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Abstract: The purpose of the study is to conduct an in-depth comparative

analysis of the methodology for the recognition and classification of financial
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instruments within international and national accounting systems, as well as to develop
a practice-oriented algorithm for harmonising the domestic methodology with the
requirements of International Financial Reporting Standards. The relevance of the topic
is driven by the growing complexity of financial markets, the expansion of derivative
instruments, the development of hybrid contractual structures, and the increasing
requirements for the quality of financial reporting in the context of the integration of
the national accounting system into the international financial environment.

The methodological foundation of the study is based on the methods of
comparative analysis, theoretical generalisation, systematisation, structural-logical
modelling, and the normative-interpretative approach. The study includes an analysis
of the provisions of IFRS 9 Financial Instruments, IAS 32 Financial Instruments:
Presentation, IFRS 7 Financial Instruments: Disclosures, IFRS 13 Fair Value
Measurement, and National Accounting Standard (NAS) 13 Financial Instruments.

The results of the study demonstrate that international and national standards
are conceptually aligned in their definition of financial instruments, yet differ
substantially in their approaches to classification, recognition, and the broader
accounting methodology. Unlike the domestic model, the international framework is
based on a principle-oriented approach that combines the assessment of the business
model for managing financial assets with the analysis of contractual cash flow
characteristics through the SPPI criterion (Solely Payments of Principal and Interest).
The national system, in contrast, applies a classification model grounded in the legal
and economic nature of financial instruments. The scientific novelty of the study lies
in the development of an IFRS-oriented algorithm for the recognition and classification
of financial instruments for national practice, which does not contradict the existing
regulatory framework, but supplements it with analytical procedures aimed at
enhancing professional judgement, improving the identification of complex financial

instruments, and ensuring methodological convergence with international standards.
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Conclusions. The proposed algorithm makes it possible to consider the
recognition of financial instruments not as an isolated technical procedure, but as a
consistent methodological process encompassing contract identification, verification
of compliance with the definition of a financial instrument, initial recognition,
classification, analysis of economic substance, selection of the appropriate
measurement approach, risk assessment, and disclosure in financial reporting. Its
practical significance lies in the possibility of its application as an internal instrument
of accounting policy for enterprises. This approach facilitates a gradual transition from
a formalised accounting model for financial instruments toward a more analytically
substantiated methodology focused on the economic substance of contractual rights
and obligations. Further research should be directed toward the refinement of valuation
methodologies for complex and hybrid financial instruments, the adaptation of the
SPPI criterion for financial reporting transformation purposes, and the development of
practical recommendations for the disclosure of risks associated with financial
instruments.

Keywords: financial instruments; recognition of financial instruments;
classification of financial instruments; IFRS 9; NAS 13; harmonisation of accounting

methodology.
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AHoTamisi: MeTol0 JOCIIDKCHHS € TOTJIUOJICHUNA TOPIBHMJIBHUI aHalli3
METOJI0JIOT1i BU3HAHHA Ta Kiacu]ikarii (iHaHCOBUX 1HCTPYMEHTIB Y MIKHApPOIHIN 1
HalllOHAJIbHIN cHUCTeMaxX OyXralaTepchbKoro oOJIIKy, a TaKoXX po3po0Ka MPaKTHKO-
OpPIEHTOBAHOTO AJTOPUTMY TapMOHI3allli BITYM3HSHOI METOJIOJOTII 3 BHUMOTaMH
MDKHAPOJIHUX CTaHJApTIB (PIHAHCOBOI 3BITHOCTI. AKTYalbHICTb TEMHU 3yMOBIICHA
3pOCTa0YOI0 CKJIAIHICTIO (PIHAHCOBUX PUHKIB, MOIIMPEHHSIM MMOX1AHUX THCTPYMEHTIB,
PO3BUTKOM T10pUAHUX KOHTPAKTHUX KOHCTPYKLIN Ta MiJBUIICHHSIM BUMOT JI0 SIKOCTI
¢b1HaHCOBOT 3BITHOCTI B yMOBax IHTErpallii HaIllOHAJIbHOI OOJIIKOBOiI CHUCTEMH Y
MIDKXHApOJIHUN (DIHAHCOBHM MPOCTIP.

