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New Zealand Equivalent to International Accountir®tandard 32 Financial
Instruments: PresentatioNZ IAS 32) is set out in paragraphslD0 and the
Appendix. NZIAS 32 is based on International Aacting Standard 3Financial
Instruments: Presentation (IAS 32) (2003) initially issued by the Internated
Accounting Standards Committee (IASC) and subsetyumvised by the International
Accounting Standards Board (IASB). All the parggrs have equal authority but
retain the IASC format of the Standard when it wedepted by the IASB. NZ IAS 32
should be read in the context of its objective t|IASB’s Basis for Conclusions on
IAS 32, the New ZealandPreface and the New Zealand Equivalent to the IASB
Framework for the Preparation and Presentation ofindacial Statements
(NZ Framewor. NZ IAS 8 Accounting Policies, Changes in Accounting Estimate
and Errors provides a basis for selecting and applying acdognpolicies in the
absence of explicit guidance.

Any additional material is shown with grey shadinbhe paragraphs are denoted with
“NZ” and identify the types of entities to whichetiparagraphs apply.

This Standard uses the terminology adopted in tat@nal Financial Reporting
Standards (IFRSs) to describe the financial statésnend other elements. NZ IAS 1
Presentation of Financial Statemer(ss revised in 2007) paragraph 5 explains that
entities other than profit-oriented entities segkin apply the Standard may need to
amend the descriptions used for particular linm&eén the financial statements and for
the financial statements themselves. For exampl&it/loss may be referred to as
surplus/deficit and capital or share capital maydferred to as equity.
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Introduction to NZ IAS 32

The Standard contains requirements for the preemtaf financial instruments. In
November 2005, NZ IAS 32 was amended by relocasifigdisclosures relating to
financial instruments to NZ IFRS 7Financial Instruments: Disclosures. In
February 2008, NZIAS 32 was amended by requirimgnes puttable financial
instruments and some financial instruments thatosepon the entity an obligation to
deliver to another party a pro rata share of the awmsets of the entity only on
liquidation to be classified as equity (See revigadendments to NZ IAS 32 and
NZ IAS 1—Puttable Financial Instruments and Obligations Axis on Liquidation
(February 2008)).

In adopting IAS 32 for application as NZ IAS 32 obanges have been made to the
requirements of IAS 32.

Entities that comply with NZ IAS 32 will simultanesly be in compliance with
IAS 32.

Differential Reporting

Qualifying entities must comply with all the proias in NZ IAS 32.

12 © IFRS Foundation
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New Zealand Equivalent to International
Accounting Standard 32

Financial Instruments: Presentation
(NZ IAS 32)

Objective

1
2

Scope

[Deleted by IASB]

The objective of this Standard is to establisingiples for presenting
financial instruments as liabilities or equity afiod offsetting financial assets
and financial liabilities. It applies to the cldgsation of financial
instruments, from the perspective of the issueo, fimancial assets, financial
liabilities and equity instruments; the classifioat of related interest,
dividends, losses and gains; and the circumstaincesich financial assets
and financial liabilities should be offset.

The principles in this Standard complement thiecples for recognising and
measuring financial assets and financial liabsitia NZ IAS 39 Financial
Instruments: Recognition and Measuremertd for disclosing information
about them in NZ IFRS Financial Instruments: Disclosures

4

This Standard shall be applied by all entities taall types of financial
instruments except:

(@) those interests in subsidiaries, associates joint ventures that are
accounted for in accordance withNZ IAS 27 Consolidated and
Separate Financial Statements, NZIAS 28 Investments in
Associates or NZ IAS 31 Interests in Joint Ventures. However, in
some cases, NZ IAS 27, NZ IAS 28 or NZ IAS 31 pertsian entity
to account for an interest in a subsidiary, associa or joint
venture using NZ IAS 39 in those cases, entities shall apply the
requirements of this Standard. Entities shall alsoapply this
Standard to all derivatives linked to interests in subsidiaries,
associates or joint ventures.

(b) employers’ rights and obligations under employe benefit plans, to
which NZ IAS 19 Employee Benefits applies.

(c) [deleted by IASB]
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57
8

14

(d)

(e)

(f)

insurance contracts as defined in NZ IFRS 4nsurance Contracts.
However, this Standard applies to derivatives thatire embedded
in insurance contracts if NZ IAS 39 requires the etity to account
for them separately. Moreover, an issuer shall afp this
Standard to financial guarantee contracts if the isuer applies
NZ IAS 39 in recognising and measuring the contrast but shall
apply NZIFRS 4 if the issuer elects, in accordancewith
paragraph 4(d) of NZ IFRS 4, to apply NZ IFRS 4 inrecognising
and measuring them.

financial instruments that are within the scopeof NZ IFRS 4
because they contain a discretionary participatiorfeature. The
issuer of these instruments is exempt from applyingo these
features paragraphs 15-32 and AG25-AG35 of this Stalard
regarding the distinction between financial liabilties and equity
instruments. However, these instruments are subjé¢o all other
requirements of this Standard. Furthermore, this $andard
applies to derivatives that are embedded in thesastruments (see
NZ IAS 39).

financial instruments, contracts and obligatiors under share-
based payment transactions to which NZ IFRS 2Share-based
Payment applies, except for

0] contracts within the scope of paragraphs 8-10 fothis
Standard, to which this Standard applies,

(i)  paragraphs 33 and 34 of this Standard, which twll be
applied to treasury shares purchased, sold, issuedr
cancelled in connection with employee share optioplans,
employee share purchase plans, and all other shabmsed
payment arrangements.

[Deleted by IASB]
This Standard shall be applied to those contract® buy or sell a non-

financial item that can be settled net in cash or r@other financial

instrument, or by exchanging financial instruments,as if the contracts

were financial instruments, with the exception of ontracts that were

entered into and continue to be held for the purpaes of the receipt or
delivery of a non-financial item in accordance withthe entity’s expected
purchase, sale or usage requirements.

There are various ways in which a contract to ewugell a non-financial item
can be settled net in cash or another financiatunmsent or by exchanging

(@)

financial instruments. These include:

when the terms of the contract permit eithetypto settle it net in
cash or another financial instrument or by exchaggfinancial
instruments;

© IFRS Foundation
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(b)  when the ability to settle net in cash or arofinancial instrument, or
by exchanging financial instruments, is not explicithe terms of the
contract, but the entity has a practice of settiimgilar contracts net in
cash or another financial instrument, or by exchandfinancial
instruments (whether with the counterparty, by entginto offsetting
contracts or by selling the contract before itsreise or lapse);

(c)  when, for similar contracts, the entity hasractice of taking delivery
of the underlying and selling it within a short joer after delivery for
the purpose of generating a profit from short-téiiratuations in price
or dealer’'s margin; and

(d)  when the non-financial item that is the subje€tthe contract is
readily convertible to cash.

A contract to which (b) or (c) applies is not eetkinto for the purpose of the
receipt or delivery of the non-financial item incacdance with the entity’s

expected purchase, sale or usage requirementsaecardingly, is within the

scope of this Standard. Other contracts to whialagraph 8 applies are
evaluated to determine whether they were entered @and continue to be
held for the purpose of the receipt or deliveryttod non-financial item in

accordance with the entity’s expected purchase, @alusage requirements,
and accordingly, whether they are within the scofphis Standard.

A written option to buy or sell a non-financiem that can be settled net in
cash or another financial instrument, or by exci@ndnancial instruments,

in accordance with paragraph 9(a) or (d) is witthi& scope of this Standard.
Such a contract cannot be entered into for the gaarpof the receipt or

delivery of the non-financial item in accordancahaihe entity’'s expected

purchase, sale or usage requirements.

Definitions (see also paragraphs AG3-AG23)

11

The following terms are used in this Standard wih the meanings
specified:

A financial instrument is any contract that gives rise to a financial asse
of one entity and a financial liability or equity instrument of another

entity.

A financial asset is any asset that is:

(@) cash;

(b)  an equity instrument of another entity;

(c)  acontractual right:

@ to receive cash or another financial asset fromanother
entity; or

15 © Copyright
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16

(d)

(i) to exchange financial assets or financial lialbties with
another entity under conditions that are potentialy
favourable to the entity; or

a contract that will or may be settled in the atity’'s own equity
instruments and is:

0] a non-derivative for which the entity is or maybe obliged to
receive a variable number of the entity’'s own equit
instruments; or

(i)  a derivative that will or may be settled otherthan by the
exchange of a fixed amount of cash or another finaml
asset for a fixed number of the entity’s own equity
instruments. For this purpose the entity’s own eqiy
instruments do not include puttable financial instuments
classified as equity instruments in accordance with
paragraphs 16A and 16B, instruments that impose otthe
entity an obligation to deliver to another party apro rata
share of the net assets of the entity only on ligdation and
are classified as equity instruments in accordancavith
paragraphs 16C and 16D, or instruments that are canacts
for the future receipt or delivery of the entity’s own equity
instruments.

