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Summary

Relevance. Problem statement. In the context of globalization of financial
markets and increasing volatility of economic processes, issues of effective financial risk
management are becoming particularly relevant. The implementation of IFRS 9
«Financial Instruments» has fundamentally changed approaches to accounting and
disclosure of information about derivative financial instruments used for risk insurance.
The relevance of the study is determined by the need to improve the methodology for
accounting for derivatives and disclosure of information about them in the financial
statements of Ukrainian enterprises in the context of adaptation to international
standards.

The aim of the study is a comprehensive analysis of theoretical foundations and
practical aspects of financial risk insurance through the prism of IFRS 9 requirements for
accounting and disclosure of information on derivative financial instruments, as well as
the development of recommendations for improving accounting practices.

Methodology. The study employed general scientific and special methods: systems
analysis — to study the essence of financial risks and mechanisms of their insurance;
comparative analysis - to examine various scientific approaches to the classification of
derivatives; generalization method - to formulate conclusions regarding accounting
approaches under IFRS 9; graphical method - to visualize the classification and
accounting of derivative instruments; tabular method - to systematize information about
types of risks and instruments for their insurance.

Results. The article analyzes the evolution of approaches to financial risk insurance
and systematizes the views of domestic and foreign scholars on the issues of derivatives
accounting. The key provisions of IFRS 9 regarding classification, initial and subsequent
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recognition of derivative financial instruments have been studied. A scheme for
accounting of derivative instruments according to three measurement categories has
been developed. Recommendations have been proposed to expand disclosure of
information about hedging of financial risks in notes to financial statements, taking into
account the requirements of IFRS 7. Critical aspects of implementing the expected credit
loss model for derivative instruments have been identified.

Practical significance. The developed recommendations can be used by
enterprises in forming accounting policies regarding derivative financial instruments, as
well as by auditors when verifying the reliability of disclosure of information about
financial risks and instruments for their insurance.

Prospects for further research. Further scientific research should be directed to
the development of industry-specific methods for accounting of derivatives, improvement
of reporting forms on risk hedging, and study of international experience in applying IFRS
9 in the practice of financial risk insurance.

Keywords: financial risk insurance, derivative financial instruments, derivatives,
IFRS 9, accounting for financial instruments, hedging.
Number of sources: 16, number of tables: 3; number of figures: 2.
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CTPAXYBAHHA ®IHAHCOBUX PU3UKIB: OBJIIK TA
PO3KPUTTA IHOOPMALII NPO NOXIAHI ®IHAHCOBI
IHCTPYMEHTU 3A MC®3 9

AHoTayisa

B ymoBax rnobanisauii ¢iHaHCOBMX PUHKIB Ta 3pOCTaHHS BOMATUIIbHOCTI €KOHOMIUHUX
npouecis 0cobnmMBOi akTyanbHOCTi HabyBalOTb MUTaHHA e@EeKTMBHOIO YyMpaBiHHSA
¢diHaHCOBMMN pu3amkamun. BrnposagxeHHss MCO3 9 «DiHaHCOBI iIHCTPYMEHTU» KapAWHaAbHO
3MiHMNO nigxoamn A0 065iKy Ta po3KpUTTA iHOopMaUii Npo noxigHi iHaHCOBI IHCTPYMEHTH,
L0 BUKOPUCTOBYIOTLCA ANA CTpaxyBaHHS PU3KNKIB. AKTYasnbHICTb AOCNIAXEHHS 3yMOB/EHA
HeobXiaHICTIO BAOCKOHaNeHHs MeTofosorii 06niky AepuBaTMBIB Ta pPO3KpUTTS iHdopMauii
npo HuX Yy @iHAHCOBI 3BITHOCTI yKpaiHCbKMX MiANPUEMCTB B yMOBax ajantauii ao
MiXKHapOAHUX CTaHAapTIB.

Y cTaTTi NnpoaHanizoBaHO €BOJOUI0 NiAX0AIB A0 CTpaxyBaHHA (iHAHCOBUX pU3MKIB Ta
CUCTEMATU30BAHO MOMNAAN BITYM3HAHUX i 3apybikHMX HayKoBUiB Ha npobnematuky obniky
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AepuBaTuBiB. JOCNiAXeEHO KA4YOBi nosioxeHHs MC®3 9 woao knacudikauii, nepsicHOro Ta
noAanbLIOro BWM3HAHHA MNOXiAHMX diIHAHCOBUMX iHCTPYMEHTIB. Po3pobneHo cxemy o06riky
NOXiAHMX IHCTPYMEHTIB 3@ TPpbOMa KaTeropisiMu OUiHKU.