MeT010/10Ti9YHOI0 OCHOBOK AOCJHiIKeHHS MeTo0J0rIYHOI0  OCHOBOIO
JOCIIJIKEHHSI CTaJId METOJIM MOPIBHSUIBHOTO aHaji3y, TEOPETUYHOIO y3araJlbHEHHS,
CHUCTeMaTu3amii, CTPYKTYpPHO-JIOTIYHOTO  MOJETIOBaHHA Ta  HOPMAaTUBHO-
IHTEpHPETAIMHOrO MAX0ay. Y Tpoleci JOCHIKEHHS 3A1MCHEHO aHalI3 MOJ0KEHb
MC®3 9 «Dinancosi iHcTpyMeHTH», MCBO 32 «DiHaHCOB1 IHCTPYMEHTH: MIOJAHHS»,
MC®3 7 «®PiHaHCOBI 1HCTPYMEHTHU: PO3KpUTTS 1H(popmauiin, MCD3 13 «Ouinka
crpaBennuBoi BaptocTi» Ta HII(C)BO 13 «®iHaHCOB1 IHCTPYMEHTHY.
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VY pe3yabTaTti AOCIHIPKEHHS BCTAHOBJICHO, 110 MIXHAPOJHI Ta HalllOHAJIbHI
CTaHJAPTH KOHIIENTYaJIbHO Y3TO/KEHI Y BHU3HAUYCHHI ()IHAHCOBUX IHCTPYMEHTIB,
OJIHAK CYTTEBO BIAPIZHAIOTHCSA 3a MiAXoAaMu A0 Kiacudikaiii, BU3HAHHS Ta
MOJIIBINOI MeTo1oIorii 00miKy. Ha BinMiHy BiJ BITUM3HSHOI, MDKHApOJHA MOJICIHb
0a3yeTbCcsl Ha MPUHLMUIIOBO OPIEHTOBAHOMY MIAXO[l, SIKMWM MOEAHYE OLIHKY Ol3Hec-
MOJIeNl yHpaBiiHHSA (pIHAHCOBMMM aKTMBAMHU Ta aHANI3 XapaKTEPUCTHK JOTOBIPHUX
rpoioBuUxX MoTokiB uepe3 SPPI-kpurepiii (OmiaTa nuiie OCHOBHOI CyMU Ta BiJICOTKIB).
HamionanbHa  cucteMa 3acTocoBye kiacu(ikaliliio 3a MpaBoOBOI Ta €KOHOMIYHOKO
IPUPOAOI0 1HCTPYMEHTIB. HayKoBOIO HOBU3HOIO MOCIHIKEHHS € po3poOka MCD3-
OpPIEHTOBAHOTO AJITOPUTMY BHU3HAHHSA Ta Kiacudikailli ¢iHaHCOBUX 1HCTPYMEHTIB IS
HAI[IOHAIBHOI MPAKTHKH, SKUH HE CYNepeyuTh YUHHOMY HOPMATHBHOMY
PETYIIOBaHHIO, aJie IOMOBHIOE HOTO aHAITHYHUMH TPOIIEAYpPaMH, CIPSIMOBAaHUMH Ha
I1BULIEHHS KOCTI MPOGECIHHOIO CYIKEeHHS, 1IeHTU(]IKaLII0 CKIaAHUX (PIHAHCOBUX
IHCTpYMEHTIB Ta 3a0e3MeyeHHs METOOJIOTIYHOrO 30MIKEHHS 3 MIKHApOJAHUMU
CTaHAapTaMHU.

