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Appendix A – Illustrative examples
1. [bookmark: _Toc22548945][bookmark: _Toc77775527]Non concessional loan
On 1 July 2019, agency A provides a non-concessional loan to entity B with the following terms:
· Principal: $500,000
· Interest rate of loan: 6.5% per annum
· Term: five years
· Transaction costs incurred: $500
· Equal principal payments and interest payments are due at 30 June each year.
Terms of the loan is the same as the market.
Agency A classifies this loan as measured at amortised cost.
[bookmark: _Toc77775528]Initial measurement
The loan is initially measured at fair value which is the principal ($500,000) plus transaction costs ($500).
At 1 July 2019, agency A records the following journal:
	Journal to record issuance of the loan - initial recognition:


	DR
	Loans paid (816110 or 833110)
	$500,500
	

	CR
	Cash at bank (811100)
	
	$500,500



[bookmark: _Toc77775529]Subsequent measurement
The loan is subsequently measured at amortised cost under the effective interest method. Agency A determines that the effective interest rate (EIR) of the loan is 6.46% and calculates the following amortisation schedule.
	Year
	Opening amortised cost
	Interest income 
	Principal payment
	Interest payment
	Closing 
amortised cost

	
	A
	B = A * EIR (6.46%)
	C
	D
	A + B - C - D

	
	$
	$
	$
	$
	$

	1
	500,500
	32,332
	100,000
	32,500
	400,332

	2
	400,332
	25,861
	100,000
	26,000
	300,193

	3
	300,193
	19,393
	100,000
	19,500
	200,086

	4
	200,086
	12,926
	100,000
	13,000
	100,012

	5
	100,012
	  6,488
	100,000
	  6,500
	            0




At 30 June 2020, no impairment is expected and agency A records the following journal entries:
	Journal to recognise principal repayments:

	DR
	Cash at bank (811100)
	$100,000
	
	C

	CR
	Loans repaid (816120 or 833120)
	
	$100,000
	



	Journal to recognise interest repayments:

	DR
	Cash at bank (811100)
	$32,500
	
	D

	CR
	Interest revenue (141000)
	
	$32,500
	



	Journal to recognise interest income per the effective interest method:

	DR
	Interest revenue (141000)
	$168
	
	B - D

	CR
	Loans repaid (816120 or 833120)
	
	$168
	



2. [bookmark: _Toc77775530][bookmark: _Toc22548946]Concessional advance – below market interest rate (method 1)
On 1 July 2019, agency A provides a concessional advance to entity B with the following terms:
· Principal: $500,000
· Interest rate of advance: 2.5% per annum
· Term: five years
· Transaction costs incurred: $500
· Equal principal payments and interest payments are due at 30 June each year.
The interest rate of the advance is below the market interest rate.
Agency A classifies this advance as measured at amortised cost. 
[bookmark: _Toc77775531]Initial measurement
As the advance is concessional, it is initially measured at fair value through the discounted cash flow analysis using the prevailing market interest rate that entity B could have obtained from the market place. Agency A estimates that this rate is 6.5%.




Entity A calculates the following discounted cash flow analysis:
	Year
	Principal payment
	Interest payment
	Total cash flows
	Present value 

	
	A
	B
Principal x Interest Rate (2.5%)
	A + B
	(discounted cash flow using 6.5% market rate) 

	 
	$
	$
	$
	$

	1
	 100,000 
	12,500 
	 112,500 
	105,634

	2
	100,000 
	10,000 
	 110,000 
	   96,982

	3
	100,000 
	  7,500 
	 107,500 
	   88,994

	4
	 100,000 
	  5,000 
	 105,000 
	    81,619

	5
	 100,000 
	   2,500 
	 102,500 
	    74,813

	 Total
	 500,000
	 37,500
	 537,500
	 448,042


The concessional advance is initially measured at $448,542 which is the sum of the fair value of the concessional advance calculated using discounted cash flow method ($448,042) and transaction costs ($500). 
The discount component is calculated at $51,958 which is the difference between the principal ($500,000) and the fair value of the concessional advance ($448,042). Since the fair value of the advance is measured based on a valuation technique that uses data from observable market (level 2), the discount component of the advance is recognised as expense in the profit or loss (method 1).
At 1 July 2019, agency A records the following journal entries:
	Journal to record issuance of the advance (cash component) - initial recognition:

