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Example 1: Loan provided a parent company to a subsidiary 
Section 11 Loans and transactions at non- market rates. 

 
 

Company A is a subsidiary of Parent B. Parent B provides a loan to Company A for 5 years for 
CU200,000 on 01/01/2015. No interest is charged on the amount loaned. The market rate of 
interest that would be charged on this loan by a third party i.e. a bank would be 5%. 

 
Step 1: Assess whether the instrument meets the definition of a basic instrument and the category 

it falls into 
As this loan meets the definition of a debt instrument where there is no unusual interest 
rates, then this meets the definition of a basic debt instrument. 

Step 2: Determine the method in which the debt instrument should be measured (does section 
11.14 (b) apply 
As using the amortised cost basis does not create a measurement inconsistency and as 
this is not a group managed debt instrument where the performance of the group is 
evaluated on a fair value basis, then it is correct to use the amortised cost basis 

Step 3: Assess if there is a financing transaction within the arrangement i.e. is the transaction at 
non- market rates; is unusual extended credit terms provided? 

Step 4: Determine amount to be recognised on initial recognition and subsequent measurement 
Given that a financing arrangement exists, there is a need to determine the present value of 
the future payments using the inputted market rate. Therefore, the amount to be recognised 
initially is: 

 
CU200,000 / (1.05)^5 = CU156,705 

 
(Note if the loan interest was at a rate of 1%, then you would use a discount rate of 4% 
here being the difference between the market rate and the actual rate charged) 

 
Therefore, the journals to post in Company A’s TB are: 

CU CU 
Dr Bank 200,000 
Cr Interco Loan 200,000 
Being journal to recognise receipt of the loan 

CU CU 
Dr Interco Loan 
(CU200,000- CU156,705) 

43,295 

Cr Equity/Capital Contribution 43,295 
Being journal to reflect deemed gift from the parent for the fact that the loan was given 
interest free. 
In the parent company financial statements, the journals on initial recognition would be: 

CU CU 
Dr Interco Loan 200,000 
Cr Bank 200,000 
Being journal to recognise provision of the loan 

CU CU 
Dr Investment 43,295 
Cr Interco Loan 
(CU200,000-CU156,705) 

43,295 

Being journal to recognise the deemed investment in Company as a result of providing a 
favourable loan 

 
Step 5: Determine the effective interest rate 

The effective interest rate is the rate of interest that exactly discounts the estimated 
future cash flows through the expected life. In this case the rate is 5% which is the same 
as the market interest rate as there was no transaction costs. 
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Calculated EIR 5.000%    

     

 
Period Ending 

 
Opening Balance 

Interest for Period 
at 5% * 

 
Cashflow 

 
Closing Balance 

     

31/12/2015 156,705 7,835 ‐ 164,540 
31/12/2016 164,540 8,227 ‐ 172,768 
31/12/2017 172,768 8,638 ‐ 181,406 
31/12/2018 181,406 9,070 ‐ 190,476 
31/12/2019 190,476 9,524 ‐ 200,000 
31/12/2019 200,000 ‐ (200,000) ‐ 

Step 6: Decide the journals to be posted at each periodend. 
In Company A financial statements the journals to be posted at 31/12/2015 are as 
detailed below such that the amortised cost at 31/12/15 is 164,540. This will be 
continued year on year: 

 
 

CU CU 
Dr Interest Expense 7,835 
Cr Loan Liability 7,835 
Being journal to recognise effective interest charge for 2015. The effective interest 
charge will be posted in each of the 5 years as detailed above assuming no changes in 
the cash flow occur. 
In the parent company financial statements the journals to be posted at 31/12/2015 are 
as detailed below such that the amortised cost at 31/12/15 is 164,540. This will be 
continued year on year: 

CU CU 
Dr Loan Liability 7,835 
Cr Interest Income 7,835 
Being journal to recognise effective interest charge for 2015. The effective interest 
charge will be posted in each of the 5 years as detailed above. 

NOTE: IF THE TERMS OF THE LOAN AGREEMENT STATED THAT THE LOAN WAS REPAYABLE ON DEMAND, 
THE CARRYING AMOUNT ON INITIAL RECOGNITION WOULD BE 200,000 AS THIS IS THE DEEMED PRESENT 

VALUE OF FUTURE PAYMENTS, THEREFORE NO DEEMED INTEREST WOULD NEED TO BERECOGNISED. 
 
 

Example 1b: Intercompany loan from a related party or a fellow subsidiary 
 

Company A is a sister company/fellow subsidiary of Company B. Company B provides a loan to 
Company A for 5 years for CU200,000 on 01/01/2015. 1% rate of interest is charged on the amount 
loaned. The market rate of interest that would be charged on this loan by a third party i.e. a bank 
would be 5%. Assume there are no timing differences for deferred tax purposes. The journals in this 
particular instance for each entity are (note there are two choices here, so an entity should look at 
the substance of the transaction when determining which journals to post): 

 
The present value of future cash flows = CU200,000 / (1.04)^5 = CU164,385 

Journals on initial recognition in Company A 

CU CU 
Dr Bank 200,000 
Cr Related Party Loan Liability 200,000 
Dr Related Party Loan Liability 
(CU200,000 -CU164,385) 

35,615 

Cr Capital Contribution 35,615 
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Being journal to recognise the receipt of the loan and the adjustments to show the loan at its 
present value of future payments (posted to equity as a capital contribution as the parent company 
has forced the other subsidiary to give that company a favourable loan). 

 
 
 

OR  
CU 

 
CU 

Dr Bank 
Cr Related Party Loan Liability 
Dr Related Party Loan Liability 

200,000 
 
35,615 

 
200,000 

(CU200,000-CU164,385) 
Cr Interest Income 

  
35,615 

Being journal to recognise the receipt of the loan and the adjustments to show the loan at its 
present value of future payments 

 
The journals for subsequent years will be the same as included in example 1a above obviously with 
different numbers. 