BucHoBKH. 3amponOHOBAaHUIN alTOPUTM Ja€ 3MOTY pO3IJISIATH BU3HAHHS
(b1HaHCOBUX THCTPYMEHTIB HE SIK 130JIbOBAHY TEXHIUHY TIPOLETYPY, & SIK MOCIIITIOBHUAN
METOJIOJIOTIYHUN Tpolec, M0 OXOIUIE 1IeHTU]IKAII0 JOTOBOPY, IEPEBIPKY
BIAMOBIAHOCTI  O3HaKaM  (pIHAHCOBOTO  IHCTPYMEHTAa, TMEpPBICHE  BHU3HAHHA,
Kiacudikalio, aHajli3 EKOHOMIYHOI CYTHOCTI, BUOIp MIAXO0AY J0 OIIHKH, OI[IHIOBAHHSI
PH3HKIB Ta po3KpuTTA iHopMaii y pinaHCcoBi# 3BiTHOCTI. MOro IpakTHYHE 3HAYCHHS
MOJIATAE Y MOYKJIMBOCTI BUKOPUCTAHHS SK BHYTPIIMIHBOTO IHCTpyMEHTa OOJIKOBOi
NOJITUKA  TiAnpueMcTB. Takuil MiAXiJg CHpHUSE TOCTYNOBOMY IEPEXOay Bif
dopmanizoBaHoi Moneni 060JiKy (piHAHCOBHX IHCTPYMEHTIB 10 OULTBII aHATITUYHO
OOTPYHTOBAHOI METOJIONIOTIi, OPIEHTOBAHOI HA €KOHOMIYHY CYTHICTh KOHTPAKTHHUX
npaB 1 3000B’s13aHb. [loganbin HOCTIKEHHS JOIIILHO CIPSIMYBAaTH HA JIeTali3alliio
METOJIMKH OL[IHKH CKJIAAHUX 1 riOpuIHUX ()1IHAHCOBHUX IHCTPYMEHTIB, ananrtauiro SPPI-
KpuTepiro 10 T1oTped TpaHcdopmalii 3BITHOCTI Ta PO3POOKY MPAKTUUHUX
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pEeKOMEHJAIId  IMIOA0  PO3KPHUTTS  PHU3WKIB, TMOB’s3aHUX 13  (DIHAHCOBUMHU
IHCTpYMEHTaMH.

Kurouosi cioBa: (iHAHCOBI IHCTPYMEHTH; BH3HAHHS (HIHAHCOBHUX
1HCTpYMEHTIB; Kiacudikaiis ¢inancoBux iHcTpyMmeHtiB; MC®3 9; HII(C)BO 13;

rapMoHizailisi 00J1IKOBOi METO0JIOT1.

Problem statement. Financial instruments have become one of the most
complex objects of modern accounting due to the transformation of financial markets
and the growing sophistication of contractual financial arrangements. If previously
their accounting treatment was associated mainly with traditional debt or equity
instruments, today enterprises increasingly operate with derivatives, hybrid
instruments and contracts containing embedded financial components. Under such
conditions, the recognition of financial instruments becomes not merely a technical
accounting procedure, but an important methodological issue that directly influences
the reliability and comparability of financial reporting.

The complexity of this issue arises from the economic nature of financial
instruments themselves. Unlike many conventional accounting objects, they are not
always easily classified according to formal legal characteristics, since a single
instrument may combine features of a financial asset, liability, equity component or
derivative mechanism. This creates a need for professional judgement in determining
the economic substance of contractual rights and obligations, selecting an appropriate
accounting treatment and ensuring consistency in financial reporting.

This problem is particularly relevant for the Ukrainian accounting system, where
the methodology for recognising financial instruments remains comparatively
formalised and less analytically developed than the international accounting
framework. While International Financial Reporting Standards rely on principle-based
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approaches focused on economic substance, business models and contractual cash flow
characteristics, the national accounting methodology is primarily structured around
formal classification categories. Such methodological differences create practical
difficulties in accounting for complex financial instruments and reduce the
comparability of financial reporting in the context of international economic
integration.

Analysis of recent research and publications. Contemporary scientific
literature demonstrates a growing academic interest in the accounting treatment of
financial instruments, particularly in the context of the transition from IAS 39 to IFRS
9 and the broader transformation of international accounting methodology. A
significant body of research focuses on the classification of financial instruments, the
determinants of accounting choice and the practical consequences of IFRS 9
implementation. Zang Z., Kabir H. and Scott T. [1, 2], Pinto I. and Morais A. 1. [3]
examine the accounting treatment of equity financial instruments, analysing the
methodological implications of IFRS 9 classification models and their influence on
reporting quality and decision usefulness.