3anpornoHOBaHO pekoMeHAauil WoA0 pPO3LWMPEHHS pPO3KpUTTS  iHdopMauii  npo
Xe[XXyBaHHSA (PiHAHCOBUX PU3MKIB y MpUMITKax A0 (PiHAHCOBOI 3BIiTHOCTI 3 ypaxyBaHHSAM
Bumor MCO3 7. Bu3HayeHO KPUTUYHI acnekTW BrPOBaMXKEHHS MoAeNni Oo4viKyBaHuX
KPeanTHUX 36UTKIB ANst NOXiAHMX IHCTPYMEHTIB.

Po3pobneHi pekomeHpauii MOXyTb OyTM BMKOpPWUCTaHi MNiANPUEMCTBAMW MpwU
¢dopMyBaHHi 06MiKOBOI MOAITUKM LWOAO0 NOXIAHUX (IHAHCOBUX IHCTPYMEHTIB, @ TaKOX
ayamTopamMun npu nepesipui AOCTOBIPHOCTI po3KpuUTTS iHdopMauii Npo ¢iHaHCOBI pU3MKK Ta
iHCTPYMEHTM iX CcTpaxyBaHHSA. [loganblli HaykKoBi poO3BiAKW AOUINIBHO CNpsMyBaTW Ha
po3pobKy ranysesBux MeToauK 06iKy AepuBaTMBIB, YAOCKOHaNEHHS (OpM 3BIiTHOCTI Npo
XeAXyBaHHS pU3MKIB Ta AOCAIAXEHHS MiKHaApOAHOro AoCBigy 3actocyBaHHA MCO3 9 B
NpaKkTuLi CTpaxyBaHHSA (PiHAHCOBUX PU3MKIB.

Knro4doBi cnoBa: ctpaxyBaHHS hiHAHCOBMX PU3MKIB, MNOXiAHI (hiHAHCOBI IHCTPYMEHTH,
aepusaTtnen, MC®3 9, o6nik hiHaHCOBMX IHCTPYMEHTIB, Xea)KyBaHHS.
Kinbkicte gxepen: 16; KinbKicTb Tabnaulb: 3; Ki/lbKiCTb pUCYHKIB: 2.

Problem statement. Globalization processes and Ukraine's
integration into the world economic space are accompanied by
growing financial risks facing business entities [2, p. 124].
Fluctuations in exchange rates, interest rates, and prices in
commodity markets create an environment of uncertainty that
requires the application of effective risk management tools [8, p.
67]. Financial risk insurance through derivative financial
instruments has become an integral component of the financial
strategy of modern enterprises.

The implementation of IFRS 9 «Financial Instruments», which
came into effect on January 1, 2018, significantly changed the
principles of classification, measurement, and disclosure of
information about financial assets and liabilities. Derivative financial
instruments - derivatives - which are used for hedging currency,
interest, commodity, and other types of risks, require special
attention [6, p. 201]. The problem lies in the complexity of
accounting for these instruments, the need to apply fair value
measurement methods, and ensuring transparency of information
disclosure in financial statements.

Analysis of recent research and publications. Theoretical
and practical aspects of financial risk insurance and accounting for
derivative financial instruments under IFRS 9 have been studied by
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many domestic and foreign scientists, but the issue of a
comprehensive relationship between risk insurance mechanisms,
accounting approaches to derivatives, and disclosure of information
in financial statements remains insufficiently covered in scientific
literature.

A fundamental contribution to the development of the concept
of accounting for financial instruments was made by the
International Accounting Standards Board (IASB), which in 2014
published the final version of IFRS 9 «Financial Instruments», which
came into effect on January 1, 2018. This standard fundamentally
changed approaches to classification, measurement, and accounting
for financial assets and liabilities, introducing a new expected credit
loss model instead of an incurred loss model [8, p. 78].

International research in the field of financial risk insurance is
represented by the work of leading scientists and consulting
companies. In particular, PwC in its analytical publication «IFRS 9:
Financial Instruments» detailed the key aspects of the transition to
the new standard, including the impact on derivatives classification,
hedge accounting, and formation of reserves for expected credit
losses. Taran I. emphasized that the implementation of IFRS 9
significantly affected the volatility of companies' financial results
through changes in the principles of recognizing changes in the fair
value of derivative instruments [10].

The National Bank of Ukraine in its review study «IFRS 9
Overview» analyzed critical aspects of the standard's
implementation in the Ukrainian banking sector. The authors
identified four key elements of changes: new classification of
financial assets based on business models, expected credit loss
model, improved principles of hedge accounting, and expanded
disclosure requirements. The study showed that the transition to
IFRS 9 led to an increase in reserve volumes, changes in the format
of financial statements, and increased volatility of financial
institutions' income [11].

