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Financial Instruments

A Financial Financial Liability/
Asset of one Equity
entity for another entity
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Financial Assets

* (Cash
* Equity instrumeﬂt of angthgr entity
* Contractual right to receive cash or another financial asset

* Favourable contracts to exchange financial instruments

* A non-derivative contract that entitles to receive variable number of
the entity’s own equity instruments

A derivative that will or may be settled other than by the exchange of
a fixed amount of cash or another financial asset for a fixed number
of the entity’s own equity instruments.
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Financial Liabilities

* Contractual obligation to deliver cash or another financial asset to
another entity

* Exchange of financial instruments under conditions that are
unfavourable to the entity

* A non-derivative contract that oblige to deliver variable number of
the entity’s own equity instruments

A derivative that will or may be settled other than by the exchange of
a fixed amount of cash or another financial asset for a fixed number
of the entity’s own equity instruments.
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What are Financial Instruments?

Sunil purchased 100 shares of Odel PLC worth Rs. 150/- per share

Sunil Shares ODEL PLC
Equity Capital

Share Investment

Equity of [} Contractual
Rs. 15,000 another || Obligation Rs. 15,000
entity to pay Cash
Financial Assets Financial Equity
Instruments
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What are Financial Instruments?

Asanka made an Advance Payment of Rs. 100,000/- to Nisal
Cleaning (Pvt.) Ltd.

Advance Payments
Asanka y Nisal (Pv
Advance Me No Income
> Contractual Contractual \\
ayment i
Y Mghtto Obligation
Rs. 100,000 receve N to pay Cash

Cash

Not a Financial
Instrument

What are Financial Instruments?

Ranjan obtained a Loan of Rs. 100,000 from Shantha.

Loan

Contractual

) ntr |
Right to Contractua

Obligation

receive to pay Cash

Cash

Financial Assets Financial Financial Liability
Instruments

JMC vLearning



Compensation receivable to Piyumi from Chamuditha is Rs. 25,000/-.

Piyumi Compensation Chamuditha

Compensation No No Compensation
Contractual

Receivable Rs. _ Contractual
Right to

Paya :
25,000 receive Obllgaélonh \
Cash to pay Cas - .
Instrument 9

What are Financial Instruments?
Menaka purchased preference shares of Udara PLC for Rs. 200,000/-.

Preference Shares

CoR?tLatc:;Jal Contractual

o £ . Obligation

receive to bav Cash
Cash pay

. . Financial
Financial Assets
Instruments

Financial Liability
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Tax Payable to Government on Business Profits by Amila is Rs. 50,000/-.

Government Taxes :
Amila
fax h A Tax P le
. Contractual
Recelvable Right to Contractual
: Obligation
Rs. 5?’000 reCcaeS|r\]/e to pay cash

- Not a Financial
Instrument
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What are Financial Instruments?

Athula obtained a Bank Overdraft of Rs. 50,000/- from Sampath Bank.

Bank Overdraft

Contractual

) Contractual
Right to

Obligation

receive to pay Cash

Cash

Financial
Instruments

Financial Liability
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Financial Assets
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What are Financial Instruments?

Kapila obtained a Loan of Rs. 100,000/- from Bank of Ceylon.

Bank Loan

CoRTtLatchal Contractual
2 ) 0 Obligation
receive
Cach to pay Cash
. . i i I . N -
Financial Asset Financial ﬁmancka@}ablhty
Instruments .

Are Preference Shares Financial Liability? Or Equity?

Based on the Nature of Preference Shares

Redeemable Should be paid on at a later »EFRERGEIREE]] 57
date
Irredeemable Cannot be redeemed until Equity

the business is liquidated

Cumulative Dividends for years with no SSaENEE|REE olli4Y
profits accrued to next year

el BelllnalV|Eldl=l» Not liable to pay, if there are Equity
no profits "
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Question No. 01

Palitha PLC provided a loan of Rs. 500,000/- on 1/1/20X9
at 5% interest. The market interest rate is 12%. Nominal
interest is charged annually, and the total loan amount is

recovered after 3 years.
Calculate the value of the Employee Loan as at 1/1/20X9.
Explain how the transactions are carried out through

accounts.
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2021 January Question 05 (b)

Financial Instrument is considered as any contract that gives rise
to a financial asset of one entity and a financial liability or equity
instrument of another entity.

You are required to:

List three (03) items included under financial assets and two (02)
items included under financial liabilities. (05 marks)
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Answer
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