A financial liability is any liability that is:

(@)

(b)

a contractual obligation:

0] to deliver cash or another financial asset to rother entity;
or

(i) to exchange financial assets or financial liabities with
another entity under conditions that are potentialy
unfavourable to the entity; or

a contract that will or may be settled in the atity’'s own equity
instruments and is:

@) a non-derivative for which the entity is or maybe obliged to
deliver a variable number of the entity’s own equiy
instruments; or

(i)  a derivative that will or may be settled otherthan by the
exchange of a fixed amount of cash or another finamal asset
for a fixed number of the entity’s own equity instuments.
For this purpose, rights, options or warrants to aquire a
fixed number of the entity’s own equity instrumentsfor a
fixed amount of any currency are equity instrumentsif the
entity offers the rights, options or warrants pro rata to all of
its existing owners of the same class of its own malerivative
equity instruments. Also, for these purposes thenéity’s own

© IFRS Foundation
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equity instruments do not include puttable financid
instruments that are classified as equity instrumets in
accordance with paragraphs 16A and 16B, instrumentthat
impose on the entity an obligation to deliver to aother party
a pro rata share of the net assets of the entity fnon
liquidation and are classified as equity instrumeng in
accordance with paragraphs 16C and 16D, or instrunm@s
that are themselves contracts for the future receip or
delivery of the entity’s own equity instruments

As an exception, an instrument that meets the defition of a financial

liability is classified as an equity instrument ifit has all the features and
meets the conditions in paragraphs 16A and 16B orgsagraphs 16C and
16D.

An equity instrument is any contract that evidences a residual interesh
the assets of an entity after deducting all of itBabilities.

Fair value is the amount for which an asset could be exchangedr a
liability settled, between knowledgeable, willing prties in an arm’s
length transaction.

A puttable instrument is a financial instrument that gives the holder tle
right to put the instrument back to the issuer for cash or another
financial asset or is automatically put back to theissuer on the
occurrence of an uncertain future event or the dedt or retirement of the
instrument holder.

The following terms are defined in paragraph 814 IAS 39 and are used in
this Standard with the meaning specified in NZ 2%

» amortised cost of a financial asset or finanidility
» available-for-sale financial assets

e derecognition

e derivative

» effective interest method

« financial asset or financial liability at fair & through profit or loss
« financial guarantee contract

e firm commitment

» forecast transaction

* hedge effectiveness

* hedged item

* hedging instrument

* held-to-maturity investments

* loans and receivables

e regular way purchase or sale

e transaction costs.
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13

14

In this Standard, ‘contract’ and ‘contractualfer to an agreement between
two or more parties that has clear economic coreezps that the parties
have little, if any, discretion to avoid, usuallyedause the agreement is
enforceable by law. Contracts, and thus finanitisfruments, may take a
variety of forms and need not be in writing.

In this Standard, ‘entity’ includes individualpartnerships, incorporated
bodies, trusts and government agencies.

Presentation

15

16

18

Liabilities and equity (see also
paragraphs AG13-AG14J and AG25-AG29A)

The issuer of a financial instrument shall clasy the instrument, or its
component parts, on initial recognition as a finanial liability, a financial
asset or an equity instrument in accordance with tb substance of the
contractual arrangement and the definitions of a fiancial liability, a
financial asset and an equity instrument.

When an issuer applies the definitions in panalgrl1 to determine whether a
financial instrument is an equity instrument ratigan a financial liability,
the instrument is an equity instrument if, and aflypoth conditions (a) and
(b) below are met.

(&) The instrument includes no contractual oblayati
0] to deliver cash or another financial assetrtother entity; or

(i)  to exchange financial assets or financial iliibs with another
entity under conditions that are potentially unfarable to the
issuer.

(b)  If the instrument will or may be settled in tissuer's own equity
instruments, it is:

0] a non-derivative that includes no contractualigation for the
issuer to deliver a variable number of its own g&qui
instruments; or

(i)  a derivative that will be settled only by tiesuer exchanging a
fixed amount of cash or another financial asset dofixed
number of its own equity instruments. For thisgose, rights,
options or warrants to acquire a fixed number efahtity’s own
equity instruments for a fixed amount of any cucseare equity
instruments if the entity offers the rights, opsSam warrants pro
rata to all of its existing owners of the same slafsits own non-
derivative equity instruments. Also, for these pgmses the

© IFRS Foundation
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issuer’'s own equity instruments do not includerunsents that
have all the features and meet the conditions ietrin
paragraphs 16A and 16B or paragraphs 16C and 18D, o
instruments that are contracts for the future poei delivery

of the issuer’s own equity instruments.

A contractual obligation, including one arising rffoa derivative financial
instrument, that will or may result in the futureceipt or delivery of the
issuer’'s own equity instruments, but does not neeetditions (a) and (b)
above, is not an equity instrument. As an excep#m instrument that meets
the definition of a financial liability is class#fil as an equity instrument if it
has all the features and meets the conditions liagoaphs 16A and 16B or
paragraphs 16C and 16D.

Puttable instruments

16A A puttable financial instrument includes a cantual obligation for the issuer
to repurchase or redeem that instrument for castmother financial asset on
exercise of the put. As an exception to the definibf a financial liability,
an instrument that includes such an obligation l&sdgified as an equity
instrument if it has all the following features:

(a) It entitles the holder to a pro rata sharéheféntity’s net assets in the
event of the entity’s liquidation. The entity’s ratsets are those assets
that remain after deducting all other claims oragsets. A pro rata
share is determined by:

0] dividing the entity’s net assets on liquidatiomo units of equal
amount; and

(i)  multiplying that amount by the number of theits held by the
financial instrument holder.

(b)  The instrument is in the class of instrumehtd ts subordinate to all
other classes of instruments. To be in such a ttesmstrument:

0] has no priority over other claims to the assétthe entity on
liquidation, and

(i)  does not need to be converted into anothdrunsent before it
is in the class of instruments that is subordinai&l other
classes of instruments.

(c) Al financial instruments in the class of ingtments that is subordinate
to all other classes of instruments have idenfeaures. For example,
they must all be puttable, and the formula or otmethod used to
calculate the repurchase or redemption price is ghme for all
instruments in that class.

(d)  Apart from the contractual obligation for thesuer to repurchase or
redeem the instrument for cash or another financisset, the
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16B

16C

20

instrument does not include any contractual ohiligato deliver cash

or another financial asset to another entity, oexohange financial

assets or financial liabilities with another entitgyder conditions that
are potentially unfavourable to the entity, angihot a contract that
will or may be settled in the entity’s own equitsiruments as set out
in subparagraph (b) of the definition of a finahdigbility.

(e)  The total expected cash flows attributableh® instrument over the
life of the instrument are based substantially foa profit or loss, the
change in the recognised net assets or the chantte ifair value of
the recognised and unrecognised net assets ohtite @ver the life of
the instrument (excluding any effects of the instent).

For an instrument to be classified as an eqogirument, in addition to the
instrument having all the above features, the issuast have no other
financial instrument or contract that has:

(a) total cash flows based substantially on théitpoo loss, the change in
the recognised net assets or the change in thevédire of the
recognised and unrecognised net assets of they datitluding any
effects of such instrument or contract) and

(b)  the effect of substantially restricting or figi the residual return to the
puttable instrument holders.

For the purposes of applying this condition, thgtgishall not consider non-

financial contracts with a holder of an instrumdascribed in paragraph 16A
that have contractual terms and conditions thatsandar to the contractual

terms and conditions of an equivalent contract thaght occur between a

non-instrument holder and the issuing entity. ¥ #ntity cannot determine
that this condition is met, it shall not classifietputtable instrument as an
equity instrument.

Instruments, or components of instruments, that imp 0se on
the entity an obligation to deliver to another part y a pro rata
share of the net assets of the entity only on liqui dation

Some financial instruments include a contrdobidigation for the issuing
entity to deliver to another entity a pro rata shaf its net assets only on
liquidation. The obligation arises because ligu@atither is certain to occur
and outside the control of the entity (for exampldimited life entity) or is
uncertain to occur but is at the option of the rimstent holder. As an
exception to the definition of a financial liabjljtan instrument that includes
such an obligation is classified as an equity umegnt if it has all the
following features:

(a) It entitles the holder to a pro rata shareheféntity’s net assets in the
event of the entity’s liquidation. The entity’s retsets are those assets
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that remain after deducting all other claims onaissets. A pro rata
share is determined by:

0] dividing the net assets of the entity on licatidn into units of
equal amount; and

(i)  multiplying that amount by the number of theits held by the
financial instrument holder.