Among domestic scientists, significant contributions to the
study of financial risk insurance issues were made by Tomilin O.O.
and Oleksashenko Ya.S., who justified the need to use derivatives
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to protect enterprises from price, currency, and credit risks.
Researchers have proven that effective financial risk insurance
increases the financial stability of enterprises and promotes
investment attraction [2]. In turn, Maliarchuk O.V. argues that
investors often have limited interest in investment projects due to
high risk. His research is aimed at developing mechanisms to
stimulate investors to participate in innovative initiatives [1].
Vanina D.A. systematized approaches to the classification of
financial risks and proposed an author's typology that takes into
account the specifics of the insurance business. The scientist
emphasized that derivative financial instruments can act both as an
effective means of risk hedging and as a source of new speculative
risks when used incorrectly. Chornovol A. and Tabenska Yu.
proposed directions for further development of the Ukrainian
insurance market, with the aim of ensuring its stability and
solvency through the formation of insurance portfolios based on
effective mechanisms to support their reliability [13].

Research by Hataullina E. and Klymenko M. revealed significant
gaps in the development of the derivatives market in Ukraine. The
authors noted that insufficient development of financial market
infrastructure, low liquidity, and the absence of a wide range of
hedging instruments limit the ability of Ukrainian enterprises to
effectively manage financial risks [9]. Parfentseva N.O. and
Holubova H.V. in the article «Simulating Financial Risks on the
Basis of Statistical Assessment Methods» substantiated the
importance of using modern statistical methods for assessing
financial risks, including Value-at-Risk, Monte Carlo method, and
Shortfall. Researchers emphasized that adequate risk assessment is
a critical risk management tool, especially in the context of
applying the expected credit loss model under IFRS 9 [16].

Research by domestic scientists Manukhina M.Yu., Tatsii I.V.,
and Serikova O.M. revealed systemic problems in the
implementation of IFRS 9 by Ukrainian companies. The authors
conducted a Gap analysis of financial asset classification tools and
established that widespread fragmentation in disclosure of valuation
sensitivity reduces investor awareness. The study showed that in
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the energy sector, asset revaluation increased depreciation
expenses, but subsequently led to capital structure optimization
[14]. Shorokh Ye. developed an approach to assessing risks of
financial companies based on systematization of existing regulator
provisions. The researcher proposed an improved system of
quantitative indicators that takes into account the specifics of non-
banking financial institutions' activities and IFRS 9 requirements for
credit risk assessment [15].

An important area of research is the issue of disclosure of
information about financial instruments. According to the
requirements of IFRS 7 «Financial Instruments: Disclosures»,
enterprises must ensure transparency regarding the nature and
extent of risks arising in connection with financial instruments.
However, Ukrainian researchers note that many domestic
companies formally comply with the standard's requirements
without disclosing information of sufficient quality for making
informed decisions by users of statements [7].

Special attention deserves the issue of hedge accounting under
IFRS 9. The standard introduced more flexible hedge accounting
rules that allow better reflection of the economic substance of risk
management transactions. In particular, the new model more closely
aligns hedge accounting with risk management activities, and a
greater number of economic hedging strategies can meet hedge
accounting requirements. However, domestic studies show that the
complexity of documentation and effectiveness testing of hedging
relationships leads to many Ukrainian enterprises not applying hedge
accounting even when economic hedging exists [11, 14].

However, the domestic scientific literature insufficiently
addresses the practical application of IFRS 9 requirements to
derivative financial instrument accounting in Ukraine's non-financial
sector. The majority of research concentrates on the banking
sector, whereas industrial, commercial, and agricultural enterprises
that actively utilize derivatives for currency and commodity risk
hedging remain outside researchers' focus. Questions requiring
deeper investigation include fair value assessment of over-the-
counter derivatives within Ukraine's underdeveloped financial
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market environment, methodologies for establishing expected
credit loss reserves for derivative instruments, and development of
practical recommendations for hedging relationship documentation
and effectiveness testing.

Consequently, the interrelationship aspects between financial
risk insurance mechanisms, IFRS 9 accounting approaches, and
financial statement information disclosure quality remain
inadequately researched, thereby substantiating the relevance of
the present study.