 
Journals on initial recognition in the fellow subsidiary/related party company (note there are two 
choices here, so an entity should look at the substance of the transaction when determining which 
journals to post): 

 
 CU CU 
Dr Related Party Loan Asset 200,000  

Cr Bank  200,000 
Cr Related Party Loan Asset  35,615 
Dr Distribution in Equity 35,615  

Being journal to recognise the provision of the loan and the adjustments to show the loan at its 
present value of future payments (posted to equity as a debit as it is effectively a distribution to the 
Parent Company as it has forced this company to provide a favourable loan to its subsidiary) 

 
OR  

CU 

 

CU 
Dr Related Party Loan Asset 
Cr Bank 

200,000  
200,000 

Cr Related Party Loan Asset 
Dr Interest Expense 

 
35,615 

35,615 

Being journal to recognise the provision of the loan and the adjustments to show the loan at its 
present value of future receipts 
On subsequent measurement the journals would be to credit interest income and debit related party 
loan asset so as to show the correct amortised cost amount as calculated above. 

 
In an instance where Company A provided a loan to the directors, the accounting treatment in 
Company A’s books would be the same as the journals for the related party entity above. 

 
 

Example 1c: Intercompany loan from a subsidiary to a parent company 
 

If we take the same facts as example 1b but assume this time the loan was provided by the 
subsidiary, Company A to its Parent company. Assume there are no timing differences for deferred 
tax purposes. The journals in this particular instance for each entity are (note there are two choices 
here, so an entity should look at the substance of the transaction when determining which journals 
to post): 
Journals on initial recognition in Company A: 

 
CU CU 

Dr Interco Loan 200,000 
Cr Bank 200,000 
Being journal to recognise provision of the loan 
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CU CU 

Dr Distribution in Equity/other reserves 35,615 
Cr Interco Loan 
(CU200,000 -CU164,385) 

35,615 

Being journal to recognise the deemed distribution to the Parent company as a result of 
providing a favourable loan 

 
Journals on initial recognition in Parent Company: 

 
 CU CU 
Dr Bank 200,000  

Cr Related Party Loan Liability  200,000 
Dr Related Party Loan Liability 35,615  

(CU200,000 -CU164,385)   

Cr Deemed distribution from 
subsidiary in P&L 

 35,615 

Being journal to recognise the receipt of the loan and the adjustments to show the loan at its 
present value of future payments (posted to P&L as it is treated as deemed dividend). 

 
 

 
Example 1d: Loan from a director who is a shareholder 

 
If we take the same facts as example 1a but assume this time the loan was provided by the director 
who is a shareholder to Company A. Assume there are no timing differences for deferred tax 
purposes. The journals in this particular instance for each entity are (note there are two choices 
here, so an entity should look at the substance of the transaction when determining which journals 
to post): 
Journals on initial recognition in Company A 

 
 CU CU 
Dr Bank 200,000  

Cr Related Party Loan Liability 
Dr Related Party Loan Liability 

 
43,295 

200,000 

(CU200,000- CU156,705)   

Cr Capital Contribution  43,295 
Being journal to recognise the receipt of the loan and the adjustments to show the loan at its 
present value of future payments (posted to equity as a capital contribution a given at a favourable 
rate). 

 
The journals for subsequent years will be the same as included in example 1a above 

 
Note if the entity qualified as a small company if it were a company the entity could avail of the 
exemption in Section 1.15A of FRS 102 not to apply the amortised cost model/effective interest 
model/effective interest rate model and instead carry this at CU200,000 throughout. S.115A of FRS 
102 provides an exemption from the requirement to apply the rules in Section 11.13 for financing 
arrangements. It can only be applied to loans which are from directors who are natural persons to 
the company (i.e. it does not relate to loans between companies). The definition of a small company 
is defined in Section 280A-280b of Companies Act 2014 (i.e. the requirements for a company when 
applying the small companies regime – there is no requirement to apply the small companies 
regime). If the exemption was claimed the journals required would be to: 

 
CU CU 

Dr Bank 200,000 
Cr Related Party Loan Liability 200,000 
Being journal to recognise the receipt of the loan on initial recognition 

 
 CU CU 
Dr Interest expense (CU200,000*1%) 2,000  

Cr Related Party Loan Liability  2,000 
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Being journal to recognise the actual interest receivable on the laon regardless of whether it is at 
market rates or not 

 
Note if this was received from a director who was not a shareholder then it would be posted 
to interest income for definite and the exemption in Section 1.15A of FRS 102 is not applicable. 

 

 
Example 1e: Loan to a director who is a shareholder 

 
If we take the same facts as example 1a but assume this time the loan was provided by Company  
A to the director who is a shareholder. Assume there are no timing differences for deferred tax 
purposes. The journals in this particular instance for each entity are (note there are two choices 
here, so an entity should look at the substance of the transaction when determining which journals 
to post): 
Journals on initial recognition in Company A 

 
CU CU 

Dr Related Party Loan Asset 200,000 
Cr Bank 200,000 
Cr Related Party Loan Asset 
(CU200,000- CU156,705) 
Dr Distribution in Equity 43,295 

43,295 

Being journal to recognise the provision of the loan and the adjustments to show the loan at its 
present value of future payments (posted to equity as a debit as it is effectively a distribution to the 
shareholders as the shareholder has forced this company to provide a favourable loan) 

 
OR   

CU 

 

CU 
Dr Related Party Loan Asset  200,000  

Cr Bank   200,000 
Cr Related Party Loan 
(CU200,000- CU156,705) 
Dr Interest Expense 

Asset  
 
43,295 

43,295 

Being journal to recognise the provision of the loan and the adjustments to show the loan at its 
present value of future receipts 
On subsequent measurement the journals would be to credit interest income and debit related party 
loan asset so as to show the correct amortised cost amount as calculated above. 

 
Note if this was given to a director who was not a shareholder or was an employee then it 
would be posted to employee cost for definite. 