(b)  The instrument is in the class of instrumeht ts subordinate to all
other classes of instruments. To be in such a th@ssstrument:

0] has no priority over other claims to the assétthe entity on
liquidation, and

(i)  does not need to be converted into anothdrunsent before it
is in the class of instruments that is subordinai&l other
classes of instruments.

(c) Al financial instruments in the class of ingtments that is subordinate
to all other classes of instruments must have antical contractual
obligation for the issuing entity to deliver a prata share of its net
assets on liquidation.

For an instrument to be classified as an edqogirument, in addition to the
instrument having all the above features, the issuast have no other
financial instrument or contract that has:

(a) total cash flows based substantially on théitpoo loss, the change in
the recognised net assets or the change in thevédire of the
recognised and unrecognised net assets of the datitluding any
effects of such instrument or contract) and

(b)  the effect of substantially restricting or figi the residual return to the
instrument holders.

For the purposes of applying this condition, thgtgishall not consider non-
financial contracts with a holder of an instrumdescribed in paragraph 16C
that have contractual terms and conditions thatsandar to the contractual
terms and conditions of an equivalent contract thaght occur between a
non-instrument holder and the issuing entity. ¥ #ntity cannot determine
that this condition is met, it shall not classifyetinstrument as an equity
instrument.

Reclassification of puttable instruments and instru ments

that impose on the entity an obligation to deliver to another
party a pro rata share of the net assets of the ent ity only on
liquidation

An entity shall classify a financial instrumesd an equity instrument in
accordance with paragraphs 16A and 16B or paragraplt and 16D from
the date when the instrument has all the featurdsigeets the conditions set
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out in those paragraphs. An entity shall reclassifiynancial instrument from
the date when the instrument ceases to have afetitares or meet all the
conditions set out in those paragraphs. For exanifpén entity redeems all
its issued non-puttable instruments and any pw@tatdtruments that remain
outstanding have all the features and meet all twnditions in
paragraphs 16A and 16B, the entity shall reclagsiéyputtable instruments
as equity instruments from the date when it rededhes non-puttable
instruments.

An entity shall account as follows for the esslification of an instrument in
accordance with paragraph 16E:

(a) It shall reclassify an equity instrument asnarcial liability from the
date when the instrument ceases to have all therésor meet the
conditions in paragraphs 16A and 16B or paragrd@® and 16D.
The financial liability shall be measured at thetinment’s fair value
at the date of reclassification. The entity shatlognise in equity any
difference between the carrying value of the equisgrument and the
fair value of the financial liability at the datéreclassification.

(b) It shall reclassify a financial liability as @ity from the date when the
instrument has all the features and meets the tonsliset out in
paragraphs 16A and 16B or paragraphs 16C and 16Deduity
instrument shall be measured at the carrying valuéhe financial
liability at the date of reclassification.

No contractual obligation to deliver cash or anothe r
financial asset (paragraph 16(a))

With the exception of the circumstances desdrilmeparagraphs 16A and
16B or paragraphs 16C and 16D, a critical featuredifferentiating a
financial liability from an equity instrument isdhexistence of a contractual
obligation of one party to the financial instruméthie issuer) either to deliver
cash or another financial asset to the other pg#ng/holder) or to exchange
financial assets or financial liabilities with thelder under conditions that
are potentially unfavourable to the issuer. Althlouhe holder of an equity
instrument may be entitled to receive a pro rataestof any dividends or
other distributions of equity, the issuer doeshmte a contractual obligation
to make such distributions because it cannot beimed) to deliver cash or
another financial asset to another party.
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The substance of a financial instrument, ratthen its legal form, governs its
classification in the entity’s statement of finaalgposition. Substance and
legal form are commonly consistent, but not alwaySome financial
instruments take the legal form of equity but aabilities in substance and
others may combine features associated with edqustyjuments and features
associated with financial liabilities. For example

(@)

(b)

a preference share that provides for mandatedgmption by the
issuer for a fixed or determinable amount at adixe determinable
future date, or gives the holder the right to regtine issuer to redeem
the instrument at or after a particular date fdixad or determinable
amount, is a financial liability.

a financial instrument that gives the holder tight to put it back to
the issuer for cash or another financial assep#able instrument’)
is a financial liability, except for those instruntg classified as equity
instruments in accordance with paragraphs 16A a8 lor
paragraphs 16C and 16D. The financial instrumsng ifinancial
liability even when the amount of cash or othemficial assets is
determined on the basis of an index or other iteah has the potential
to increase or decrease. The existence of anrofiiothe holder to
put the instrument back to the issuer for casmotleer financial asset
means that the puttable instrument meets the tiefinof a financial
liability, except for those instruments classifiasl equity instruments
in accordance with paragraphs 16A and 16B or papiy 16C and
16D. For example, open-ended mutual funds, ungts; partnerships
and some co-operative entities may provide theiithotders or
members with a right to redeem their interestheissuer at any time
for cash, which results in the unitholders’ or mensb interests being
classified as financial liabilities, except for #eoinstruments classified
as equity instruments in accordance with paragrdgi#sand 16B or
paragraphs 16C and 16D. However, classificationaafinancial
liability does not preclude the use of descripgueh as ‘net asset value
attributable to unitholders’ and ‘change in neeasslue attributable to
unitholders’ in the financial statements of an tgntihat has no
contributed equity (such as some mutual funds amtl tousts, see
lllustrative Example 7) or the use of additionadlibsure to show that
total members’ interests comprise items such arves that meet the
definition of equity and puttable instruments tatnot (see lllustrative
Example 8).
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If an entity does not have an unconditional trighavoid delivering cash or
another financial asset to settle a contractuafatn, the obligation meets
the definition of a financial liability, except fohose instruments classified as
equity instruments in accordance with paragraph#®\ l6d 16B or
paragraphs 16C and 16D. For example:

(a) arestriction on the ability of an entity totisty a contractual
obligation, such as lack of access to foreign auayeor the need to
obtain approval for payment from a regulatory atitip does not
negate the entity’'s contractual obligation or tledbr’'s contractual
right under the instrument.

(b) a contractual obligation that is conditional a@n counterparty
exercising its right to redeem is a financial llapibecause the entity
does not have the unconditional right to avoid wilhg cash or
another financial asset.

A financial instrument that does not explicitgstablish a contractual
obligation to deliver cash or another financial edssnay establish an
obligation indirectly through its terms and conalits. For example:

(@ afinancial instrument may contain a non-finahabligation that must
be settled if, and only if, the entity fails to neaHistributions or to
redeem the instrument. If the entity can avoidamdfer of cash or
another financial asset only by settling the nawdficial obligation,
the financial instrument is a financial liability.

(b) a financial instrument is a financial liability it provides that on
settlement the entity will deliver either:

0] cash or another financial asset; or

(i) its own shares whose value is determined toceer
substantially the value of the cash or other fimaresset.

Although the entity does not have an explicit caatnal obligation to
deliver cash or another financial asset, the vabfiethe share
settlement alternative is such that the entity geitle in cash. In any
event, the holder has in substance been guaramtsaipt of an
amount that is at least equal to the cash settleroption (see
paragraph 21).

Settlement in the entity’s own equity instruments
(paragraph 16(b))

A contract is not an equity instrument solelygdese it may result in the
receipt or delivery of the entity’s own equity inghents. An entity may
have a contractual right or obligation to receivedeliver a number of its
own shares or other equity instruments that vastethat the fair value of the
entity’s own equity instruments to be received elivitred equals the amount
of the contractual right or obligation. Such atcactual right or obligation
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may be for a fixed amount or an amount that flugtsian part or in full in
response to changes in a variable other than thiketprice of the entity’s
own equity instruments (eg an interest rate, a codity price or a financial
instrument price). Two examples are (a) a contiackeliver as many of the
entity’s own equity instruments as are equal inugato CU100, and
(b) a contract to deliver as many of the entitwecequity instruments as are
equal in value to the value of 100 ounces of goluch a contract is a
financial liability of the entity even though thatiy must or can settle it by
delivering its own equity instruments. It is naot equity instrument because
the entity uses a variable number of its own eqisfruments as a means to
settle the contract. Accordingly, the contract sloet evidence a residual
interest in the entity’s assets after deducting#its liabilities.

Except as stated in paragraph 22A, a contratiwhl be settled by the entity
(receiving or) delivering a fixed number of its owguity instruments in
exchange for a fixed amount of cash or anothemfiiz asset is an equity
instrument. For example, an issued share optiandives the counterparty a
right to buy a fixed number of the entity’s shafes a fixed price or for a
fixed stated principal amount of a bond is an gginstrument. Changes in
the fair value of a contract arising from variasan market interest rates that
do not affect the amount of cash or other financistets to be paid or
received, or the number of equity instruments tordeeived or delivered,
on settlement of the contract do not preclude tbetract from being an
equity instrument. Any consideration received fsas the premium received
for a written option or warrant on the entity’s ogtmares) is added directly to
equity. Any consideration paid (such as the prempaid for a purchased
option) is deducted directly from equity. Changeshe fair value of an
equity instrument are not recognised in the finainsiatements.