A separate research direction concerns the broader methodological
transformation of accounting standards for financial instruments and the institutional
consequences of IFRS 9 adoption. Awuye I. S. and Taylor D. [4] provide a systematic
review of the first years of IFRS 9 implementation, identifying both conceptual
advantages and unresolved practical difficulties associated with classification,
impairment and measurement. Mechelli A., Sforza V. and Cimini R. [5] investigate
whether IFRS 9 improves the informational usefulness of financial reporting for
investors compared with TAS 39, while Elkelish W. [6] analyses the relationship
between IFRS 9 adoption, information quality and capital market outcomes.

Another group of studies addresses the theoretical and practical accounting
treatment of complex financial instruments within different institutional environments.
Van Dinh D. [7] explores the theoretical foundations of financial instrument accounting
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in the context of developing national standards, while Nicolae T. C. [8], Wan Z. [9],
and Makhmudov S. [10] analyse methodological challenges arising from the growing
complexity of modern financial instruments. Jian M. and Koh W. C. [11] provide a
case-based analysis of mandatory convertible instruments, highlighting the accounting
difficulties associated with hybrid contractual structures. Tuyen N. T. P. [13] examines
disclosure practices related to financial instruments in non-financial enterprises,
whereas Korpriani J. M., Pasino W. and Situmorang P. [13] consider financial

instruments within the broader context of multinational accounting.

Certain studies extend the analysis toward specialised applications of financial
instrument accounting. Atmeh M. A., Maali B. M., Fendi U. [14] propose an alternative
accounting model for financial instruments within Islamic finance, while Saiful S. and
co-authors [15] investigate the impact of revised accounting standards on corporate
financial performance. Such studies demonstrate the adaptability of financial
instrument accounting methodologies across different regulatory and economic
environments.

Despite the considerable development of scientific research in this field, existing
studies predominantly focus on the implementation effects of IFRS 9, the classification
of specific categories of instruments, or the theoretical evolution of international
accounting standards.

Identification of unresolved aspects of the general problem. Despite the
considerable development of scientific research devoted to the accounting treatment of
financial instruments, several important aspects of the broader problem remain
insufficiently resolved. Existing studies predominantly focus on the evolution of
international accounting standards, the practical consequences of IFRS 9 adoption, or
the accounting treatment of specific categories of financial instruments. While these
contributions have significantly expanded the theoretical understanding of financial
instrument accounting, they largely remain concentrated within the framework of
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international reporting systems and do not sufficiently address the challenges of
methodological adaptation within national accounting environments.

This gap can be explained by the fact that academic research in this area has
traditionally focused either on evaluating the effectiveness of IFRS adoption or on
analysing specific technical accounting issues such as classification, measurement,
impairment or disclosure. As a result, the problem of methodological integration
between accounting systems has remained relatively underexplored, particularly in
countries where national accounting regulation continues to coexist with international
reporting requirements.

The importance of addressing this unresolved issue is determined by the growing
practical complexity of financial instrument accounting. Modern financial instruments
increasingly combine characteristics of debt, equity and derivative arrangements,
making purely formal classification approaches less effective for reflecting their
economic substance. In such conditions, the absence of a structured methodological
bridge between domestic and international accounting approaches may reduce the
analytical quality of financial reporting, complicate professional judgement and create
difficulties in the transformation of financial statements for IFRS purposes.

Formulation of the Article’s Objectives.

The purpose of the article is to substantiate the methodological directions for
harmonising the recognition and classification of financial instruments in the national
accounting system with IFRS requirements and to develop an IFRS-oriented algorithm
that can be applied in Ukrainian accounting practice without contradicting NAS 13
Financial Instruments.