The purpose of the article is a comprehensive analysis of
theoretical foundations and practical aspects of financial risk
insurance through the prism of IFRS 9 requirements, study of
approaches to accounting and disclosure of information about
derivative financial instruments, as well as development of practical
recommendations for improving the accounting practices of
Ukrainian enterprises. To achieve this goal, the following tasks have
been defined: systematize scientific approaches to classification of
financial risks and instruments for their insurance; study key
provisions of IFRS 9 regarding accounting for derivative financial
instruments; analyze methods of measurement and recognition of
derivatives in financial statements; develop recommendations for
disclosure of information about risk hedging; identify problematic
aspects of IFRS 9 application in Ukrainian practice.

Presentation of main research material. Financial risk
represents the probability of adverse financial consequences in the
form of income or capital loss in a situation of uncertainty regarding
the conditions of financial activities [2, p. 126]. Modern financial
theory identifies several main categories of financial risks that
require insurance (Table 1).

Financial risk insurance can be carried out through traditional
insurance contracts or through derivative financial instruments [2,
p. 89]. Derivative financial instruments (derivatives) are contracts
whose value depends on changes in the underlying asset: currency,
interest rate, commodity price, credit rating, etc.
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Table 1

Classification of financial risks and instruments for their insurance*

Type of risk

Characteristics

Insurance instruments

Currency risk

Risk of losses due to adverse
changes in exchange rates

Currency forwards, futures,
options, swaps

Interest rate Risk of changes in asset value Interest rate swaps, forward
risk due to fluctuations in interest rate agreements
rates
Credit risk Risk of counterparty default Credit derivatives, credit
default swaps
Commodity Risk of changes in commodity Commodity futures,

risk

and raw material prices

commodity options

Liquidity risk

Risk of inability to quickly sell

Options, swap contracts

assets

*Source: compiled by the author based on [2; 8; 12].

According to IFRS 9, a derivative instrument is a financial
instrument or other contract that has all three of the following
characteristics: its value changes in response to changes in the
underlying asset; it requires minimal initial investment; settlements
are made in the future (Fig. 1). The main types of derivatives
include:

e Forward contracts - bilateral agreement to buy or sell an
asset in the future at a predetermined price;

e  Futures contracts - standardized exchange-traded contracts
with mandatory execution in the future;

e Options - contracts that grant the right (but not the
obligation) to buy or sell an asset;

e Swaps - agreements to exchange cash flows or assets
between parties [5, p. 203].

For accounting purposes of derivative financial instruments,
IFRS 9 establishes three measurement categories for financial
assets: at amortized cost, at fair value through other
comprehensive income, and at fair value through profit or loss.
Derivative financial instruments are always measured at fair value
[5, p. 201].
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DERIVATIVE FINANCIAL INSTRUMENTS

y \ 4 A

By underlying asset By trading By purpose
mechanism
e  Currency e Hedging (hedge
derivatives e  Exchange accounting)
e Interest rate e  Over-the- e  Speculative
derivatives counter (trading portfolio)
e  Commodity (OTC)
derivatives

Fig. 1. Classification of derivative financial instruments under IFRS 9*
*Source: developed by the author based on [4; 10].

Upon initial recognition, a derivative instrument is measured at
fair value, which usually equals the transaction price. Transaction
costs are not included in the value of an instrument measured at fair
value through profit or loss [5, p. 145].

After initial recognition, derivatives are measured at fair value at
each reporting date. Changes in fair value are recognized in profit or
loss for the current period, except for instruments used for hedging
that meet hedge accounting criteria (Table 2).

Table 2

Comparative characteristics of derivatives accounting by

different categories*

Criterion Trading Hedge accounting Economic
portfolio hedging

Measurement Fair value Fair value Fair value
Recognition of Profit/loss Partially in other Profit/loss
value changes comprehensive income
Documentation Not required Mandatory Not required
Effectiveness Not Mandatory Not
testing conducted conducted
Impact on profit High Smoothed High

*Source: developed by the author based on [4; 5; 10].
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IFRS 9 provides special accounting rules for derivatives used for
risk hedging purposes. Hedge accounting allows reflecting the
economic substance of risk management transactions in financial
statements (Figure 2).

To apply hedge accounting, it is necessary to:

1. Formally define hedging relationships at the beginning of the
operation.

2. Document the hedging strategy and risk management objective.

3. Prove the effectiveness of hedging relationships [5, p. 207].

IFRS 9 distinguishes three types of hedging:

e Fair value hedge - protection against changes in value of
recognized assets or liabilities;

e Cash flow hedge - protection against variability of cash flows;

e Net investment hedge - protection of currency risk of
investments in foreign operations.