If the entity’s own equity instruments to becewved, or delivered, by the
entity upon settlement of a contract are puttaipi@nicial instruments with all
the features and meeting the conditions describegaragraphs 16A and
16B, or instruments that impose on the entity atigation to deliver to
another party a pro rata share of the net assete @htity only on liquidation
with all the features and meeting the conditionscdbed in paragraphs 16C
and 16D, the contract is a financial asset or anfimal liability. This includes
a contract that will be settled by the entity reo® or delivering a fixed
number of such instruments in exchange for a fia@tount of cash or
another financial asset.

With the exception of the circumstances desdrilve paragraphs 16A and
16B or paragraphs 16C and 16D, a contract thabgtnan obligation for an
entity to purchase its own equity instruments fagtcor another financial asset
gives rise to a financial liability for the presesiue of the redemption amount

" In this Standard, monetary amounts are denominatedrrency units’ (CU).
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(for example, for the present value of the forwaegurchase price, option
exercise price or other redemption amount). Thighe case even if the
contract itself is an equity instrument. One exinip an entity’s obligation

under a forward contract to purchase its own equnsgruments for cash.
When the financial liability is recognised initiglunder NZ IAS 39, its fair

value (the present value of the redemption amoisitjeclassified from

equity. Subsequently, the financial liability isasured in accordance with
NZ IAS 39. If the contract expires without deliyethe carrying amount of
the financial liability is reclassified to equity.An entity’s contractual

obligation to purchase its own equity instrumenitgeg rise to a financial

liability for the present value of the redemptianaunt even if the obligation

to purchase is conditional on the counterparty @ging a right to redeem
(eg a written put option that gives the countenp#ré right to sell an entity’s

own equity instruments to the entity for a fixedcpy.

A contract that will be settled by the entitylidering or receiving a fixed
number of its own equity instruments in exchangeawariable amount of
cash or another financial asset is a financialta@séinancial liability. An
example is a contract for the entity to deliver 160 its own equity
instruments in return for an amount of cash catedldo equal the value of
100 ounces of gold.

Contingent settlement provisions

A financial instrument may require the entity deliver cash or another
financial asset, or otherwise to settle it in swachvay that it would be a
financial liability, inthe event of the occurrena@ non-occurrence of
uncertain future events (or on the outcome of uagerircumstances) that
are beyond the control of both the issuer and tilden of the instrument,
such as a change in a stock market index, conspriter index, interest rate
or taxation requirements, or the issuer’s futureneies, net income or debt-
to-equity ratio. The issuer of such an instrumeioies not have the
unconditional right to avoid delivering cash or #res financial asset
(or otherwise to settle it in such a way that itudbbe a financial liability).
Therefore, it is a financial liability of the issuenless:

(&) the part of the contingent settlement provistbat could require
settlement in cash or another financial asset {berwise in such a
way that it would be a financial liability) is ngenuine;

(b)  the issuer can be required to settle the ofitigan cash or another
financial asset (or otherwise to settle it in sachay that it would be a
financial liability) only in the event of liquidath of the issuer; or

(c) the instrument has all the features and mek¢s donditions in
paragraphs 16A and 16B.
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Settlement options

When a derivative financial instrument gives oneparty a choice over
how it is settled (eg the issuer or the holder cachoose settlement net in
cash or by exchanging shares for cash), it is a fincial asset or a
financial liability unless all of the settlement aernatives would result in

it being an equity instrument.

An example of a derivative financial instrumeiith a settlement option that
is a financial liability is a share option that tissuer can decide to settle net
in cash or by exchanging its own shares for caSimilarly, some contracts
to buy or sell a non-financial item in exchange floe entity’s own equity
instruments are within the scope of this Standachbse they can be settled
either by delivery of the non-financial item or metcash or another financial
instrument (see paragraphsl18). Such contracts are financial assets or
financial liabilities and not equity instruments.

Compound financial instruments
(see also paragraphs AG30-AG35 and lllustrative
Examples 9-12)

The issuer of a non-derivative financial instrurent shall evaluate the terms
of the financial instrument to determine whether itcontains both a liability
and an equity component. Such components shall lokassified separately
as financial liabilities, financial assets or equit instruments in accordance
with paragraph 15.

An entity recognises separately the compondnasfimancial instrument that
(a) creates a financial liability of the entity aff) grants an option to the
holder of the instrument to convert it into an eégunstrument of the entity.
For example, a bond or similar instrument convéstiny the holder into a
fixed number of ordinary shares of the entity iscampound financial
instrument. From the perspective of the entitghsan instrument comprises
two components: a financial liability (a contradt@rangement to deliver
cash or another financial asset) and an equityum&nt (a call option
granting the holder the right, for a specified pdrof time, to convert it into a
fixed number of ordinary shares of the entity). e®tonomic effect of
issuing such an instrument is substantially theesamissuing simultaneously
a debt instrument with an early settlement provisiad warrants to purchase
ordinary shares, or issuing a debt instrument dé@tachable share purchase
warrants. Accordingly, in all cases, the entitggants the liability and equity
components separately in its statement of finapmaltion.

Classification of the liability and equity cormmmts of a convertible
instrument is not revised as a result of a chamg¢éhé likelihood that a
conversion option will be exercised, even when eiserof the option may
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appear to have become economically advantageasmnte holders. Holders
may not always act in the way that might be expbbiecause, for example,
the tax consequences resulting from conversion difigr among holders.

Furthermore, the likelihood of conversion will ciggnfrom time to time. The

entity’s contractual obligation to make future pants remains outstanding
until it is extinguished through conversion, matyrof the instrument or

some other transaction.

NZ IAS 39 deals with the measurement of finaneissets and financial
liabilities. Equity instruments are instrumentsatthevidence a residual
interest in the assets of an entity after deductiig of its liabilities.
Therefore, when the initial carrying amount of ampound financial
instrument is allocated to its equity and liabilitpmponents, the equity
component is assigned the residual amount aftaradied from the fair value
of the instrument as a whole the amount separadelgrmined for the
liability component. The value of any derivativeatures (such as a call
option) embedded in the compound financial instmtnagher than the equity
component (such as an equity conversion optiomdkided in the liability
component. The sum of the carrying amounts asdigmehe liability and
equity components on initial recognition is alwaggial to the fair value that
would be ascribed to the instrument as a whole.ghia or loss arises from
initially recognising the components of the instamhseparately.

Under the approach described in paragraph 34, issuer of a bond
convertible into ordinary shares first determinles tarrying amount of the
liability component by measuring the fair value af similar liability
(including any embedded non-equity derivative festy that does not have
an associated equity component. The carrying amainthe equity
instrument represented by the option to convertinkument into ordinary
shares is then determined by deducting the fairevaf the financial liability
from the fair value of the compound financial instrent as a whole.

Treasury shares (see also paragraph AG36)

If an entity reacquires its own equity instrumens, those instruments
(‘treasury shares’) shall be deducted from equity. No gain or loss shall
be recognised in profit or loss on the purchase, k&g issue or cancellation
of an entity’'s own equity instruments. Such treasty shares may be
acquired and held by the entity or by other memberf the consolidated
group. Consideration paid or received shall be remnised directly in
equity.

The amount of treasury shares held is disclasgmhrately either in the
statement of financial position or in the notesaatordance with NZ IAS 1
Presentation of Financial StatementsAn entity provides disclosure in
accordance with NZ IAS 2Related Party Disclosurdfthe entity reacquires
its own equity instruments from related parties.
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Interest, dividends, losses and gains (see also
paragraph AG37)

Interest, dividends, losses and gains relating t&a financial instrument or

a component that is a financial liability shall berecognised as income or
expense in profit or loss. Distributions to holdes of an equity

instrument shall be debited by the entity directlyto equity, net of any

related income tax benefit. Transaction costs ofraequity transaction

shall be accounted for as a deduction from equitynet of any related

income tax benefit.

The classification of a financial instrumentaafinancial liability or an equity
instrument determines whether interest, dividetadses and gains relating to
that instrument are recognised as income or exp@ngeofit or loss. Thus,
dividend payments on shares wholly recognisedaslities are recognised
as expenses in the same way as interest on a b8idilarly, gains and
losses associated with redemptions or refinanairigsancial liabilities are
recognised in profit or loss, whereas redemptionsefinancings of equity
instruments are recognised as changes in equitianges in the fair value of
an equity instrument are not recognised in thenfired statements.