 
Note the exemption in Section 1.15A for small entities does not apply as it is loan from 
the company to a director and not a loan from the director to the company. 
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Example 1: Loans and transactions at non-market rates 
 
 

Example 1f: Sale with unusual credit terms 
Company A sold goods worth CU50,000 with unusual credit terms on 01/12/13. The credit provided is 
for a period of up to 31/12/15. The normal cash price for these goods would be CU35,000. The 
difference of CU15,000 is determined to be a financing transaction. The effective interest rate is 
calculated at 18.62% as per below. The effective interest rate is determined so as  to write  the 
deemed interest into the P&L over the life of the transaction. The effective interest rate is determined 
through trial and error or through the use of Excel. 
Calculated EIR 18.620%   

     

 
Period Ending 

 
Opening Balance 

Interest for Period 
@ 18.62% 

 
Cashflow 

 
Closing Balance 

     

31/12/2013 35,000 536 ‐ 35,536 
31/12/2014 35,536 6,617 ‐ 42,152 
31/12/2015 42,152 7,848 (50,000) 0 

The adjustments required to accounted for this are as follows: 
CU CU 

Dr Trade Debtors 50,000 
Cr Sales 50,000 
Being journal to recognise the sale 

 
Dr Sales 
(CU50,000-CU35,000) 

CU CU 
15,000 

Credit Trade Debtors 15,000 
Being journal to reflect the deemed financing element of the sale so as to show the correct amortised 
cost 

CU CU 
Dr trade debtors 536 
Cr Finance Income in P&L (so that the 
carrying amount is now CU35,536) 

536 

Being journal reflect the deemed interest income in the profit and loss for the year for one month. The 
same type of journal is posted for the other two years. 

 
 

Example 1g: Purchase with unusual credit terms 
 

If we take example 10A, and show the accounting for the purchaser in this case. For the purchasing 
company the journals to post are: 

CU CU 
Dr Inventory 50,000 
Cr Trade Creditors 50,000 
Being journal to reflect purchase of stock 

CU CU 
Dr Trade Creditors 15,000 
Cr Inventory 15,000 
Being journal to reflect the deemed financing element of the sale so as to show the correct amortised 
cost 

 
Dr Finance Expense in P&L 
(so that the carrying amount is now CU35,536) 

CU CU 
536 

Cr Trade Creditors 536 

Being journal reflect the deemed interest income in the profit and loss for the year for one month. The 
same type of journal is posted for the other two years. 
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Example 2: Non-convertible preference shares and non-puttable ordinary shares – traded price or 
can be reliably measured 

 
Section 11 

A company purchased 200 shares which were publicly quoted at a price of CU10 per share plus 
acquisition costs of CU100. At year end, the bid price of each share was CU15. 

Therefore, as the shares are publicly traded on initial recognition the amount to be recognised was 
CU2,000. The CU100 is ignored and is expensed. Therefore the movement between the date of 
acquisition and year end of CU1,000 should be posted as a credit to the P&L so that the year-end value 
reflects its fair value. Deferred tax will also need to be recognised on the movement which is posted to 
the tax line in the profit and loss account. Where items are fair valued any transaction costs must be 
expensed. The tax rate to be used is the sales tax (CGT) rate. See illustration of the journals below 
assuming the CGT rate is 20%: 

 
 

 CU CU 
Dr Financial Assets at Fair Value 2,000  

Dr Professional fees 100  

Cr Bank  2,100 
Being journal to reflect the purchase of the shares and the related transaction costs 

 
 

 CU CU 
Dr Financial Assets at Fair Value (CU3,000-CU2,000) 1,000  

Cr Other Operating Income – FV movement  1,000 
Dr Deferred Tax in P&L (CU1,000*20%) 200  

Cr Deferred Tax Liability  200 
Being journal to reflect the movement in fair value during the year and the related movement on deferred 
tax 

If the fair value can no longer be reliably measured then the value stated at that date is deemed to be 
its original cost. 

 
Note if the investment is in a collective investment fund and if it is linked to an index of a stock exchange 
they are considered non-basic (i.e. do not meet the conditions as basic in Section 11.9 of FRS 102) 
and must be carried at fair value with additional disclosures to be included on how fair value was 
determined. The journals required would be similar to the above. Note the deferred tax rate would likely 
be 25% in Ireland. 

 
 

Example 2a: non-convertible preference shares  and non-puttable ordinary shares – not traded    
or cannot be reliably measured 
A company purchased 200 shares which were not publicly quoted at a price of CU10 per share plus 
acquisition costs of CU100. The fair value of these shares cannot be reliably measured. 

Therefore, on initial recognition the amount to be recognised is CU2,100. The subsequent carrying 
amount at each year end will be the cost of CU2,100 less any impairment. 

If a reliable measurement can be obtained, it must be fair valued, there is no choice. For non-traded 
investments it is usually still possible to determine the fair value using valuation models which are 
utilised within the industry. However where the range of reasonable fair value estimates are significantly 
wide and the probabilities of the various estimates cannot be reasonably assessed, then the entity 
cannot use fair value. It is not permissible to measure the instrument at fair value by arbitrarily picking 
an estimate within a wide range. 

 
Note if such shares were fair valued, then one would need to consider whether deferred tax will arise 
as they may be exempt for CGT due to various reliefs (e.g. participation relief etc.) 
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Example 3– Modification to financial liabilities/assets 

Section 11: Basic financial instruments 

Loan at market rates with transaction costs – modification to financial instruments but not deemed 
substantial 

Company A obtains a loan from the bank for CU100,000 on 1 January 2015. Arrangement fees of 
CU10,000 was charged by the bank. The loan carries a market rate of interest of 5% per annum which 
is charged annually. It is repayable after 5 years. Entity A would calculate the amortised cost and 
effective interest rate in the following way: 

Step 1: Assess whether the instrument meets the definition of a basic instrument and the category it 
falls into 

As this loan meets the definition of a debt instrument where there is no unusual interest rates, 
then this meets the definition of a basic debt instrument. 