	DR
	Advances paid (817110 or 834110)
	$500,500
	
	principal + transaction cost

	CR
	Cash at bank (811100)
	
	$500,500
	




	Journal to recognise concessional discount portion of the advance (non-cash component) and recognise discount portion in profit or loss - initial recognition:

	DR
	Concessional discount expense (413400)
	$51,958
	
	principal – fair value of advance

	CR
	Advances – increment/decrement (817160 or 834160)
	
	$51,958
	



[bookmark: _Toc77692272][bookmark: _Toc77772717][bookmark: _Toc77775267][bookmark: _Toc77775532][bookmark: _Toc77775557]Subsequent measurement
The advance is subsequently measured at amortised cost using the effective interest method. Agency A determines that the effective interest rate (EIR) of the advance is 6.46% and calculates the following amortisation schedule.
	Year
	Opening amortised cost
	Interest income 
	Principal payment
	Interest payment
	Amortisation of discount
	Closing amortised cost

	
	A
	B = A * EIR (6.46%)
	C
	D
	E = B - D
	A + B - C - D

	 
	$
	$
	$
	$
	$
	$

	1
	 448,542 
	28,976
	100,000 
	12,500 
	 16,476 
	365,018 

	2
	 365,018 
	23,580
	100,000 
	10,000 
	 13,580 
	278,598 

	3
	 278,598 
	17,997
	100,000 
	  7,500 
	  10,497 
	189,095 

	4
	    189,095 
	12,216
	100,000 
	   5,000 
	    7,216 
	   96,311 

	5
	    96,311 
	6,189
	100,000 
	    2,500 
	    3,689 
	             0 


At 30 June 2020, no impairments are expected and agency A records the following journal entries:
	Journal to recognise principal repayments:

	DR
	Cash at bank (811100)
	$100,000
	
	C

	CR
	Advances repaid (817120 or 834120)
	
	$100,000
	



	Journal to recognise interest repayments:

	DR
	Cash at bank (811100)
	$12,500
	
	D

	CR
	Interest revenue (141000)
	
	$12,500
	



	Journal to unwind/amortise the concessional discount portion of the advance:

	DR
	Advances – increment/decrement (817160 or 834160)
	$16,476
	
	E

	CR
	Amortisation of concessional discount (147100)
	
	$16,476
	



3. [bookmark: _Toc22548948][bookmark: _Toc77775561]Concessional advance – below market interest rate and with grace period (method 1)
On 1 July 2019, agency A provides a concessional advance to entity B with the following terms:
· Principal: $500,000
· Interest rate of advance: 2.5% per annum
· Term: five years
· Transaction costs incurred: $500
· Equal principal payments and interest payments are due at 30 June each year.
· Grace period on principal payments for first three years.
The interest rate of the advance is below the market interest rate.
Agency A classifies this advance as amortised cost.
[bookmark: _Toc77775562]Initial measurement
As the advance is concessional, the advance is initially measured at fair value through the discounted cash flow analysis. Agency A estimates that the interest rate entity B could have obtained from the market place is 6.5%. 
Entity A calculates the following cash flow analysis:
	Year
	Principal payment
	Interest payment
	Total cash flows
	Present value 

	
	A
	B
Principal x Interest Rate (2.5%)
	A + B
	(discounted cash flow 6.5% using market rate)

	 
	 $ 
	 $ 
	 $ 
	 $ 

	1
	                  -   
	          12,500 
	         12,500 
	                    11,737 

	2
	                  -   
	          12,500 
	         12,500 
	                    11,021 

	3
	                  -   
	          12,500 
	         12,500 
	                    10,348 