An entity typically incurs various costs in isgyor acquiring its own equity
instruments. Those costs might include registrasiod other regulatory fees,
amounts paid to legal, accounting and other prafeas advisers, printing
costs and stamp duties. The transaction costs) afqaity transaction are
accounted for as a deduction from equity (net of eslated income tax
benefit) to the extent they are incremental cogtscty attributable to the
equity transaction that otherwise would have begardad. The costs of an
equity transaction that is abandoned are recogmriseth expense.

Transaction costs that relate to the issue afrapound financial instrument
are allocated to the liability and equity composenf the instrument in
proportion to the allocation of proceeds. Transactosts that relate jointly
to more than one transaction (for example, costs obncurrent offering of
some shares and a stock exchange listing of othemes) are allocated to
those transactions using a basis of allocation ithaational and consistent
with similar transactions.

The amount of transaction costs accounted far éasduction from equity in
the period is disclosed separately under NZ IASThe related amount of
income taxes recognised directly in equity is ideld in the aggregate
amount of current and deferred income tax creditecharged to equity that
is disclosed under NZ IAS llacome Taxes

Dividends classified as an expense may be peben the statement of
comprehensive income or separate income statenifepteSented) either
with interest on other liabilities or as a separigen. In addition to the
requirements of this Standard, disclosure of isteasd dividends is subject
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to the requirements of NZIAS 1 and NZ IFRS 7. sbhme circumstances,
because of the differences between interest andestisls with respect to
matters such as tax deductibility, it is desirablelisclose them separately in
the statement of comprehensive income or sepanatamie statement (if
presented). Disclosures of the tax effects areemadaccordance with
NZ IAS 12.

Gains and losses related to changes in theiegrgmount of a financial
liability are recognised as income or expense @fippor loss even when they
relate to an instrument that includes a right te thsidual interest in the
assets of the entity in exchange for cash or andihancial asset (see
paragraph 18(b)). Under NZ IAS 1 the entity présamy gain or loss arising
from remeasurement of such an instrument separatethe statement of
comprehensive income when it is relevant in exptginthe entity’s

performance.

Offsetting a financial asset and a financial liabil ity
(see also paragraphs AG38 and AG39)

A financial asset and a financial liability shdl be offset and the net
amount presented in the statement of financial poson when, and only
when, an entity:

(&) currently has a legally enforceable right to geoff the recognised
amounts; and

(b) intends either to settle on a net basis, or teealise the asset and
settle the liability simultaneously.

In accounting for a transfer of a financial assethat does not qualify for
derecognition, the entity shall not offset the trasferred asset and the
associated liability (see NZ IAS 39, paragraph 36).

This Standard requires the presentation of @i@nassets and financial
liabilities on a net basis when doing so refleatseatity’s expected future
cash flows from settling two or more separate fai@ninstruments. When
an entity has the right to receive or pay a simgieamount and intends to do
so, it has, in effect, only a single financial dswefinancial liability. In other
circumstances, financial assets and financial llisds are presented
separately from each other consistently with tbaracteristics as resources
or obligations of the entity.

Offsetting a recognised financial asset andcagmised financial liability and
presenting the net amount differs from the dereitiognof a financial asset or
a financial liability. Although offsetting does ingive rise to recognition of a
gain or loss, the derecognition of a financialmstent not only results in the
removal of the previously recognised item from #tatement of financial
position but also may result in recognition of éngar loss.
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A right of set-off is a debtor’s legal right, bgntract or otherwise, to settle or
otherwise eliminate all or a portion of an amounike do a creditor by
applying against that amount an amount due fromctlditor. In unusual
circumstances, a debtor may have a legal righppdyaan amount due from a
third party against the amount due to a creditavioled that there is an
agreement between the three parties that cleatdpleshes the debtor’s right
of set-off. Because the right of set-off is a legght, the conditions
supporting the right may vary from one legal juigsidn to another and the
laws applicable to the relationships between thitgsaneed to be considered.

The existence of an enforceable right to seadifiancial asset and a financial
liability affects the rights and obligations assted with a financial asset and
a financial liability and may affect an entity’sposure to credit and liquidity
risk. However, the existence of the right, bylftds not a sufficient basis for
offsetting. In the absence of an intention to eiger the right or to settle
simultaneously, the amount and timing of an ergifyture cash flows are not
affected. When an entity intends to exercise tightror to settle
simultaneously, presentation of the asset andlitialin a net basis reflects
more appropriately the amounts and timing of theeeted future cash flows,
as well as the risks to which those cash flowseaqmsed. An intention by
one or both parties to settle on a net basis wittimulegal right to do so is not
sufficient to justify offsetting because the riglaed obligations associated
with the individual financial asset and financiability remain unaltered.

An entity’s intentions with respect to settlemerf particular assets and
liabilities may be influenced by its normal busisegractices, the
requirements of the financial markets and othesurirstances that may limit
the ability to settle net or to settle simultandpudVhen an entity has a right
of set-off, but does not intend to settle net ordalise the asset and settle the
liability simultaneously, the effect of the righh ahe entity’s credit risk
exposure is disclosed in accordance with parag8éptf NZ IFRS 7.

Simultaneous settlement of two financial instemts may occur through, for
example, the operation of a clearing house in garmised financial market or
a face-to-face exchange. In these circumstaneesath flows are, in effect,
equivalent to a single net amount and there is xmosure to credit or

liquidity risk. In other circumstances, an entityay settle two instruments by
receiving and paying separate amounts, becomingsexpto credit risk for

the full amount of the asset or liquidity risk ftme full amount of the

liability. Such risk exposures may be significamen though relatively brief.

Accordingly, realisation of a financial asset araltiement of a financial

liability are treated as simultaneous only when tilamsactions occur at the
same moment.

The conditions set out in paragraph 42 are gdlgenot satisfied and
offsetting is usually inappropriate when:

(@) several different financial instruments areduseemulate the features
of a single financial instrument (a ‘synthetic nshent’);
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(b) financial assets and financial liabilities arisfrom financial
instruments having the same primary risk expostioe ekample,
assets and liabilities within a portfolio of forwdacontracts or other
derivative instruments) but involve different coenparties;

(c) financial or other assets are pledged as eo#atfor non-recourse
financial liabilities;

(d) financial assets are set aside in trust by latadefor the purpose of
discharging an obligation without those assets ritatieen accepted
by the creditor in settlement of the obligationr(@xample, a sinking
fund arrangement); or

(e) obligations incurred as a result of eventsngjvrise to losses are
expected to be recovered from a third party byueirvf a claim made
under an insurance contract.

An entity that undertakes a number of finanitisfrument transactions with a
single counterparty may enter into a ‘master ngtanrangement’ with that
counterparty. Such an agreement provides for glesimet settlement of all
financial instruments covered by the agreemenhénavent of default on, or
termination of, any one contract. These arrangésreme commonly used by
financial institutions to provide protection agdirlsss in the event of
bankruptcy or other circumstances that result acoanterparty being unable
to meet its obligations. A master netting arrangethrcommonly creates a
right of set-off that becomes enforceable and #dfebe realisation or
settlement of individual financial assets and fitiah liabilities only
following a specified event of default or in otl@rcumstances not expected
to arise in the normal course of business. A mastting arrangement does
not provide a basis for offsetting unless bothhaf triteria in paragraph 42
are satisfied. When financial assets and finanldddilities subject to a
master netting arrangement are not offset, theedfiethe arrangement on an
entity’s exposure to credit risk is disclosed ic@cdance with paragraph 36
of NZ IFRS 7.

Disclosure

51-95

[Deleted by IASB]

“In August 2005 the IASB relocated all disclosurelating to financial instruments to IFRSFhancial
Instruments: Disclosures
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Effective date and transition

96

96A

96B

96C

97
97A

97B

97C

This Standard becomes operative for an entfigancial statements that
cover annual accounting periods beginning on ardftJanuary 2007. Early
adoption of this Standard is permitted only wheneatity complies with
NZ IFRS 1First-time Adoption of New Zealand Equivalentsritetnational
Financial Reporting Standardsr an annual accounting period beginning on
or after 1 January 2005.

Puttable Financial Instruments and Obligations Axg on Liquidation
(revised Amendments to NZ IAS 32 and NZ IAS 1)uexsin February 2008,
required financial instruments that contain all tleatures and meet the
conditions in paragraphs 16A and 16B or paragraf@ and 16D to be
classified as an equity instrument, amended papagral, 16, 17-19, 22, 23,
25, AG13, AG14 and AG27, and inserted paragraplfs-16F, 22A, 96B,
96C, 97C, AG1l4A-AG14J and AG29A. An entity shallphp those
amendments for annual periods beginning on or afteanuary 2009. Earlier
application is permitted where an entity complmshas complied, with New
Zealand Equivalent to International Financial RéipgrStandard First-time
Adoption of New Zealand Equivalents to InternatioReancial Reporting
Standards If an entity applies the changes for an earlieriqa, it shall
disclose that fact and apply the related amendnterf&Z IAS 1, NZ IAS 39,
NZ IFRS 7 and NZ IFRIC 2 at the same time.