Step 2: Determine the method in which the debt instrument should be measured (does section 11.14 
(b) apply 

As using the amortised cost basis does not create a measurement inconsistency and as this 
is not a group managed debt instrument where the performance of the group is evaluated on 
a fair value basis, then it is correct to use the amortised cost basis 

Step 3: Assess if there is a financing transaction within the arrangement i.e. is the transaction at non 

market rates; is unusual extended credit terms provided? 

Here the loan is at market rates, therefore there is no financing transaction. 

Step 4: Determine amount to be recognised on initial recognition. 
The amount to be recognised is the total value of the loan received of CU100,000 less the 
transaction costs of CU10,000 i.e. CU90,000 

Step 5: Determine the effective interest rate and determine the carrying amount on subsequent 
measurement 

The effective interest rate is the rate of interest that exactly discounts the estimated future cash flows 
through the expected life. In this case the rate is 7.469%. This 7.469% can be determined through -trial 
and error or through the use of a mathematical formula in Microsoft Excel. 

 

Calculated EIR 7.469%    

     

 
Period Ending 

 
Opening Balance 

Interest for Period 
at 7.469% * 

 
Cashflow 

 
Closing Balance 

     

31/12/2015 90,000 6,722 (5,000) 91,722 
31/12/2016 91,722 6,851 (5,000) 93,573 
31/12/2017 93,573 6,989 (5,000) 95,562 
31/12/2018 95,562 7,138 (5,000) 97,699 
31/12/2019 97,699 7,301 (5,000) 100,000 
31/12/2019 100,000 ‐ (100,000) 0 

Step 6: Decide the journals to be posted at each period end 

The journals to be posted in 2015 excluding the payment of the interest are as detailed below 
such that the amortised cost at 31/12/15 is CU91,708. This will be continued year on year: 

CU CU 
Dr Loan Liability 10,000 
Cr Bank 10,000 

Being journal to recognise the arrangement fee charged 
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CU CU 
Dr Interest Expense CU6,722 
Cr Loan Liability CU6,722 

Being journal to recognise effective interest charge for 2015. The effective interest charge will 

be posted in each of the 5 years as detailed above. The CU5,000 will be set against the liability 

as paid. 
 

Changes in cash flow estimates 

Section 11.20 states the entity shall adjust the carrying amount of the financial asset or financial 
liability to reflect actual and revised estimated cash flows. The entity shall recalculate the carrying 
amount by computing the present value of estimated future cash flows at the financial instrument’s 
original effective interest rate. The entity shall recognise the adjustment as income or expense in profit 
or loss at the date of the revision. See example below. This will be a common calculation as it is likely 
that an unforecasted cash flow will be made which will then need a reassessment of the amortised 
cost model. Note if anything other than the cash flows are altered (e.g. change in term/maturity date, 
change from fixed to floating rate or vice versa; material change in covenants/conversion terms before 
and after the change etc.) then an entity will need to consider if a substantial modification has 
occurred (See example 14b in this case). 

 
 

Example 3a: change in estimate 
 

If we take example 2 and assume that a repayment of CU10,000 was made at the end of year 2 (i.e. 
31/12/16). Therefore the new principal to be repaid at 31/12/19 is CU90,000 and the new interest charge 
is CU4,500 (i.e. 90,000*5%) for 2017 to 2019. 

Calculate the net present value of estimated future cash flows as per below. 
 

 
Period Ending 

 
Cashflows 

Formula to get PV 
factor 

Discount rate at 
7.469% PV factor 

Present value of 
cash flow 

31/12/2016 ‐ 1 1 ‐ 
31/12/2017 4,500 1/(1.7469)^1 0.9305 4,187 
31/12/2018 4,500 1/(1.7469)^2 0.8658 3,896 
31/12/2019 4,500 1/(1.7469)^3 0.8057 3,625 
31/12/2019 90,000 1/(1.7469)^3 0.8057 72,509 

Total NPV    84,218 
 

The actual carrying amount at 31/12/16 as per the amortised cost table above in example 2 was 
CU93,573. If we then take account of the additional payment of CU10,000 made on 31/12/16, the 
carrying amount in the financial statements is CU83,573. The difference of CU645 (CU83,573- 
CU84,218) is debited to the interest cost in the profit and loss account at 31/12/16. 

The remaining difference of CU5,782 (CU90,000-CU84,218) is then charged to the profit and loss 
account over the remaining life as follows (assuming there is not a substantial modification as discussed 
further below): 
 

Period Ending 
 

Opening Balance 

Interest for Period 
at 7.469% * 

 
Cashflow 

 
Closing Balance 

At 31/12/2016 84,218  0 84,218 
31/12/2017 84,218 6,290 (4,500) 86,008 
31/12/2018 86,008 6,424 (4,500) 87,932 
31/12/2019 87,932 6,568 (4,500) 90,000 
31/12/2019 90,000 ‐ (90,000) ‐ 
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Example 3b – Substantial modification financial liability (Section 11.36-11.38 of FRS 102) 

Company A took out a loan for CU1,000,000 on 01/01/15 with a bank which was due to be repaid on 
31/12/18. Interest was charged at a rate of 7% (CU70,000 per annum) and arrangement fees of CU5,000. 
Due to poor trading conditions at 31/12/16, the company renegotiated the facility with the bank. The revised 
terms are as follows: 

− loan is now repayable on 31/12/22 

− Interest – 6.25% (6.25%*CU800,000= CU50,000) 

− Maturity – 31/12/23 

− Final principal due on maturity of CU800,000 

− Cost of renegotiation of CU4,000 

Should the above be treated as a modification of an existing loan (i.e. not a substantial modification) or an 
extinguishment of an existing loan and its replacement by a new loan (i.e. substantial modification)? 

Step 1:  Amortise old facility up to date of the modification. The effective interest rate has been determined 
through the use of Excel. 