	4
	       250,000 
	          12,500 
	       262,500 
	                  204,047 

	5
	       250,000 
	            6,250 
	       256,250 
	                  187,032 

	Total
	        500,000 
	           56,250
	       556,250
	                 424,185 



The concessional advance is initially measured at $424,685 which is the sum of the fair value of the concessional advance calculated using discounted cash flow method ($424,185) and transaction costs ($500). 
The discount component is calculated at $75,815 which is the difference between the principal ($500,000) and the fair value of the concessional advance ($424,185). Since the fair value of the advance is measured based on a valuation technique that uses data from observable market (level 2), the discount component of the advance is recognised as expense in the profit or loss (method 1).
At 1 July 2019, agency A records the following journal entries:
	Journal to record issuance of the advance (cash component) - initial recognition:

	DR
	Advance paid (817110 or 834110)
	$500,500
	
	principal + transaction cost

	CR
	Cash at bank (811100)
	
	$500,500
	



	Journal to recognise concessional discount portion of the advance (non-cash component) and recognise discount portion in profit or loss - initial recognition:

	DR
	Concessional discount expense (413400)
	$75,815
	
	principal – fair value of advance

	CR
	Advances – increment/decrement (817160 or 834160)
	
	$75,815
	



[bookmark: _Toc77775563]Subsequent measurement
The advance is subsequently measured at amortised cost under the effective interest method. Agency A determines that the effective interest rate (EIR) of the advance is 6.46% and calculates the following amortisation schedule.
	Year
	Opening amortised cost
	Interest income 
	Principal payment
	Interest payment
	Amortisation of discount
	Closing amortised cost

	
	A
	B = A * EIR (6.46%)
	C
	D
	E = B - D
	A + B - C - D

	 
	$
	$
	$
	$
	$
	$

	1
	424,685
	27,435
	-
	12,500
	14,935
	439,620

	2
	439,620
	28,399
	-
	12,500
	15,899
	455,519

	3
	455,519
	29,427
	-
	12,500
	16,927
	472,446

	4
	472,446
	30,520
	250,000
	12,500
	18,020
	240,466

	5
	240,466
	15,784
	250,000
	6,250
	9,534
	-0


At 30 June 2020, no impairments are expected and agency A records the following journal entries:
	Journal to recognise interest repayments:

	DR
	Cash at bank (811100)
	$12,500
	
	D

	CR
	Interest revenue (141000)
	
	$12,500
	



	Journal to unwind/amortise the concessional discount portion of the advance:

	DR
	Advances – increment/decrement (817160 or 834160)
	$14,935
	
	E

	CR
	Amortisation of concessional discount (147100)
	
	$14,935
	



4. [bookmark: _Toc22548947][bookmark: _Toc77775558]Concessional advance – interest free (method 1)
On 1 July 2019, agency A provides a concessional advance to entity B with the following terms:
· Principal: $500,000
· Interest rate of advance: nil
· Term: five years
· Transaction costs incurred: $500
· Equal principal payments are due at 30 June each year.
Agency A classifies this advance as amortised cost. 
[bookmark: _Toc77775559]Initial measurement
As the advance is concessional, it is initially measured at fair value through the discounted cash flow analysis using the prevailing market interest rate that entity B could have obtained from the market place. Agency A estimates that this rate is 6.5%.
Entity A calculates the following discounted cash flow analysis:
	Year
	Principal payment
	Interest payment
	Total cash flows
	Present value 

	
	A
	B 
Interest free
	A + B
	(discounted cash flow 6.5% using market rate)

	 
	$
	$
	$
	$

	1
	   100,000 
	                         -   
	100,000
	93,897 

	2
	    100,000 
	                         -   
	100,000
	88,166 

	3
	    100,000 
	                         -   
	100,000
	82,785 

	4
	    100,000 
	                         -   
	100,000
	77,732 

	5
	    100,000 
	                         -   
	100,000
	72,988 

	 Total
	    500,000
	                          -
	 500,000 
	               415,568