Puttable Financial Instruments and Obligations Arising on Liquidation
introduced a limited scope exception; thereforeeatity shall not apply the
exception by analogy.

The classification of instruments under thiseption shall be restricted to the
accounting for such an instrument under NZ IAS Z,INS 32, NZ IAS 39
and NZ IFRS 7. The instrument shall not be considem equity instrument
under other guidance, for example NZ IFRSHare-based Payment

This Standard shall be applied retrospectively.

NZ IAS 1 (as revised in 2007) amended the teotoigy used throughout
New Zealand equivalents to IFRSs. In additiomieaded paragraph 40. An
entity shall apply those amendments for annualoperbeginning on or after
1 January 2009. If an entity applies NZ IAS 1 {sed 2007) for an earlier
period, the amendments shall be applied for thdiee@eriod.

NZ IFRS 3 (as revised in 2008) deleted pardgrgp). An entity shall apply

that amendment for annual periods beginning onfter & July 2009. If an

entity applies NZ IFRS 3 (revised 2008) for anieagperiod, the amendment
shall also be applied for that earlier period.

When applying the amendments described in pgshg96A, an entity is
required to split a compound financial instrumerithwan obligation to
deliver to another party a pro rata share of theassets of the entity only on
liquidation into separate liability and equity cooments. If the liability
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97D

97E

component is no longer outstanding, a retrospecipplication of those
amendments to NZ IAS 32 would involve separating teomponents of
equity. The first component would be in retainedherys and represent the
cumulative interest accreted on the liability comgat. The other component
would represent the original equity component. &f@e, an entity need not
separate these two components if the liability congmt is no longer
outstanding at the date of application of the amesms.

Paragraph 4 was amendedtmprovements to NZ IFR8ssued in June 2008.
An entity shall apply that amendment for annualqeks beginning on or after
1 January 2009. Earlier application is permittefdamh entity applies the
amendment for an earlier period it shall discldss fact and apply for that
earlier period the amendments to paragraph 3 ofARS 7, paragraph 1 of
NZ IAS 28 and paragraph 1 of NZ IAS 31 issued ineJA008. An entity is
permitted to apply the amendment prospectively.

Paragraphs 11 and 16 were amendedlagsification of Rights Issuéssued
in November 2009. An entity shall apply that ameedtrfor annual periods
beginning on or after 1 February 2010. Earlier &gion is permitted. If an
entity applies the amendment for an earlier peiitoghall disclose that fact.

Withdrawal of other pronouncements

98-100 [Paragraphs 98 to 100 of NZ IAS 32 are notadpced. The withdrawal of

34

previous IASB pronouncements is not relevant te Standard.]
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Appendix

Application Guidance

New Zealand Equivalent to IAS 32 Financial
Instruments: Presentation

This Appendix is an integral part of the Standard.

AG1

AG2

This Application Guidance explains the applimatof particular aspects of
the Standard.

The Standard does not deal with the recognibiomeasurement of financial
instruments. Requirements about the recognitiod areasurement of
financial assets and financial liabilities are@atin NZ I1AS 39.

Definitions (paragraphs 11-14)

AG3

AG4

AG5

Financial assets and financial liabilities

Currency (cash) is a financial asset becauseptesents the medium of
exchange and is therefore the basis on whichaalktictions are measured and
recognised in financial statements. A depositaghcwith a bank or similar
financial institution is a financial asset becaitseepresents the contractual
right of the depositor to obtain cash from theiingon or to draw a cheque or
similar instrument against the balance in favouaareditor in payment of a
financial liability.

Common examples of financial assets represgrdincontractual right to
receive cash in the future and corresponding firsdiabilities representing

a contractual obligation to deliver cash in theifatare:

(@) trade accounts receivable and payable;
(b)  notes receivable and payable;

(c) loans receivable and payable; and

(d)  bonds receivable and payable.

In each case, one party's contractual right to ivecéor obligation to pay)
cash is matched by the other party’s correspondiigation to pay (or right
to receive).

Another type of financial instrument is one faich the economic benefit to
be received or given up is a financial asset othean cash. For example, a
note payable in government bonds gives the holgercbntractual right to

receive and the issuer the contractual obligatiodediver government bonds,
not cash. The bonds are financial assets bechegedpresent obligations of
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the issuing government to pay cash. The notéhésgefore, a financial asset
of the note holder and a financial liability of thete issuer.

AG6 ‘Perpetual’ debt instruments (such as ‘pergétbands, debentures and
capital notes) normally provide the holder with tbentractual right to
receive payments on account of interest at fixetbsd@xtending into the
indefinite future, either with no right to receigereturn of principal or a right
to a return of principal under terms that makeeityvunlikely or very far in
the future. For example, an entity may issue arfamal instrument requiring
it to make annual payments in perpetuity equal ttated interest rate of 8
per cent applied to a stated par or principal amofi€U1,000. Assuming
8 per cent to be the market rate of interest feritistrument when issued, the
issuer assumes a contractual obligation to makiears of future interest
payments having a fair value (present value) of ©O0Q on initial
recognition. The holder and issuer of the instmirteave a financial asset
and a financial liability, respectively.

AG7 A contractual right or contractual obligatiom feceive, deliver or exchange
financial instruments is itself a financial instrem. A chain of contractual
rights or contractual obligations meets the definibf a financial instrument
if it will ultimately lead to the receipt or paymenf cash or to the acquisition
or issue of an equity instrument.

AG8 The ability to exercise a contractual right the requirement to satisfy a
contractual obligation may be absolute, or it may dontingent on the
occurrence of a future event. For example, a firdnguarantee is a
contractual right of the lender to receive cashmfrthe guarantor, and a
corresponding contractual obligation of the guavatt pay the lender, if the
borrower defaults. The contractual right and dtlign exist because of a
past transaction or event (assumption of the gteexneven though the
lender’s ability to exercise its right and the riggment for the guarantor to
perform under its obligation are both contingentaofuture act of default by
the borrower. A contingent right and obligation en¢he definition of a
financial asset and a financial liability, evenubb such assets and liabilities
are not always recognised in the financial statémienSome of these
contingent rights and obligations may be insurarw@racts within the scope
of NZ IFRS 4.

AG9 Under NZIAS 17 Leasesa finance lease is regarded as primarily an
entitlement of the lessor to receive, and an obibgaof the lessee to pay, a
stream of payments that are substantially the sasnklended payments of
principal and interest under a loan agreement. [Eksor accounts for its
investment in the amount receivable under the leas¢ract rather than the
leased asset itself. An operating lease, on therdband, is regarded as
primarily an uncompleted contract committing thesker to provide the use of

" In this guidance, monetary amounts are denominatedirrency units’ (CU).
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an asset in future periods in exchange for conataer similar to a fee for a
service. The lessor continues to account for ¢hsdd asset itself rather than
any amount receivable in the future under the eohtr Accordingly, a
finance lease is regarded as a financial instruraadtan operating lease is
not regarded as a financial instrument (excepegards individual payments
currently due and payable).

Physical assets (such as inventories, propplant and equipment), leased
assets and intangible assets (such as patentsaaledriarks) are not financial
assets. Control of such physical and intangibsetzscreates an opportunity
to generate an inflow of cash or another finanagsdet, but it does not give
rise to a present right to receive cash or andthancial asset.

Assets (such as prepaid expenses) for whietfuture economic benefit is
the receipt of goods or services, rather than tgbt rto receive cash or
another financial asset, are not financial assesanilarly, items such as
deferred revenue and most warranty obligationsnatefinancial liabilities

because the outflow of economic benefits associatdthem is the delivery
of goods and services rather than a contractuagatin to pay cash or
another financial asset.

Liabilities or assets that are not contracfisaich as income taxes that are
created as a result of statutory requirements ieghdy governments) are not
financial liabilities or financial assets. Accoungt for income taxes is dealt
with in NZIAS 12. Similarly, constructive obligahs, as defined in
NZ IAS 37 Provisions, Contingent Liabilities and Contingergsats do not
arise from contracts and are not financial lialeiit

Equity instruments

Examples of equity instruments include nortgdle ordinary shares, some
puttable instruments (see paragraphs 16A and 1&Bhe instruments that
impose on the entity an obligation to deliver tother party a pro rata share
of the net assets of the entity only on liquidat{see paragraphs 16C and
16D), some types of preference shares (see paregfep25 and AG26), and
warrants or written call options that allow the dei to subscribe for or
purchase a fixed number of non-puttable ordinagreshin the issuing entity
in exchange for a fixed amount of cash or anotimamntial asset. An entity’s
obligation to issue or purchase a fixed humbetobivn equity instruments
in exchange for a fixed amount of cash or anotmamtial asset is an equity
instrument of the entity (except as stated in paaly22A). However,
if such a contract contains an obligation for thétg to pay cash or another
financial asset (other than a contract classifie@@uity in accordance with
paragraphs 16A and 16B or paragraphs 16C and 16850 gives rise to a
liability for the present value of the redemptionmaunt (see
paragraph AG27(a)). An issuer of non-puttable madi shares assumes a
liability when it formally acts to make a distrittath and becomes legally
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AG14

AG14A

AG14B

AG14C

AG14D

AGIl4E
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obligated to the shareholders to do so. This n&yhle case following the
declaration of a dividend or when the entity isngewvound up and any assets
remaining after the satisfaction of liabilities bewe distributable to
shareholders.