 

Period Ending  
Opening Balance 

Interest for Period 
7.148% 

 
Cashflow 

 
Closing Balance 

     

31/12/2015 995,000 71,123 (70,000) 996,123 
31/12/2016 996,123 71,203 (70,000) 997,325 
31/12/2017 997,325 71,289 (70,000) 998,614 
31/12/2018 998,614 71,386 (70,000) 1,000,000 
31/12/2018 1,000,000  (1,000,000) 0 

Step 2:  Calculate present value of future estimated cash flows under revised terms discountedat original 
EIR of 7.148% 

 

 
Period Ending 

 
Cashflows 

Formula to get PV 
factor 

Discount rate at 
7.148% PV factor 

Present value of 
cash flow 

31/12/2016 ‐ 4,000 1 1 ‐ 4,000 
31/12/2017 ‐ 50,000 1/(1.07148)^1 0.9333 ‐ 46,664 
31/12/2018 ‐ 50,000 1/(1.07148)^2 0.8710 ‐ 43,551 
31/12/2019 ‐ 50,000 1/(1.07148)^3 0.8129 ‐ 40,646 
31/12/2020 ‐ 50,000 1/(1.07148)^4 0.7587 ‐ 37,934 
31/12/2021 ‐ 50,000 1/(1.07148)^5 0.7081 ‐ 35,404 
31/12/2022 ‐ 50,000 1/(1.07148)^6 0.6608 ‐ 33,042 
31/12/2023 ‐ 50,000 1/(1.07148)^7 0.6168 ‐ 30,838 
31/12/2023 ‐ 800,000 1/(1.07148)^7 0.6168 ‐ 493,403 

Total NPV    ‐ 765,482 

Determine if a substantial modification has occurred i.e. is the modification 10% or more 
 

Extent of modification = A – B = (997,325-765,482) = 23.2% 
  A  997,325 

Where A = The present value of remaining cash flows under original terms using original EIR = CU997,325 

Where B = The present value of revised cash flows using original EIR of CU765,482 
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As the difference of CU231,843 (CU997,325-CU765,482) is greater than 10%, this is treated as an 
extinguishment. Therefore, the journal required to derecognise are: 

CU CU 
Debit Financial Liability 997,325 
Dr Interest Expense 
Cr Cash 

2,675  
1,000,000 

 
In effect what gets written off to the P&L is the unamortised element of the initial arrangement fee of CU5,000. 

 

The fair value of the new financial liability would then be recognised, the fair value could be obtained by 
discounting the cash flows of the modified loan at the interest rate at which the company could have obtained 
this new loan at in the market. If we assume the fair value of the new loan is CU999,000, the accounting 
journals would be: 

 
 CU CU 
Dr Cash 1,000,000  

Cr Financial Liability  999,000 
Cr Interest Expense  1,000 

 

If the above was not above 10% and therefore was not deemed to be a substantial modification, there is a 
choice as to how to account for the unamortised expenses. The unamortised expenses can be amortised 
over the remaining life of the negotiated instrument net of any associated fees (can be on a straight line 
basis or a revised EIR basis so as to allow the unamortised element to come to the capital value at the end 
of its life e.g. in the example above the CU993,325 (CU997,325-CU4,000 fees) would be amortised such 
that the capital amount comes to CU800,000 by the end of 2023) or as would be done for a change in 
estimated cash flows, the current carrying amount is adjusted to reflect the revised present value of 
estimated cash flows and the remaining amount amortised over the original effective rate of interest (See 
example 13a for example of same). 
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Example 4: Example disclosure for Section 11 and Section 12 of FRS 102 
Items in red are the only requirements of S1A 

Extract of notes to the financial statements – Financial instruments note disclosures 
 
The company takes out foreign currency contracts to hedge against the risk of foreign exchange movements. At 
31 December 2015, the company had forward contracts to purchase  FC100,000 at a rate of CU1=FC.80. 
These contracts expire within 6 months of the year end. The fair value of these instruments at 31 December 
2015 was CU10,000 (2014: CU2,000).  This has been recognised in the profit and loss. 
 
The forward contracts are measured at fair value by utilising observable market date, more specifically quoted 
prices. 
 
The fair value of interest rate swaps is calculated as the present value of the expected future cash flows based 
on observable yield curves. 
 
The notional principal amounts of the outstanding interest rate swap contracts at 31 December 2015 were 
CUxxxxx (2014: CUxxxxxx). 
 
At 31 December 2015, the average fixed interest rate on the swap portfolio was X% (2014: X%). The main 
floating rates are EURIBOR and LIBOR. 
 

OR WHERE HEDGING IS APPLIED 
 
Derivatives - forward foreign exchange contracts 
Forward foreign exchange contracts are marked to market using quoted forward exchange rates at the reporting 
date. 
 
The absolute principal amount of the outstanding forward foreign exchange contracts at 31 December 2015 was 
CUXXXX (2014: CUXXXXXXX). 
 
The hedged highly probable forecast transactions denominated in foreign currency are expected to  occur at 
various dates during the next 12 months. Gains and losses recognised in the hedging reserve in equity (note 
XX) on forward foreign exchange contracts as of 31 December 2015 are recognised in the profit and loss in the 
period or periods during which the hedged transaction affects the income  statement. This is generally within 12 
months of the end of the reporting period. 
 
Derivatives – Interest Rate Swaps 
The fair value of interest rate swaps is calculated as the present value of the expected future cash flows based 
on observable yield curves. 
 
The notional principal amounts of the outstanding interest rate swap contracts at 31 December 2015 were 
CUxxxxx (2014: CUxxxxxx). 
 
At 31 December 2015, the average fixed interest rate on the swap portfolio was X% (2014: X%). The main 
floating rates are EURIBOR and LIBOR. Gains and losses recognised in the hedging reserve in equity (note XX) 
on interest rate swap contracts as of December 2015 will be continually released to the income statement within 
finance cost until the maturity of the relevant interest rate swap. 
 
At the year end the fair value of certain equity investments could not be determined. As a result the carrying 
value prior to this date has now been deemed to be the cost of the investments. 
 
These preference shares are classified as a non-basic financial instrument under Section 12 of FRS 102.  
 
The fair value of this financial liability is determined by assessing the present value of future cash flows at a 
market rate of interest at each period end date and utilising the discounted cash flow valuation technique. The 
market rate of interest used to present value the cash flows at the period end date was x% (2016: 0%).  
 