The concessional advance is initially measured at $416,068 which is the sum of the fair value of the concessional advance calculated using discounted cash flow method ($415,568) and transaction costs ($500). 
The discount component is calculated at $84 432 which is the difference between the principal ($500,000) and the fair value of the concessional advance ($415,568). Since the fair value of the advance is measured based on a valuation technique that uses data from observable market (level 2), the discount component of the advance is recognised as expense in the profit or loss (method 1).
At 1 July 2019, agency A records the following journal entries:
	Journal to record issuance of the advance (cash component) - initial recognition:

	DR
	Advances paid (817110 or 834110)
	$500,500
	
	principal + transaction cost

	CR
	Cash at bank (811100)
	
	$500,500
	



	Journal to recognise concessional discount portion of the advance (non-cash component) and recognise discount portion in profit or loss - initial recognition:

	DR
	Concessional discount expense (413400)
	$84,432
	
	principal – fair value of advance

	CR
	Advances – increment/decrement (817160 or 834160)
	
	$84,432
	



[bookmark: _Toc77775560]Subsequent measurement
The advance is subsequently measured at amortised cost using the effective interest method. Agency A determines that the effective interest rate (EIR) of the advance is 6.46% and calculates the following amortisation schedule.
	Year
	Opening amortised cost
	Interest income 
	Principal payment
	Interest payment
	Amortisation of discount
	Closing amortised cost

	
	A
	B = A * EIR (6.46%)
	C
	D
	E = B - D
	A + B - C - D

	 
	$
	$
	$
	$
	$
	$

	1
	 416,068 
	26,878 
	100,000 
	              - 
	 26,878 
	342,946 

	2
	342,946 
	22,154 
	100,000 
	              - 
	  22,154 
	265,100 

	3
	  265,100 
	 17,125 
	100,000 
	              - 
	  17,125 
	182,225 

	4
	 182,225
	 11,772 
	100,000 
	              - 
	   11,772 
	   93,997 

	5
	    93,997 
	  6,003 
	100,000 
	              - 
	     6,003 
	             0 


At 30 June 2020, no impairment is expected and agency A records the following journal entries:
	Journal to recognise principal repayments:

	DR
	Cash at bank (811100)
	$100,000
	
	C

	CR
	Advance repaid (817120 or 834120)
	
	$100,000
	



	Journal to unwind/amortise the concessional discount portion of the advance:

	DR
	Advances – increment/decrement (817160 or 834160)
	$26,878
	
	E

	CR
	Amortisation of concessional discount (147100)
	
	$26,878
	


5. Concessional advance – interest free and becomes credit impaired (method 1)
On 1 July 2019, an agency A provides a concessional advance to entity B with the following terms:
· Principal: $500,000
· Interest rate of advance: nil
· Term: five years
· Transaction costs incurred: $500
· Equal principal payments are due at 30 June each year.
Agency A classifies this advance as amortised cost. 
At 30 June 2020, the credit risk of the concessional advance had significantly increased from initial recognition and assessed to be credit impaired. In 2021-22 the borrower was declared bankrupt and the outstanding advances was written off.
Initial measurement
1 July 2019
As the advance is concessional, it is initially measured at fair value through the discounted cash flow analysis using the interest rate entity B could have obtained from the market place. Agency A estimates that this rate is 6.5%.
Entity A calculates the following discounted cash flow analysis:
	Year
	Principal payment
	Interest payment
	Total cash flows
	Present value 

	
	A
	B 
Interest free
	A + B
	(discounted cash flow 6.5% using market rate)