To achieve this purpose, the article sets the following objectives: to clarify the
conceptual basis for defining financial instruments under international and national
accounting standards; to compare the classification approaches used in NAS 13 and
IFRS 9; to identify the key methodological differences between the domestic form-
based classification model and the IFRS principle-based model; to analyse the role of
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the business model assessment and the SPPI criterion in the classification of financial
assets under IFRS 9; to determine the methodological limitations of the national
approach in accounting for complex, hybrid and derivative financial instruments; and
to propose a practical algorithm for the recognition and classification of financial
instruments that combines compliance with domestic regulation with IFRS-oriented
analytical procedures.

The achievement of these objectives makes it possible to move beyond a formal
comparison of accounting standards and to formulate an applied methodological
solution aimed at improving the quality of professional judgement, strengthening the
economic substance analysis of financial instruments and supporting the gradual
convergence of national accounting methodology with international financial reporting
requirements.

Main material.

The increasing complexity of financial markets, the expansion of derivative
instruments, the growing diversity of contractual financial arrangements and the
intensification of cross-border capital flows have substantially increased the
methodological significance of accounting for financial instruments within modern
financial reporting systems. In contemporary economic conditions, financial
instruments no longer perform solely the traditional functions of capital attraction,
liquidity management or investment allocation, but increasingly serve as instruments
of risk transfer, hedging, speculative positioning and strategic financial engineering.
Under such circumstances, the quality of their accounting recognition directly affects
the reliability of financial reporting, the comparability of accounting information and
the adequacy of managerial, investment and regulatory decision-making.

The accounting treatment of financial instruments occupies a particularly
complex position within the architecture of financial reporting due to the hybrid
economic nature of such instruments, which may simultaneously contain
characteristics of assets, liabilities, equity components or embedded derivative
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features. Unlike conventional accounting objects, whose economic substance is often
relatively straightforward, financial instruments frequently require multidimensional
interpretation involving contractual rights and obligations, future economic benefits,
valuation uncertainty and the distinction between legal form and economic substance.
This substantially increases the methodological importance of clearly defined
recognition criteria within accounting standards.

Within international accounting practice, the conceptual regulation of financial
instrument accounting is primarily formed through an interconnected system of
standards, including IFRS 9 Financial Instruments [16], IAS 32 Financial Instruments:
Presentation [17], IFRS 7 Financial Instruments [18]: Disclosures, and, in valuation-
related aspects, IFRS 13 Fair Value Measurement [19]. However, the central
methodological role in the recognition and measurement of financial instruments
belongs to IFRS 9, which establishes the principles governing the initial recognition,
classification, subsequent measurement, impairment and derecognition of financial
assets and financial liabilities. Within the national accounting system of Ukraine, the
regulation of financial instrument accounting is primarily governed by National
Accounting Standard (NAS) 13 “Financial Instruments” [20], which establishes the
methodological principles for the recognition, measurement and disclosure of
information related to financial assets, financial liabilities and equity instruments in
financial reporting. In contrast to the broader and more dynamically evolving
international framework, domestic regulation is characterised by a more compact
normative structure and a comparatively simplified methodological approach to the
classification and accounting treatment of financial instruments.

The comparative analysis shows that international and national accounting
standards apply an essentially identical conceptual interpretation of financial
instruments. A financial instrument is understood as any contract that gives rise
simultaneously to a financial asset for one entity and a financial liability or an equity
instrument for another entity. A financial asset includes cash, cash equivalents, an
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equity instrument of another entity, or a contractual right to receive cash or another
financial asset, or to exchange financial instruments under potentially favourable
conditions. A financial liability represents a contractual obligation to deliver cash or
another financial asset, or to exchange financial instruments under potentially
unfavourable conditions. An equity instrument, in turn, is defined as any contract
evidencing a residual interest in the assets of an entity after deducting all of its
liabilities.

Despite this conceptual consistency in the definition of financial instruments,
significant differences emerge at the level of their classification and subsequent
accounting treatment. While international accounting standards apply a principle-based
and economically oriented approach that reflects both the nature of contractual cash
flows and the entity’s business model, the Ukrainian accounting framework relies on a
more structurally formal classification rooted in the legal and economic substance of
financial instruments. As a result, although the foundational terminology remains
largely harmonised, the practical organisation of financial instrument accounting
demonstrates notable methodological divergence. According to NAS 13, financial
instruments are classified into financial assets, financial liabilities, equity instruments,
derivative financial instruments, compound financial instruments, and hedging
instruments (Table 1).