There was no movement on the fair value of this instrument between the date of initial recognition and the 
period end date. As the fair value has remained the same there was no fair value movement in relation to credit 
risk. The future cash flows utilised in the valuation model are cash flows which are unavoidable. 
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OR 
 
Movement of €XXX was recognised in the profit and loss account for the fair value movement on this liability in 
the year. €XXX of this movement related to the change in credit risk for the company during the year. The future 
cash flows utilised in the valuation model are cash flows which are unavoidable. 

 
Listed investments are valued at the bid market price as listed on the stock exchange at the period end. 
 
The company owns 15% of an unlisted manufacturing company. This investment has been carried at fair value. 
Fair value has been determined through the use of a valuation model. This investment has been valued at 3.5 
times the profit before tax with a further X% applied to this value to represent minority discount. 
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Extract of notes to the financial statements – interest disclosures 
 

Note: Interest receivable and similar income 2015 2014 

Bank interest receivable 10000 5000 

Interest on intra-group loans (see ii below) 2000 0 

Economic benefits provided on inter-group loan (see (i) below) 200000 0 

Interest income on other financial assets 1000 1000 

Total interest income on financial assets not measured at fair value through profit 
and loss i.e. on an amortised cost basis 

 
213000 

 
6000 

Fair value movement on financial liabilities’/assets XX XXX 

Gain on derivative financial instruments  1000 2000  

Total interest receivable and similar income  214000 4000  
 

i) On XX March 2015, the Company obtained a CU1,000,000 interest free loan from a fellow 
subsidiary company. Section 11 requires that all Financial Assets and Liabilities are initially 
recognised at their fair value. The Company estimates the fair value of interest free loans issued 
by calculating the present value of all future cash receipts discounted using the prevailing rates 
of interest for a similar instrument. Upon initial recognition the Company recognised the loan for 
CU800,000. The difference between the nominal amount of the loan and the initial fair value is 
CU200,000. As this is not a financial liability, nor do the Company view this as a capital 
contribution from a sister company, this amount is recognised as income upon initial recognition. 
NOTE THIS MAY NOT BE APPLICABLE TO ALL SUCH LOANS AS THE CREDIT WOULD GO 
AS A CREDIT TO CAPITAL CONTRIBUTION. EACH FACT AND CIRCUMSTANCE MUST BE 
REVIEWED. 

 
ii) In accordance with Section 11 as the Company received loans as detailed above at non market rates, 
the Company recognised these loans at their estimated fair value at the issuance date as detailed in note 
X. CUXXX was recognised as an interest charge reflecting the unwinding of the non-market rate loan. 

 

 
Note: Interest payable and similar expenses 2015 2014 

Interest payable on bank loans and overdrafts 10000 5000 

Preference share dividend 2000 0 

Finance lease interest 1000 1000 

Interest on inter-group loan (see (ii) below) 10000 0 

Economic benefits transferred on inter-group loan (see (i) below)  200000 0 

Total interest payable on financial assets not measured at fair value through profit 
and loss i.e. on an amortised cost basis 

 
223000 

 
6000 

Fair value movement on financial liabilities’/assets XX XXX 

Loss on derivative financial instruments  1000 2000  

Total interest payable and similar expenses  224000 4000  
 

i) On XX March 2015, the Company advanced a CU1,000,000 interest free loan to a fellow sister 
company. Section 11 requires that all Financial Assets and Liabilities are initially recognised at 
their fair value. The Company estimates the fair value of interest free loan issued by calculating 
the present value of all future cash receipts discounted using the prevailing rates of interest for a 
similar instrument. Upon initial recognition, the Company recognised the loan for CU800,000. 
The difference between the nominal amount of the loan and the initial fair value is CU200,000. 
As this is not a financial asset, nor do the Company view this as a cost of an investment in a 
subsidiary this amount is recognised as an expense upon initial recognition. NOTE THIS MAY 
NOT BE APPLICABLE TO ALL LOANS AS THE DEBIT MAY GO AS A DISTRIBUTION IN 
EQUITY. EACH LOAN MUST BE LOOKED AT IN ORDER TO DETERMINE THE CORRECT 
ACCOUNTING OPTION. 
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ii) In accordance with Section 11 as the Company received loans as detailed above at non market 
rates, the Company recognised these loans at their estimated fair value at the issuance date as 
detailed in note X. CUXXX was recognised as an interest charge reflecting the unwinding of the 
non-market rate loan. 

 
Extract of notes to the financial statements – debtors disclosures incorporating financial 
instrument requirements 

DEBTORS 
 

 2015 

CU 

2014 

CU 

Trade debtors 1,022,788 1,083,813 

Other debtors 279,008 57,864 

Amounts owed by group companies (see (i) below) 790,000 0 

Prepayments 20,795 12,710 

Directors’ Loans (see (ii) below) 112,633 104,332 

VAT 30,090 13,614 
 2,225,224 1,272,333 

 
The fair values of trade and other receivables approximate to their carrying amounts. Trade debtors are 
stated after provisions for impairments of CU105,000 (2014: CU113,000). 

Amounts owed by directors are unsecured, interest free, have no fixed date of repayment and are 
repayable on demand. 

THE BELOW IS APPLICABLE IF LOAN GIVEN TO A SISTER COMPANY AS A RESULT OF THE 
PARENT COMPANY REQUIRING IT TO PROVIDE THE LOAN AND IT DOES NOT PROVIDE 
SUBSTANTIAL BENENFIT TO THE COMPANY PROVIDING THE LOAN 

(i) On XX March 2015, the Company provided a CU1,000,000 interest free loan to a fellow sister 
company. Section 11 requires that all Financial Assets and Liabilities are initially recognised at their 
fair value. The Company estimates the fair value of interest free loan issued by calculating the present 
value of all future cash receipts discounted using the prevailing rates of interest for a similar instrument. 
Upon initial recognition, the Company recognised the loan for CU700,000. The difference between 
the nominal amount of the load and the initial fair value is CU300,000. As this is not a financial liability, 
nor do the Company view this as a capital contribution from a sister company, this amount is 
recognised as income upon initial recognition. Amount of CUXXX was recognised as interest income 
in the profit and loss account which represented the unwinding of the discount for the year. 