	 
	$
	$
	$
	$

	1
	   100,000 
	                         -   
	100,000
	93,897 

	2
	    100,000 
	                         -   
	100,000
	88,166 

	3
	    100,000 
	                         -   
	100,000
	82,785 

	4
	    100,000 
	                         -   
	100,000
	77,732 

	5
	    100,000 
	                         -   
	100,000
	72,988 

	 Total
	   500,000
	                          -
	 500,000 
	415,568


The concessional advance is initially measured at $416,068 which is the sum of the fair value of the concessional advance calculated using discounted cash flow method ($415,568) and transaction costs ($500). 
The discount component is calculated at $84 432 which is the difference between the principal ($500,000) and the fair value of the concessional advance ($415,568). Since the fair value of the advance is measured based on a valuation technique that uses data from observable market (level 2), the discount component of the advance is recognised as expense in the profit or loss (method 1).
At 1 July 2019, agency A records the following journal entries:
	Journal to record issuance of the advance (cash component) - initial recognition:

	DR
	Advances paid (817110 or 834110)
	$500,500
	
	principal + transaction cost

	CR
	Cash at bank (811100)
	
	$500,500
	

	Journal to recognise concessional discount portion of the advance (non-cash component) and recognise discount portion in profit or loss - initial recognition:

	DR
	Concessional discount expense (413400)
	$84,432
	
	principal – fair value of advance

	CR
	Advances – increment/decrement (817160 or 834160)
	
	$84,432
	



Subsequent measurement
30 June 2020
The advance is subsequently measured at amortised cost using the effective interest method. Agency A determines that the effective interest rate (EIR) of the advance is 6.46%.
The advance is not considered credit-impaired. However, Agency A assess the impairment of their advances at the financial reporting date.
Amortisation of the advance
As the advance is not considered as credit impaired, Agency A calculates amortisation of the advance based on gross carrying amount as presented in the following amortisation schedule.
	Year
	Opening amortised cost
	Interest income 
	Principal payment
	Interest payment
	Amortisation of discount
	Closing amortised cost

	
	A
	B = A * EIR (6.46%)
	C
	D
	E = B - D
	A + B - C - D

	 
	$
	$
	$
	$
	$
	$

	1
	416,068
	26,878
	100,000
	-
	26,878
	342,946

	2
	342,946
	22,154
	100,000
	-
	22,154
	265,100

	3
	265,100
	17,125
	100,000
	-
	17,125
	182,226

	4
	182,226
	11,772
	100,000
	-
	11,772
	93,998

	5
	93,998
	6,002
	100,000
	-
	6,002
	-


At 30 June 2020, agency A records the following journal entries:
	Journal to recognise principal repayments:

	DR
	Cash at bank (811100)
	$100,000
	
	C

	CR
	Advance repaid (817120 or 834120)
	
	$100,000
	



	Journal to unwind/amortise the concessional discount portion of the advance:

	DR
	Advances – increment/decrement (817160 or 834160)
	$26,878
	
	E

	CR
	Amortisation of concessional discount (147100)
	
	$26,878
	






Impairment allowance
Agency A determines the 12 month and lifetime probabilities of the advance defaulting (1% and 5% respectively) using historical rates of default and any reasonable and supportable information. Agency A does not collect any collateral on the advances and expects its loss given a default event occurring to be the full value of the outstanding advance ($500 000).
	
	Probability of default
	
	Expected Credit Loss (ECL)

	
	within 12 months
(A)
	remaining term
(B)
	
lifetime
(C) = A + B
	loss given default
(D)
	12-month
A x D
	lifetime 
C x D

	
	%
	%
	%
	$
	$
	$

	30 June 2020
	1
	4
	5
	500 000
	5 000
	25 000



As the advance is not considered as credit-impaired, an impairment loss allowance equal to 12-month ECL is recognised ($5 000) and records the following journal entry.
	Journal to recognise the impairment loss allowance adjustment as at 30 June 2020:


	DR
	Doubtful debts expense – Advances (394300)
	$5 000
	

	CR
	Allowance for doubtful advances (817200)
	
	$5 000



30 June 2021
At 30 June 2021, Agency A notes there has been a 10% (15% less 5%) increase in credit risk since 30 June 2020 (5%) which it considers to be significant and the advance was assessed to be credit impaired. As a result, agency A updates the probabilities of the advances defaulting based on reasonable and supportable information as well as its expected loss from the default as follows:
	
