation, changes in management 
or strategy. 

Information about internal matters of the investee such as fraud, commercial disputes, and litigation are 
not public information. Although Central 1 has undergone changes in management and strategy since 
2009, this does not have an impact on the fair value of Class E shares.

(g)  evidence from external transactions in the investee’s equity, either by the investee (such as a fresh 
issue of equity), or by transfers of equity instruments between third parties. 

Since the initial issuance of Central 1’s Class E shares in 2009, there have been no new issuances of 
Class E shares. There have been no significant amount of redemptions of Class E shares to date, and no 
approved plan for future redemptions. Class E shares may only be transferred by a Class A member to 
another Class A member and Board approval from Central 1 is required, thus there is no ability to sell 
Class E shares independently to other credit unions or other market participants and there is no market 
for Class E shares which would indicate a market price. As such, there is no evidence from external 
transactions in Class E shares that would indicate that cost might not be representative of fair value.

None of the above indicators suggest that cost might not be representative of fair value.

Conclusion

There is insufficient more recent information available to measure fair value of Central 1’s Class E shares. As 
a result, it is reasonable to continue accounting for the Class E shares at cost, which is equal to the stated 
par value of $0.01/share. This mirrors the current treatment under IAS 39. This conclusion must be closely 
monitored, as the availability of any more recent information such as the communication of a plan by Central 1 
that would provide a reasonable basis for determining fair value will result in a re-measurement of fair value. 
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6  G l o S S a R y  o F  T e R m S 

teRM desCRiPtion
Amortized cost A financial asset is classified as being subsequently measured at amortized cost if the asset 

is held within a business model whose objective is to collect contractual cash flows, and the 
contractual cash terms of the financial asset give rise to cash flows that are solely payments 
of principal and interest.

Business model 
assessments 
(BMA)

The way an entity manages its financial assets in order to generate cash flows. That is, the 
entity’s business model determines whether cash flows will result from collecting contractual 
cash flows, selling the financial assets or both.

Credit risk The risk that one party to a financial instrument will cause a financial loss for the other party 
by failing to discharge an obligation.

Fair value 
through other 
comprehensive 
income (FVOCI)

A financial asset is classified as being subsequently measured at FVOCI if it meets the SPPI 
criterion and is held in a business model whose objective is achieved by both collecting 
contractual cash flows and selling financial assets.

Fair value 
through profit 
or loss (FVTPL)

All other financial assets if they are not classified as amortized cost or FVOCI, are classified 
as being subsequently measured at FVTPL.

In addition, an entity may, at initial recognition, irrevocably designate a financial asset as at 
FVTPL if doing so eliminates or significantly reduces an accounting mismatch that would 
otherwise arise. 

Interest Interest is consideration for:
•	 the time value of money and
•	 the credit risk associated with the principal amount outstanding during a particular 

period of time.

Interest can also include:
•	 consideration for other basic lending risks, e.g. liquidity risk, and costs, e.g. 

administrative costs, and
•	 a profit margin.

Modified time 
value of money

The time value of money may be modified, i.e. the relationship between the passage of time 
and the interest rate may be imperfect.

Principal Principal is the fair value of the financial asset at initial recognition. However, principal may 
change over time, e.g. if there are repayments of principal.

Solely payments 
of principal and 
interest (SPPI)

Whether the contractual terms of the financial asset give rise, on specified dates, to cash 
flows that are solely payments of principal and interest.
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