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What are the basics with regards to 
financial instruments?

A financial instrument is defined as any contract that gives rise to:
• A financial asset of one entity and
• A financial liability or equity instrument of another entity
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Financial asset

• Cash
• A contractual right to:

o Receive cash or another financial asset
o Exchange other financial instruments 

under potentially favorable conditions
• Equity instruments of another entity
• A contract that will/ may be settled in entity’s 

own equity instruments and is:
o A non-derivative for which entity is/may be 

obliged to receive a variable number of its 
own equity instruments; or

o A derivative that will/may be settled other 
than by exchange of a fixed amount of 
cash or another financial asset for the 
fixed number of the entity’s own equity 
instruments
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Financial liability
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• A contractual obligation:
o To delivery cash or another financial asset to another entity; or
o To exchange financial instruments with another entity under potentially unfavorable 

conditions; or
• A contract that will/ may be settled in entity’s own equity instruments and is:

o A non-derivative for which entity is/may be obliged to receive a variable number of its 
own equity instruments; or

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

Equity 
instrument

Any contract that evidences as a residual interest in the 
assets of an entity after deducting all of its liabilities
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A simple way of understanding what gives rise to a financial instrument is to consider that 
when a company needs to raise finance, a third party has to provide that finance

Financial asset could include

Cash

Contractual rights to cash or 
shares

Deposits in other companies

Investments in bonds

Loans to other companies; and

Receivables

Financial liability could include

Bank loans and overdrafts

Leasing

Sundry loans; and

Trade payables



CONTACT US

This newsletter is only intended for information about the new laws enacted, not for advice or applying to specific cases. Although 
we endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate as of the
date it is received or that it will continue to be accurate in the future. RSM Vietnam as well as members in RSM network shall not 
be responsible for any loss whatsoever sustained by any person who relies on this communication. Please refer to your advisors 
for specific advice.

RSM Vietnam is a member of the RSM network and trades as RSM. RSM is the trading name used by the members of the RSM 
network. Each member of the RSM network is an independent accounting and consulting firm, each of which practices in its own 
right. The RSM network is not itself a separate legal entity of any description in any jurisdiction. The RSM network is administered 
by RSM International Limited, a company registered in England and Wales (company number 4040598) whose registered office is 
at 50 Cannon Street, London EC4N 6JJ. The brand and trademark RSM and other intellectual property rights used by members of 
the network are owned by RSM International Association, an association governed by article 60 et seq of the Civil Code of 
Switzerland whose seat is in Zug.

© RSM International Association, 2021. All rights reserved.
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