	Probability of default
	
	Expected Credit Loss (ECL)

	
	within 12 months
(A)
	remaining term
(B)
	
lifetime
(C) = A + B
	loss given default
(D)
	12-month
A x D
	lifetime 
C x D

	
	%
	%
	%
	$
	$
	$

	At 30 June 2020
	1
	4
	5
	500 000
	5 000
	25 000

	At 30 June 2021
	7
	8
	15
	400 000
	28 000
	60 000



Agency A recognises an impairment loss allowance equal to lifetime ECL ($60 000).
As agency A has already recognised an impairment loss allowance of $5 000 at 30 June 2020, it must increase the impairment loss allowance by a further $55 000 at 30 June 2021 ($60 000 - $5 000) and records the following journal entry.

	Journal to recognise the impairment loss allowance adjustment as at 30 June 2021:


	DR
	Doubtful debts expense – Advances (394300)
	$55 000
	

	CR
	Allowance for doubtful advances (817200)
	
	$55 000



Since the advance was assessed as credit impaired, Agency A calculates amortised cost net of allowance for doubtful advances as presented in the following amortisation schedule.
	Year
	Opening amortised cost
	Interest income 
	Principal payment
	Interest payment
	Amortisation of discount
	Closing amortised cost

	
	A
	B = A * EIR (6.46%)
	C
	D
	E = B - D
	A + B - C - D

	 
	$
	$
	$
	$
	$
	$

	1
	 416,068 
	 26,878 
	 100,000 
	 -   
	 26,878 
	 342,946 

	2
	 282,946* 
	 18,278 
	 100,000 
	 -   
	 18,278 
	 201,224 

	3
	 201,224 
	 12,999 
	 100,000 
	 -   
	 12,999 
	 114,223 

	4
	 114,223 
	 7,379 
	 100,000 
	 -   
	 7,379 
	 21,602 

	5
	 21,602 
	 1,326 
	 100,000 
	 -   
	 1,326 
	 -   


*amortised cost at 1 July 2020 ($342,946) less allowance for doubtful advance ($60,000)
At 30 June 2021, agency A records the following journal entries:
	Journal to recognise principal repayments:

	DR
	Cash at bank (811100)
	$100,000
	
	C

	CR
	Advance repaid (817120 or 834120)
	
	$100,000
	



	Journal to unwind/amortise the concessional discount portion of the advance:

	DR
	Advances – increment/decrement (817160 or 834160)
	$18,278
	
	E

	CR
	Amortisation of concessional discount (147100)
	
	$18,278
	



30 June 2022
At the end of financial year 2021-22, the borrower went bankrupt. Agency A did not received any repayments for the year and the advance was written off. Agency A records the following journal entries.

	Journal to unwind/amortise the concessional discount portion of the advance:

	DR
	Advances – increment/decrement (817160 or 834160)
	$12,999
	
	E

	CR
	Amortisation of concessional discount (147100)
	
	$12,999
	

	Journal to reverse allowance for doubtful advance previously recorded:

	DR
	Allowance for doubtful advances (817200)
	$60,000
	
	

	CR
	Doubtful debts expense – Advances (394300)
	
	$60,000
	



	Journal to write off remaining balance of the advance:

	DR
	Advances Written Off – expense (395100)
	$274,223*
	
	

	CR
	Advances Written Off (817140)
	
	$274,223
	


*The balance of advance to be written off at 30 June 2022 is calculated as follows:
	Year
	Opening amortised cost
	Less Amortisation of discount 
	Less 
Principal payment
	Equals
closing amortised cost