RISK IDENTIFICATION

Nz

SELECTION OF HEDGING INSTRUMENT

7

HEDGE DOCUMENTATION

12

EFFECTIVENESS TESTING

RECOGNITION OF VALUE CHANGES: Reclassification
- Effective portion — Other comprehensive upon realization
income - Ineffective portion — Profit/loss

Figure 2. Scheme of cash flow hedge accounting*

*Source: developed by the author based on [4; 10].
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IFRS 9 introduced a new impairment model for financial assets -
the expected credit losses (ECL) model [11, p. 36]. This model
replaced the previous incurred loss model and applies to financial
assets measured at amortized cost and at fair value through other
comprehensive income.

For derivative instruments that are assets, the ECL model is
applied taking into account the specifics of these instruments.
Assessment of expected credit losses is based on three stages:

e Stage 1 - credit risk has not increased significantly (12-month
expected credit losses);

e Stage 2 - credit risk has increased significantly (lifetime
expected credit losses);

e Stage 3 - there are objective indicators of impairment [11,
p. 38].

IFRS 7 «Financial Instruments: Disclosures» establishes
requirements for disclosure of qualitative and quantitative
information about financial instruments (Table 3).

Table 3
Requirements for disclosure of information about derivative
instruments under IFRS 7%

Information Content of disclosure
category

Qualitative Description of risk management objectives and

information policies; description of hedging strategies

Quantitative Fair value of derivatives; sensitivity analysis to market

information risks

Hedging Effectiveness testing results; amounts recognized in

information other comprehensive income

Credit risk Maximum credit risk exposure; information about
collateral

Liquidity risk Maturity analysis based on contractual undiscounted
cash flows

*Source: compiled by the author based on [4; 7].
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Enterprises must disclose information that allows users of
financial statements to assess: the significance of financial
instruments for financial position and performance; the nature and
extent of risks arising from financial instruments; methods of
managing these risks.

The implementation of IFRS 9 in domestic practice is
accompanied by a number of problems:

1. Fair value measurement - insufficient development of the
financial market complicates determining the fair value of
derivatives, especially over-the-counter instruments [9, p. 115].

2. Professional judgment - application of the expected credit
losses model requires significant professional judgment and
development of complex assessment models [11, p. 40].

3. Hedge accounting - complexity of documentation and
effectiveness testing of hedging relationships leads to many
enterprises not applying hedge accounting even when economic
hedging exists [12, p. 172].

4. Information disclosure - the volume and detail of IFRS 7
requirements create additional burden on enterprises, especially
small and medium-sized ones [5, p. 210].

Based on the conducted research, the  following
recommendations are proposed:

1. Development of accounting policy — enterprises should detail
approaches to classification, measurement, and disclosure of
information about derivatives in their accounting policies.

2. Implementation of valuation systems — need for investment
in systems and methodologies for fair value assessment, including
use of external valuers.

3. Staff training - systematic improvement of qualifications of
accountants and financial analysts in the field of accounting for
financial instruments.

4. Hedging documentation - creation of internal procedures
and templates for documenting hedging relationships and testing
their effectiveness.

5. Enhanced disclosure - supplementing mandatory IFRS 7
requirements with additional information about stress-testing
scenarios and sensitivity analysis.
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Conclusions from this study. The conducted study of
comprehensive analysis of theoretical foundations and practical aspects
of financial risk insurance through the prism of IFRS 9 requirements for
accounting and disclosure of information about derivative financial
instruments allowed formulating several conclusions.

Financial risk insurance through derivative financial instruments
is an important element of financial management of modern
enterprises. Systematization of scientific approaches showed that
derivatives can act both as an effective hedging tool and as a source
of additional risks when used incorrectly. IFRS 9 introduced new
principles for classification and measurement of financial instruments
based on the business model of asset management and
characteristics of cash flows. For derivative instruments, the
standard establishes mandatory fair value measurement with
recognition of changes in profit or loss. The expected credit losses
model introduced by IFRS 9 is more progressive compared to the
previous incurred loss model, but its application requires
development of complex assessment models and significant
professional judgment.

Hedge accounting under IFRS 9 allows better reflection of the
economic substance of risk management transactions in financial
statements, but requires careful documentation and effectiveness
testing. Practice shows that many Ukrainian enterprises do not use
the advantages of hedge accounting due to its complexity. The main
problems of applying IFRS 9 in Ukraine are: insufficient development
of the derivatives market, complexity of fair value assessment of
over-the-counter instruments, lack of qualified specialists and
methodological support.

Prospects for further research are seen in the development of
industry-specific methods for accounting of derivatives, study of the
impact of digitalization on the practice of accounting for financial
instruments, analysis of EU countries' experience in applying IFRS 9,
and adaptation of best practices to Ukrainian realities. The issue of
accounting for cryptocurrency derivatives and other innovative
financial instruments requires special attention.
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