Table 1.
Classification of Financial Instruments in Ukrainian Accounting Practice

According to NAS 13

Category Definition Main Types
Assets representing contractual rights to|Cash and cash equivalents; accounts
. ) receive cash or another financial asset ([receivable not intended for resale; held-to-
Financial ) . L. .
from another entity, or to exchange maturity financial investments; financial
Assets . . . .
financial instruments under potentially |assets held for trading; equity instruments
favorable conditions. of other entities; other financial assets.
. : Contractual obligations to deliver cash |[Accounts payable; loans and borrowings;
Financial . ) ) P
e or another financial asset to another 1ssued debt instruments; financial liabilities
Liabilities } ! i e e
entity, or to exchange financial held for trading; other financial liabilities.
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Category Definition Main Types

instruments under potentially
unfavorable conditions.

Contracts evidencing a residual interest |Ordinary shares; ownership interests;

quity in the assets of an entity after deducting |contributions to share capital; other
Instruments s . o
all liabilities. residual equity instruments.
Financial instruments whose value
Deriva‘Five changeg in response to changes iq an e ar ds; futures: options: swaps: other
Financial underlying variable and that require

. C . . . ivati tracts.
Instruments  [little or no initial net investment, with derivative contracts

settlement occurring at a future date.
Compound  |Financial instruments containing both a
Financial liability component and an equity
Instruments  |[component.

Financial instruments designated to
Hedging reduce exposure to changes in fair
Instruments  |value, cash flows, or other risk factors
related to a hedged item.

Source: compiled by the author based on [20]

Convertible bonds; hybrid debt-equity
instruments.

Currency forwards; interest rate swaps;
futures contracts; options used for hedging
purposes.

Unlike the domestic accounting framework, where financial instruments are
classified primarily according to their legal and economic form, the international
accounting model established by IFRS 9 applies a principle-based classification
mechanism. The classification of financial instruments is determined through the
combined assessment of two analytical criteria: the entity’s business model for
managing financial assets and the contractual cash flow characteristics of the
instrument. Under IFRS 9, the classification model based on the entity’s business
model and contractual cash flow characteristics applies specifically to financial assets,
while financial liabilities are classified according to a separate measurement logic, with
amortised cost as the general category and fair value through profit or loss applied to
specific exceptions. The classification of financial assets according to the business
model criterion under IFRS 9 is presented in Table 2.

Table 2.
Classification of financial assets according to the business model criterion

under [FRS 9
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Business model Economic interpretation Accounting implication
Assets are managed primarily [Subsequent measurement at amortised cost,
Hold to collect to collect contractual cash subject to compliance with the SPPI (Solely
flows Payments of Principal and Interest) criterion.

Subsequent measurement at fair value
through other comprehensive income
(FVOCI), subject to compliance with the
SPPI criterion.

Assets are managed both to
Hold to collect and sell|collect cash flows and to sell
when appropriate

Other business models [Assets are managed for short-

(trading, active term gains, trading, or

management) strategic value realisation
Source: compiled by the author based on [16]

Subsequent measurement at fair value
through profit or loss (FVTPL).

The business model assessment alone is not sufficient for determining the
classification of financial assets under IFRS 9, since the standard additionally requires
an evaluation of the contractual cash flow characteristics of the instrument through the
SPPI test (Solely Payments of Principal and Interest) (Table 3). The SPPI (Solely
Payments of Principal and Interest) criterion represents a contractual cash flow test
under IFRS 9 used to determine whether the cash flows generated by a financial asset
reflect only basic lending arrangements, namely repayment of principal and
compensation for the time value of money, credit risk and other standard lending risks.