	
	$
	$
	$
	$

	30 June 2020
	 416,068 
	 26,878 
	 100,000 
	 342,946 

	30 June 2021
	 342,946 
	 18,278 
	 100,000 
	 261,224 

	30 June 2022
	 201,224 
	 12,999 
	 
	 274,223 


6. Concessional advance – interest free (method 2)
On 1 July 2019, agency A provides a concessional advance to entity B with the following terms:
· Principal: $500,000
· Interest rate of advance: nil
· Term: five years
· Transaction costs incurred: $500
· Equal principal payments are due at 30 June each year.
Agency A classifies this advance as amortised cost. 
Initial measurement
As the advance is concessional, it is initially measured at fair value through the discounted cash flow analysis using the prevailing market interest rate that entity B could have obtained from the market place. Agency A estimates that this rate is 6.5%.
Entity A calculates the following discounted cash flow analysis:
	Year
	Principal payment
	Interest payment
	Total cash flows
	Present value 

	
	A
	B 
Interest free
	A + B
	(discounted cash flow 6.5% using market rate)

	 
	$
	$
	$
	$

	1
	   100,000 
	                         -   
	100,000
	93,897 

	2
	    100,000 
	                         -   
	100,000
	88,166 

	3
	    100,000 
	                         -   
	100,000
	82,785 

	4
	    100,000 
	                         -   
	100,000
	77,732 

	5
	    100,000 
	                         -   
	100,000
	72,988 

	 Total
	 500,000
	                          -
	500,000 
	415,568


The concessional advance is initially measured at $416,068 which is the sum of the fair value of the concessional advance calculated using discounted cash flow method ($415,568) and transaction costs ($500). 
The discount component is calculated at $84 432 which is the difference between the principal ($500,000) and the fair value of the concessional advance ($415,568). The fair value of the advance is measured based on a valuation technique that uses data that is not from observable market (level 3), the discount component of the advance is recognised as expense in the profit or loss (method 2).
At 1 July 2019, agency A records the following journal entries:
	Journal to record issuance of the advance (cash component) - initial recognition:

	DR
	Advances paid (817110 or 834110)
	$500,500
	
	principal + transaction cost

	CR
	Cash at bank (811100)
	
	$500,500
	



	Journal to recognise concessional discount portion of the advance (non-cash component) and recognise discount portion in profit or loss - initial recognition:

	DR
	Advances – deferred loss (817170 or 834170)
	$84,432
	
	principal – fair value of advance

	CR
	Advances – increment/decrement (817160 or 834160)
	
	$84,432
	



Subsequent measurement
The advance is subsequently measured at amortised cost using the effective interest method. Agency A determines that the effective interest rate (EIR) of the advance is 6.46% and calculates the following amortisation schedule.
	Year
	Opening amortised cost
	Interest income 
	Principal payment
	Interest payment
	Amortisation of discount
	Closing amortised cost

	
	A
	B = A * EIR (6.46%)
	C
	D
	E = B - D
	A + B - C - D

	 
	$
	$
	$
	$
	$
	$

	1
	 416,068 
	26,878 
	100,000 
	              - 
	 26,878 
	342,946 

	2
	342,946 
	22,154 
	100,000 
	              - 
	  22,154 
	265,100 

	3
	  265,100 
	 17,125 
	100,000 
	              - 
	  17,125 
	182,225 

	4
	 182,225
	 11,772 
	100,000 
	              - 
	   11,772 
	   93,997 

	5
	    93,997 
	  6,003 
	100,000 
	              - 
	     6,003 
	             0 


At 30 June 2020, no impairment is expected and agency A records the following journal entries:
	Journal to recognise principal repayments:

	DR
	Cash at bank (811100)
	$100,000
	
	C

	CR
	Advance repaid (817120 or 834120)
	
	$100,000
	



	Journal to unwind/amortise the concessional discount portion of the advance:

	DR
	Advances – increment/decrement (817160 or 834160)
	$26,878
	
	E

	CR
	Amortisation of concessional discount (147100)
	
	$26,878
	



	Journal to amortise deferred loss recognised on the advance:

	DR
	Concessional discount expense (413400)
	$26,878
	
	E

	CR
	[bookmark: _GoBack]Advances – deferred loss (817170 or 834170)
	
	$26,878
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