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QUESTION 27 
TOTAL POINT VALUE: 2.25 LEARNING OBJECTIVE: D1 
SAMPLE ANSWERS 
Part a: 0.75 point 
Sample Answer 1 

 
Held‐to‐Maturity are measured on an amortized cost in the financial statement 
Available for sale are measured on a fair value 
Held‐for‐trading are measured on a fair value 

 
Sample Answer 2 

 
i = measured at Book Value 
ii = measured at Fair value 
Iii = measured at fair value 

 
Book Value and Amortized Cost were both accepted for i. Fair Value and Market Value were both 
accepted for ii and iii. Additional detail on the initial measurement basis of the asset was not 
required. 
Part b: 1 point 
Advantage awarded full marks: 

• Asset value / net income not affected by changes in fair value, reducing volatility and 
adding stability. 

 
Disadvantages awarded full marks: 

• If more than an insignificant amount of the assets are sold, the category is tainted and all 
held‐to‐maturity assets must be reclassified as available‐for‐sale for 2 years 

• Reduced flexibility in managing the portfolio for rebalancing or strategic benefit 
• Creates significant reporting challenges if asset sale/redeployment becomes attractive 
• Does not allow for an effective hedge of the liability portfolio, creating swings in net 

income when there are changes to the interest rate 
Part c: 0.5 point 
Sample Answer 1 

 
Market rate down ‐> IRR down 
Bond value up so OCI up 
PV of Liab up so Net Income down 

 
Sample Answer 2 

 
Market rate down ‐> Asset Value up ‐> Policy Liability up 

 
So the increase in asset will be in other comprehensive income while the change in policy liability 
in net income. So OCI up and net income down the overall impact to equity is uncertain due to the 
offset in OCI and net income. 
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EXAMINER’S REPORT 
Candidates were expected to recall the basis of measuring the bond categories and to 
demonstrate knowledge of the implications of these measurement bases including effects on the 
balance sheet accounts. 

 
Overall, candidates did very well on this question. Nearly all candidates correctly identified all 
three measurement bases on part a, with a good performance on parts b and c. 
Part a 
Candidates were expected to be able to recall the various measurement bases for the three bond 
categories. Candidates performed extremely well on this question. A common error was to 
provide Original Cost or Historical Cost where Amortized Cost was the appropriate response. 
Part b 
Candidates were expected to clearly describe any advantage and disadvantage for the Held‐to‐ 
maturity category. Performance was good on this part. One common error was to simply say that 
a disadvantage was that the bond would not gain from interest rate decreases or an advantage as 
the bond would not have losses from interest rate increases. This response simply does not 
display enough insight into the implications of the category. 

Part c 
Candidates were expected to detail the effects on the assets, liabilities and equity components of 
the balance sheet as a result of the market rate decrease. Performance was good on this part. 
Common errors involved omitting some of the impacts (for example, describing asset and liability 
impacts without mentioning equity at all), or misreading the question and responding as if it was 
an interest rate increase. Both of these situations were awarded partial credit. 