OR IF THE LOAN WAS TO THE PARENT COMPANY FROM THE SUBSIDIARY 

(I) On XXXX the Company provided a €XXXXX interest free loan to XXX Limited. Section 11 of FRS 102 
requires that all Financial Assets and Liabilities are initially recognised at their fair value. The Company 
estimates the fair value of interest free loans issued by calculating the present value of all future cash 
receipts discounted using the prevailing rates of interest for a similar instrument. Upon initial recognition, 
the Company recognised the loan for €XXX. The difference between the nominal amount of the loans 
and the initial fair value is €XXXXX. As this is not a financial asset, nor do the Company view this as a 
cost of an investment, this amount is recognised as a distribution to equity to the Company’s parent XXX 
Limited upon initial recognition. 

OR IF THE LOAN WAS TO THE SUBSIDIARY COMPANY FROM THE PARENT COMPANY 

(I) On XXXX the Company provided a €XXXXX interest free loan to XXX Limited. Section 11 of FRS 102 
requires that all Financial Assets and Liabilities are initially recognised at their fair value. The Company 
estimates the fair value of interest free loans issued by calculating the present value of all future cash 
receipts discounted using the prevailing rates of interest for a similar instrument. Upon initial recognition, 
the Company recognised the loan for €XXX. The difference between the nominal amount of the loans 
and the initial fair value is €XXXXX. In accordance with Section 11 of FRS 102 the substance of this 
agreement is akin to an investment in its subsidiary, therefore this difference of CUXXXX is recognised 
as an addition to its current investment in the Subsidiary upon initial recognition. 
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(ii) THE USUAL COMPANY LAW DISCLOSURES ARE REQUIRED HERE. 
 

Extract of notes to the financial statements – creditors disclosures incorporating 
financial instrument requirements 

Creditors: amounts failing due within one year 
 2015 

CU 

2014 

CU 

Trade creditors 669,675 475,652 

Other creditors and accruals 186,051 178,139 

Bank Loans and overdrafts 1,066,950 2,064,128 

Amount due to group company (see (i) below) 688,000 0 

Finance Lease 31,198 39,933 

Derivative financial instruments 3,000 2,000 

Corporation tax due 280,351 64,812 

Other Taxation and Social Security 25,665 26,245 
 

2,953,746 2,850,909 

 
Trade and other creditors are payable at various dates in the next X months in accordance with the usual 
suppliers usual and customary terms.   
 
Tax and social securities are repayable at various dates over the coming months in line with tax authority 
guidelines 
 

THE BELOW NOTE IS INCLUDED IF THE LOAN WAS NOT FORCED TO BE PROVIDED BY THE 
PARENT COMPANY 
(i) The company received loans totalling CU1,000,000 million at non market rates from a fellow sister 

company. Section 11 requires that all Financial Assets and Liabilities are initially recognised at their 
fair value. The Company estimates the fair value of interest free loan issued by calculating the present 
value of all future cash receipts discounted using the prevailing rates of interest for a similar 
instrument. Upon initial recognition, the Company recognised the loan for CU700,000. The difference 
between the nominal amount of the loan and the initial fair value is CU300,000. As this is not a financial 
liability, nor do the Company view this as a capital contribution from a sister company, this amount is 
recognised as income upon initial recognition. 

 
OR WHERE THE ULTIMATE PARENT FORCED THE SISTER COMPANY TO PROVIDE THE FAVOURABLE LOAN THEN 
THE BELOW DISCLOSURE WOULD BE MADE. 

 
(i) The company received loans totalling CU1,000,000 million at non market rates from a fellow sister 

company. Section 11 requires that all Financial Assets and Liabilities are initially recognised at their 
fair value. The Company estimates the fair value of interest free loans issued by calculating the 
present value of all future cash receipts discounted using the prevailing rates of interest for a similar 
instrument at the date of the transaction. Upon initial recognition, the Company recognised the loan 
for CU700,000. The difference between the nominal amount of the loan and the initial fair value is 
CU300,000. In accordance with Section 11 of FRS 102 the substance of this agreement is akin to a 
capital contribution from its parent company (as the parent has requested the sister company to 
provide the loan) and therefore recognised in equity. The movement on the loan in the year of 
CU6,285 (2015: CU5,980) represented the unwinding of the discount for the year and was recognised 
as an interest expense. 

 
OR THE BELOW IF THE LOAN IS GIVEN BY ITS PARENT COMPANY 

 
(i) The company received loans totalling CU150,000 at non market rates from its parent company in 

2013 which are interest free and repayable on 31 December 2019. Section 11 requires that all 
Financial Assets and Liabilities are initially recognised at their fair value. The Company estimates the 
fair value of interest free loan issued by calculating the present value of all future cash payments 
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discounted using the prevailing rates of interest for a similar instrument. Upon initial recognition, the 
Company recognised the loan for CU105,780. The difference between the nominal amount of the 
loan and the initial fair value was CU44,220. In accordance with Section 11 of FRS 102 the substance 
of this agreement is akin to a capital contribution from its parent company and therefore recognised 
in equity. The movement on the loan in the year of CU6,285 (2015: CU5,980) represented the 
unwinding of the discount for the year and was recognised as an interest expense. 

 
OR THE BELOW IF THE LOAN IF RECEIVED BY A PARENT COMPANY FROM ITS SUBSIDIARY COMPANY 

 
(j) The company received loans totalling CU1,000,000 million at non market rates from a subsidiary  

company. Section 11 requires that all Financial Assets and Liabilities are initially recognised at their 
fair value. The Company estimates the fair value of interest free loans issued by calculating the 
present value of all future cash receipts discounted using the prevailing rates of interest for a similar 
instrument. Upon initial recognition, the Company recognised the loan for CU700,000. The difference 
between the nominal amount of the loan and the initial fair value is CU300,000. As this is not a financial 
liability, the company views this as a distribution from its subsidiary, this amount is recognised as 
income upon initial recognition. 