A purchased call option or other similar cantracquired by an entity that
gives it the right to reacquire a fixed numbertefoawn equity instruments in
exchange for delivering a fixed amount of cash mother financial asset is
not a financial asset of the entity (except asedtain paragraph 22A).
Instead, any consideration paid for such a conisag¢ducted from equity.

The class of instruments that is subordinate to all other
classes (paragraphs 16A(b) and 16C(b))

One of the features of paragraphs 16A and 1€Ghat the financial
instrument is in the class of instruments that ubosdinate to all other
classes.

When determining whether an instrument i subordinate class, an entity
evaluates the instrument’s claim on liquidationfaswere to liquidate on the
date when it classifies the instrument. An entitjals reassess the
classification if there is a change in relevantwinstances. For example, if
the entity issues or redeems another financiarunstnt, this may affect
whether the instrument in question is in the claésnstruments that is
subordinate to all other classes.

An instrument that has a preferential rightliquidation of the entity is not
an instrument with an entittement to a pro rataetud the net assets of the
entity. For example, an instrument has a prefakntht on liquidation if it
entitles the holder to a fixed dividend on liquidat in addition to a share of
the entity’s net assets, when other instrumenteénsubordinate class with a
right to a pro rata share of the net assets ottiigy do not have the same
right on liquidation.

If an entity has only one class of finanditruments, that class shall be
treated as if it were subordinate to all otherssas

Total expected cash flows attributable to the instr ument
over the life of the instrument (paragraph 16A(e))

The total expected cash flows of the instminower the life of the instrument
must be substantially based on the profit or lokange in the recognised net
assets or fair value of the recognised and unrésedmet assets of the entity
over the life of the instrument. Profit or loss &hd change in the recognised
net assets shall be measured in accordance wivargl IFRSs.
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Transactions entered into by an instrument holder o ther
than as owner of the entity (paragraphs 16A and 16C )

The holder of a puttable financial instrumenan instrument that imposes on
the entity an obligation to deliver to another patpro rata share of the net
assets of the entity only on liquidation may entéo transactions with the
entity in a role other than that of an owner. Famaple, an instrument holder
may also be an employee of the entity. Only thehcisws and the
contractual terms and conditions of the instrumémit relate to the
instrument holder as an owner of the entity shal donsidered when
assessing whether the instrument should be cledsifis equity under
paragraph 16A or paragraph 16C.

An example is a limited partnership that hested and general partners.
Some general partners may provide a guaranteeeteertity and may be
remunerated for providing that guarantee. In sutiatons, the guarantee
and the associated cash flows relate to the ingntifmolders in their role as
guarantors and not in their roles as owners ofethiity. Therefore, such a
guarantee and the associated cash flows would emtltrin the general
partners being considered subordinate to the ldnitertners, and would be
disregarded when assessing whether the contratduais of the limited

partnership instruments and the general partnemskipuments are identical.

Another example is a profit or loss sharimgaagement that allocates profit
or loss to the instrument holders on the basienfises rendered or business
generated during the current and previous yearsh Surangements are
transactions with instrument holders in their rafenon-owners and should
not be considered when assessing the featuresd listparagraph 16A or
paragraph 16C. However, profit or loss sharing rajements that allocate
profit or loss to instrument holders based on tbeninal amount of their
instruments relative to others in the class repesensactions with the
instrument holders in their roles as owners andilshbe considered when
assessing the features listed in paragraph 16Amgpaph 16C.

The cash flows and contractual terms and itimmd of a transaction between
the instrument holder (in the role as a non-owaed the issuing entity must
be similar to an equivalent transaction that migbtur between a non-
instrument holder and the issuing entity.

No other financial instrument or contract with tota | cash
flows that substantially fixes or restricts the res idual return
to the instrument holder (paragraphs 16B and 16D)

A condition for classifying as equity a fiéad instrument that otherwise
meets the criteria in paragraph 16A or paragrapgh i$@&hat the entity has no
other financial instrument or contract that has t@pl cash flows based
substantially on the profit or loss, the changéhim recognised net assets or
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AG15

AG16

AG17

the change in the fair value of the recognised am&cognised net assets of
the entity and (b) the effect of substantially resihg or fixing the residual
return. The following instruments, when enterea ioh hormal commercial
terms with unrelated parties, are unlikely to pravénstruments that
otherwise meet the criteria in paragraph 16A olageaph 16C from being
classified as equity:

€)) instruments with total cash flows substantiélged on specific assets
of the entity.

(b) instruments with total cash flows based onregrtage of revenue.

(c) contracts designed to reward individual empésyefor services
rendered to the entity.

(d)  contracts requiring the payment of an insiguaifit percentage of profit
for services rendered or goods provided.

Derivative financial instruments

Financial instruments include primary instrumse (such as receivables,
payables and equity instruments) and derivativarfanl instruments (such
as financial options, futures and forwards, interase swaps and currency
swaps). Derivative financial instruments meet dedinition of a financial
instrument and, accordingly, are within the scopihis Standard.

Derivative financial instruments create rightsd obligations that have the
effect of transferring between the parties to tistrument one or more of the
financial risks inherent in an underlying primaipancial instrument. On
inception, derivative financial instruments giveegparty a contractual right
to exchange financial assets or financial liatafitiwvith another party under
conditions that are potentially favourable, or antcactual obligation to
exchange financial assets or financial liabilitiw#&h another party under
conditions that are potentially unfavourable. Huere they generallydo not
result in a transfer of the underlying primary fieéal instrument on
inception of the contract, nor does such a transéeessarily take place on
maturity of the contract. Some instruments embbdyh a right and an
obligation to make an exchange. Because the texfirthe exchange are
determined on inception of the derivative instrutmexs prices in financial
markets change those terms may become either faviguor unfavourable.

A put or call option to exchange financial etssor financial liabilities
(ie financial instruments other than an entity’snogquity instruments) gives
the holder a right to obtain potential future eamimbenefits associated with
changes in the fair value of the financial instramenderlying the contract.
Conversely, the writer of an option assumes argahibin to forgo potential

" This is true of most, but not all derivatives, iagsome cross-currency interest rate swaps prihéipa
exchanged on inception (and re-exchanged on mgturit

40

© IFRS Foundation



AG18

AG19

NZ IAS 32

future economic benefits or bear potential losséseanomic benefits
associated with changes in the fair value of thaledging financial
instrument. The contractual right of the holded abligation of the writer
meet the definition of a financial asset and arfaial liability, respectively.
The financial instrument underlying an option caotrmay be any financial
asset, including shares in other entities and estdoearing instruments. An
option may require the writer to issue a debt imstnt, rather than transfer a
financial asset, but the instrument underlying ¢ipéion would constitute a
financial asset of the holder if the option werereised. The option-holder’s
right to exchange the financial asset under pahyntfavourable conditions
and the writer’s obligation to exchange the finaheisset under potentially
unfavourable conditions are distinct from the uhdeg financial asset to be
exchanged upon exercise of the option. The natfitke holder’s right and
of the writer's obligation are not affected by thieslihood that the option
will be exercised.

Another example of a derivative financial mstent is a forward contract to
be settled in six months’ time in which one pattye(purchaser) promises to
deliver CU1,000,000 cash in exchange for CU1,00@f@@e amount of fixed
rate government bonds, and the other party (tHersedromises to deliver
CU1,000,000 face amount of fixed rate governmemtdsoin exchange for
CU1,000,000 cash. During the six months, bothigaittave a contractual
right and a contractual obligation to exchangerfaial instruments. If the
market price of the government bonds rises abovel,@0,000, the
conditions will be favourable to the purchaser anéavourable to the seller;
if the market price falls below CU1,000,000, théeef will be the opposite.
The purchaser has a contractual right (a finaresaket) similar to the right
under a call option held and a contractual oblayatfa financial liability)
similar to the obligation under a put option writtethe seller has a
contractual right (a financial asset) similar te tight under a put option held
and a contractual obligation (a financial liabijitsimilar to the obligation
under a call option written. As with options, teesontractual rights and
obligations constitute financial assets and finané&abilities separate and
distinct from the underlying financial instrumerftee bonds and cash to be
exchanged). Both parties to a forward contracelev obligation to perform
at the agreed time, whereas performance undertaonamntract occurs only
if and when the holder of the option chooses tocse it.