Financial assets failing this criterion are generally classified at fair value through profit

or loss.
Table 3.
Classification of financial assets according to contractual cash flow
characteristics under IFRS 9 (SPPI criterion)
SPPI - . . Classification
assessment | Economic interpretation Main types
consequence
result
Contractual cash flows consist . Eligible for classification at
. Trade receivables, loans . :
exclusively of repayments of . amortised cost or fair value
SPPI .. . granted, conventional
o principal and compensation for| through other
criterion . corporate or government .
satisfied the t}mg value of money, bonds. held debt comprehensive income
credit risk and other standard . (FVOCI), depending on the
. . securities. . .
lending-related risks. applicable business model.
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SPPI . .
. . . Classification
assessment | Economic interpretation Main types
consequence
result
Contractual cash flows include|Convertible instruments,
leverage effects, embedded structured debt securities,
SPPI derivative features, non- instruments linked to Mandatory classification at
criterion not |standard return mechanisms or |equity prices, fair value through profit or
satisfied exposure to risks inconsistent \commodity-linked loss (FVTPL).
with a basic lending instruments, leveraged
arrangement. financial products.

Source: compiled by the author based on [16]

Thus, the classification of financial assets under IFRS 9 is based on the combined
application of strategic management intent and the economic substance of contractual
cash flows. This dual-criterion approach significantly enhances the analytical precision
of financial instrument classification, since it aligns accounting treatment not merely
with legal form, but with the underlying economic characteristics of the instrument and
the entity’s intended method of value realisation.

An equally important aspect of financial instrument accounting is their
recognition in the accounting system, since classification becomes relevant only after
an instrument has been formally recognised in the entity’s financial statements. Under
IFRS 9, a financial asset or financial liability is recognised when, and only when, the
entity becomes a party to the contractual provisions of the instrument, meaning that
recognition is based on the emergence of enforceable contractual rights or obligations
rather than the physical transfer of cash or other economic resources.

A broadly similar conceptual approach is applied in Ukrainian accounting
practice, where recognition is likewise linked to the occurrence of contractual rights
and obligations arising from financial instruments. However, in international
accounting standards, recognition is more explicitly integrated with the subsequent
processes of classification, initial measurement and impairment assessment, forming a

more comprehensive methodological framework for financial instrument accounting.
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To overcome the methodological gap between the compact classification model
of NAS 13 and the more analytically developed IFRS framework, it is appropriate to
propose an algorithm for the recognition and classification of financial instruments in
Ukrainian accounting practice (Table 4). This algorithm does not replace the national
standard, but supplements its formal classification structure with additional analytical
procedures derived from IFRS 9 and IAS 32. Such an approach allows the accountant
to preserve compliance with domestic regulation while improving the economic
substance analysis of financial instruments and facilitating future transformation of
financial statements into IFRS format.

Table 4.

IFRS-oriented algorithm for the recognition and classification of financial

instruments in Ukrainian accounting practice

Stage Analytical procedure Methodological content Accounting result
Transactions without
Determination of A financial instrument may contractual rights or
1. Contract whether the transaction is|arise only from a contract that |obligations are
identification based on a contractual |creates rights and obligations |excluded from

2. Financial
instrument
definition test

arrangement. between parties. financial instrument
accounting.

Assessment of whether

the contract gives rise to The object is

a financial asset for one
entity and a financial
liability or equity
instrument for another
entity.

This stage ensures consistency
with the common conceptual
definition used in both [FRS
and NAS 13.

identified as a
financial instrument
or excluded from
further analysis.

3. Initial
recognition test

Determination of the
moment when the entity
becomes a party to the
contractual provisions of
the instrument.

Under IFRS 9, recognition
occurs when the entity
becomes party to the
contractual provisions of the
instrument; this logic may be
used as a methodological
benchmark in domestic
practice.

The financial asset or
financial liability is
recognised in the
accounting system.

4. Primary
classification
under NAS 13

Allocation of the
instrument to one of the
national accounting
categories.

The instrument is classified as
a financial asset, financial
liability, equity instrument,

derivative financial instrument,

Compliance with the
domestic
classification model

is ensured.
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Stage

Analytical procedure

Methodological content

Accounting result

compound financial instrument
or hedging instrument.

5. Economic
substance
assessment

Identification of the real
economic nature of the
instrument beyond its
legal form.