 

BORROWINGS  
Within 
1 year 

 
Between 
1 & 2 
years 

 
Between 
2 & 5 
years 

 
 

After 5 Total 
years 

 
 

Repayable other than 
by instalments 

CU CU CU CU CU 

 

Bank Overdrafts 0 0 0 0 0 

 
Repayable by instalments 

Preference shares (see note x) 

 

 
0 

 

 
0 

 

 
0 

 

 
0 

 

Term loan 13,740 0 1,053,210 - 1,066,950 
 

The bank facilities are secured by a debenture incorporating fixed and floating charges over the 
assets of the company and personal guarantees from the Directors. Set against the term loan is 
unamortised transaction fees of CU at the year end (2015:XX) 

 
The facilities expiring within one year are annual facilities subject to review at various dates 
during 2015/2016. The rate of interest applied on these loans is 4%. 

 
The loan outstanding within 2 to 5 years is repayable on 30 November 2015 and an interest rate of 
5% is applied on this loan. 
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FINANCIAL ASSETS  
At fair value 

At cost less
 

 
 

Total 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
The fair value of the listed investments at 31 December 2015 is CU180,000 (2014: CU200,000). 

 
 

OR 

The company owns 15% of an unlisted manufacturing company. This investment has been carried at 
fair value. Fair value has been determined through the use of a valuation model. This investment has 
been valued at 3.5 times the profit before tax with a further X% applied to this value to represent minority 
discount. 

 
Other investments are not listed and are held at cost less impairment as fair value cannot be reliably 
measured. 

 
Statement of Comprehensive Income  

Profit for the financial year 
Exchange differences on retranslation of foreign operations 

 
1,000,000 

XXX 
500,000 

XXX 
Cash flow hedges    

- effective portion of changes in fair value to cash flow hedges 9 XXX XXX 
- fair value of cash flow hedges transferred to income statement 10 XXX XXX 
Actuarial loss in respect of the defined pension scheme 11 (XXX) (XXX) 
Gain/(loss) on revaluation of intangible assets 12 XXX (XXX) 
Gain/(loss) on revaluation of property, plant and equipment Gain/ 13 XXX (XXX) 
(loss) on revaluation of subsidiaries, associates, etc. Deferred tax 14 XXX (XXX) 

on components of other comprehensive income 15 XXX  XXX 
 

Total other comprehensive income for the year net of tax   200,000  (100,000) 
 

Total comprehensive income for the year   1,200,000  400,000 

  impairment  

CU CU CU 

Costs    

At beginning of year 200,000 100,000 300,000 

Additions in year  30,000 30,000 

Fair value adjustments (20,000) - (20,000) 

Disposals in year - (20,000) (20,000) 

At end of year 180,000 110,000 290,000 

Amounts provided    

At beginning of year - - - 

Movement - (10,000) (10,000) 

At end of year - (10,000) (10,000) 

Carrying amount    

At 31 December 2015 180,000 100,000 280,000 
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Extract from the Changes in Equity showing the movement on the cash flow hedge reserve in line 
with Section 12 disclosure requirements 

Called 
up 
Share 

 

Other 
Reserves 

 

Capital 
Contribution 

 
Profit 
and Loss 
Account 

Cash 
flow 
hedge 

 
Total 
Equity 

 
 
 
 
 
 
 

Transfers 
Profit for the year 
Balance at 31 
December 2014 

 
Balance at 1 January 
2015 

 
Equity Shares issued 
net of issue costs 
Profit for the year 
Equity dividends paid 
(see note XX) 
Transfers  
Capitalisation of shares 
Other Comprehensive 
Income 
Balance at 31 
December 2015 

 

Cash flow hedge reserve 

The hedging reserve comprises the effective portion of the cumulative net change in the fair value of 
cash flow hedging instruments related to hedged transactions that have not yet occurred since XXXXX. 

Capital Contribution 
The capital contribution arose as a result of loans advanced by the parent company at non-market rates 
and represents the difference between the present value of the future cashflows discounted at the 
market rate of interest for a similar instrument and the amount of the loan received. The reclassification 
of CUXXX (2015: CUXX) between the profit and loss reserve and the capital contribution represents 
the unwinding of the discount on the non-market rate loan in the current year for the deemed interest 
for the period. Refer to note XX for further details. 

Other reserves 

Other reserves relates to the difference between the nominal value of the loan issued to XXX Limited 
and its updated fair value as outlined more fully in note X (reference to the debtors note here). The 
movement in the reserve in the year relates to the reclassification of the interest income recognised 
on the effective interest rate basis in profit and loss account from to move this from profit and loss 
account to other reserves as the other reserve is utilised. The reclassification of €XXX between the 
profit and loss reserve and the other reserve represents the unwinding of the discount on the non- 
market rate loan in the current year for the deemed interest for the period. Refer to note (debtors 
note) for further details. 

- XX (XXX) (XX) - - 

- 10,000 - 83,818 - 93,818 

 
100,000 

 
225,000 

 
0 

 
209,193 1,000 

 
535,193 

 
 

100,000 

 
 
225,000 

 
 

0 

 
 

209,193 1,000 

 
 

535,193 

 
20,000 

 
- 

 
- 

 
- - 

 
30,000 

- - - 1,005,772 - 1,005,772 

- - - (10,000) - (10,000) 

- XX (XXX) (XX) - - 

- - 1,000 (1,000) - - 

- - - - (15,000) (15,000) 

 
109,000 

 
225,000 

 
(14,000) 

 
1,214,965 (15,000) 

 
1,554,965 

 

 Capital    Reserve  

 
Balance at 

 
1 January 

CU CU CU CU CU CU 

2014  100,000  115,375 115,375 1,000 441,375 

Distribution (see note 
      

(i))  - (XXXX) - - - (XXXX) 
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Example 5:‐ Section 11 Overview 
 