Particular attention is paid to
hybrid contracts, embedded
derivative features, repurchase
conditions, conversion rights,
guarantees and hedging
purposes.

Instruments requiring
additional
professional
judgement are
identified.

6. IFRS-oriented
classification filter
for financial

Application of business
model assessment and
the SPPI criterion.

Financial assets are analysed
according to the purpose of
holding them and the nature of

The instrument is
linked to the closest
IFRS measurement
logic: amortised cost,

assets contractual cash flows. FVOCT or FVTPL.
Identification of whether E?éi!ﬁil?ﬁ?ﬁiflo oo [The tiability is
7. Separate the liability is ordinary, & classified under NAS

assessment of
financial liabilities

trading, derivative-based
or designated at fair
value.

financial liabilities, they should
not be assessed through the
business model and SPPI
approach.

13 with an additional
IFRS-oriented
analytical note.

8. Measurement
method
determination

Selection of the
appropriate measurement
basis under national rules
with IFRS comparability
in mind.

Fair value, amortised cost or
cost-based approaches are
applied depending on the
category and nature of the
instrument.

The selected
measurement
approach is
documented and
justified.

9. Impairment
and risk
assessment

Evaluation of credit risk,
market risk and possible
decline in recoverable
value.

For domestic reporting,
impairment is assessed under
national rules; for IFRS
transformation, the expected
credit loss logic may be used as
an additional analytical
benchmark.

Potential losses and
valuation adjustments
are identified.

10. Disclosure and
documentation

Preparation of
explanatory information
on classification,
recognition,
measurement and risks.

Disclosure should explain not
only the formal category of the
instrument, but also the
reasoning behind classification

and measurement decisions.

Transparency and
comparability of
financial reporting
are improved.

Source: developed by the author.

The proposed algorithm allows the domestic accounting treatment of financial

instruments to move from a purely formal classification model toward a more

economically substantiated methodology. Its key advantage is that it does not

contradict NAS 13, because the primary classification remains based on national
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categories. At the same time, the introduction of IFRS-oriented analytical filters
strengthens professional judgement, improves the identification of complex
instruments and creates a methodological bridge between Ukrainian accounting
regulation and international financial reporting standards.

Conclusions. The recognition of financial instruments is one of the most
important methodological issues in modern accounting, since it determines the moment
at which contractual rights and obligations become reflected in financial reporting. The
analysis confirms that international and national accounting standards are conceptually
close in defining financial instruments. Both approaches understand a financial
instrument as a contract that gives rise to a financial asset for one party and a financial
liability or equity instrument for another party. This creates a common theoretical basis
for accounting regulation.

At the same time, the main differences appear not at the level of definition, but
at the level of classification and further accounting treatment. The Ukrainian
methodology, based on NAS 13, applies a more formal classification of financial
instruments according to their legal and economic nature. In contrast, IFRS 9 uses a
more analytical model, especially for financial assets, where classification depends on
the entity’s business model and the contractual cash flow characteristics assessed
through the SPPI criterion. This makes the international approach more flexible and
more closely connected with the economic substance of financial instruments.

The study substantiates that the harmonisation of national accounting
methodology with IFRS requirements should not be limited to a formal comparison of
standards. A more practical solution is the gradual introduction of IFRS-oriented
analytical procedures into the national accounting environment. The proposed
algorithm preserves the basic classification logic of NAS 13, but supplements it with
additional stages of contract identification, economic substance analysis, assessment
of complex and hybrid instruments, determination of measurement logic, risk analysis
and disclosure justification.
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The practical value of the proposed approach lies in its ability to strengthen
professional judgement without contradicting existing national regulation. It may be
used as an internal methodological tool for enterprises that prepare financial statements
under national standards but need to improve their comparability with IFRS-based
reporting. Such an approach is especially important for accounting for derivative,
compound and hybrid financial instruments, where formal classification alone is often
insufficient for a faithful representation of economic reality.

Further research should be directed toward the development of more detailed
methodological recommendations for the measurement of complex financial
instruments, the practical adaptation of the SPPI criterion for financial statement

transformation, and the improvement of disclosure practices related to financial risks.
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