Many other types of derivative instruments ethpa right or obligation to
make a future exchange, including interest rate amdency swaps, interest
rate caps, collars and floors, loan commitmentse igsuance facilities and
letters of credit. An interest rate swap contraaly be viewed as a variation
of a forward contract in which the parties agreamake a series of future
exchanges of cash amounts, one amount calculatdd reference to a
floating interest rate and the other with referetcea fixed interest rate.
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Futures contracts are another variation of forwaahtracts, differing
primarily in that the contracts are standardiseditasded on an exchange.

Contracts to buy or sell non-financial items
(paragraphs 8-10)

Contracts to buy or sell non-financial items bt meet the definition of a
financial instrument because the contractual rigline party to receive a non-
financial asset or service and the correspondifigaiton of the other party do
not establish a present right or obligation of itparty to receive, deliver or
exchange a financial asset. For example, contthatgprovide for settlement
only by the receipt or delivery of a non-finandteim (eg an option, futures or
forward contract on silver) are not financial instents. Many commodity
contracts are of this type. Some are standardisedrm and traded on
organised markets in much the same fashion as stmrmeative financial
instruments. For example, a commodity futures re@htmay be bought and
sold readily for cash because it is listed for imgdon an exchange and may
change hands many times. However, the partiesg@and selling the contract
are, in effect, trading the underlying commodifyhe ability to buy or sell a
commaodity contract for cash, the ease with whictm@y be bought or sold
and the possibility of negotiating a cash settlemefthe obligation to
receive or deliver the commodity do not alter tbedamental character of
the contract in a way that creates a financiakimsent. Nevertheless, some
contracts to buy or sell non-financial items thah de settled net or by
exchanging financial instruments, or in which thenifinancial item is
readily convertible to cash, are within the scopehe Standard as if they
were financial instruments (see paragraph 8).

A contract that involves the receipt or daiywef physical assets does not give
rise to a financial asset of one party and a firgiability of the other party
unless any corresponding payment is deferred pestdate on which the
physical assets are transferred. Such is the wiisehe purchase or sale of
goods on trade credit.

Some contracts are commodity-linked, but dbimeolve settlement through
the physical receipt or delivery of a commodity.hey specify settlement
through cash payments that are determined accotdirey formula in the
contract, rather than through payment of fixed amt®u For example, the
principal amount of a bond may be calculated bylyapg the market price of
oil prevailing at the maturity of the bond to adik quantity of oil. The
principal is indexed by reference to a commoditiggarbut is settled only in
cash. Such a contract constitutes a financialuinstnt.

The definition of a financial instrument alemcompasses a contract that
gives rise to a non-financial asset or non-finaniiébility in addition to a
financial asset or financial liability. Such firgal instruments often give
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one party an option to exchange a financial agsetifnon-financial asset.
For example, an oil-linked bond may give the holtler right to receive a
stream of fixed periodic interest payments andxadiamount of cash on
maturity, with the option to exchange the princiahount for a fixed
guantity of oil. The desirability of exercisingigroption will vary from time
to time depending on the fair value of oil relaticethe exchange ratio of
cash for oil (the exchange price) inherent in tbadb The intentions of the
bondholder concerning the exercise of the optiomaloaffect the substance
of the component assets. The financial asseteohtiider and the financial
liability of the issuer make the bond a financiatrument, regardless of the
other types of assets and liabilities also created.

AG24 [Deleted by IASB]

Presentation

Liabilities and equity (paragraphs 15-27)

No contractual obligation to deliver cash or anothe r
financial asset (paragraphs 17 —20)

AG25 Preference shares may be issued with varighssr In determining whether
a preference share is a financial liability or auigy instrument, an issuer
assesses the particular rights attaching to theedleadetermine whether it
exhibits the fundamental characteristic of a finahiability. For example, a
preference share that provides for redemption @mpexific date or at the
option of the holder contains a financial liabillyecause the issuer has an
obligation to transfer financial assets to the bolof the share. The potential
inability of an issuer to satisfy an obligation redeem a preference share
when contractually required to do so, whether bgseaf a lack of funds, a
statutory restriction or insufficient profits orserves, does not negate the
obligation. An option of the issuer to redeem #ares for cash does not
satisfy the definition of a financial liability bause the issuer does not have a
present obligation to transfer financial assethéshareholders. In this case,
redemption of the shares is solely at the disanetdd the issuer. An
obligation may arise, however, when the issuerhef shares exercises its
option, usually by formally notifying the shareheid of an intention to
redeem the shares.

AG26  When preference shares are non-redeemablapfitepriate classification is
determined by the other rights that attach to thé&tassification is based on
an assessment of the substance of the contracttamigaments and the
definitions of a financial liability and an equitinstrument.  When
distributions to holders of the preference shamdsther cumulative or non-
cumulative, are at the discretion of the issuek ghares are equity
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instruments. The classification of a preferencareslas an equity instrument
or a financial liability is not affected by, for @ample:

(@)
(b)
(©)

(d)
(e)
(®)

a history of making distributions;
an intention to make distributions in the fieur

a possible negative impact on the price ofrmadi shares of the issuer
if distributions are not made (because of restii on paying
dividends on the ordinary shares if dividends aot paid on the
preference shares);

the amount of the issuer’s reserves;

an issuer’s expectation of a profit or lossdqreriod; or
an ability or inability of the issuer to inflaee the amount of its profit
or loss for the period.

Settlement in the entity’s own equity instruments
(paragraphs 21 —24)

The following examples illustrate how to ci@gslifferent types of contracts
on an entity’s own equity instruments:

(@)

(b)

A contract that will be settled by the entigceiving or delivering a
fixed number of its own shares for no future coesition, or

exchanging a fixed number of its own shares foixadf amount of

cash or another financial asset, is an equity unstnt (except as
stated in paragraph 22A). Accordingly, any consitlen received or
paid for such a contract is added directly to atui¢ed directly from

equity. One example is an issued share option gmags the

counterparty a right to buy a fixed number of théitg’s shares for a
fixed amount of cash. However, if the contract reggithe entity to

purchase (redeem) its own shares for cash andtiacial asset at a
fixed or determinable date or on demand, the ealip recognises a
financial liability for the present value of thedesmption amount (with
the exception of instruments that have all theuiest and meet the
conditions in paragraphs 16A and 16B or paragrdpi® and 16D).

One example is an entity’'s obligation under a fadvaontract to

repurchase a fixed number of its own shares foixedfamount of

cash.

An entity’s obligation to purchase its own gmafor cash gives rise to
a financial liability for the present value of thedemption amount
even if the number of shares that the entity isgebl to repurchase is
not fixed or if the obligation is conditional on ethcounterparty
exercising a right to redeem (except as statecamagraphs 16A and
16B or paragraphs 16C and 16D). One example obralitonal
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obligation is an issued option that requires thityeto repurchase its
own shares for cash if the counterparty exercise®ption.

(c) A contract that will be settled in cash or dmotfinancial asset is a
financial asset or financial liability even if th@mount of cash or
another financial asset that will be received divdeed is based on
changes in the market price of the entity’s ownityq@xcept as stated
in paragraphs 16A and 16B or paragraphs 16C and).16Dne
example is a net cash-settled share option.

(d) A contract that will be settled in a variablenmber of the entity’s own
shares whose value equals a fixed amount or an rnfmased on
changes in an underlying variable (eg a commoditigep is a
financial asset or a financial liability. An exalmps a written option
to buy gold that, if exercised, is settled net he tentity’'s own
instruments by the entity delivering as many ofsthinstruments as
are equal to the value of the option contract. hSaiccontract is a
financial asset or financial liability even if thenderlying variable is
the entity’s own share price rather than gold. ifiry, a contract that
will be settled in a fixed number of the entity’'svio shares, but the
rights attaching to those shares will be variedhsd the settlement
value equals a fixed amount or an amount basedhanges in an
underlying variable, is a financial asset or ariitial liability.

Contingent settlement provisions (paragraph 25)

Paragraph 25 requires that if a part of aingaht settlement provision that
could require settlement in cash or another firgrasset (or in another way
that would result in the instrument being a finahtiability) is not genuine,
the settlement provision does not affect the diaatibn of a financial
instrument. Thus, a contract that requires se#fgnin cash or a variable
number of the entity’'s own shares only on the ommae of an event that is
extremely rare, highly abnormal and very unlikety dccur is an equity
instrument. Similarly, settlement in a fixed numbé&an entity’s own shares
may be contractually precluded in circumstances @ha outside the control
of the entity, but if these circumstances have mougne possibility of
occurring, classification as an equity instrumesrappropriate.

Treatment in consolidated financial statements

In consolidated financial statements, an gnptesents non-controlling
interests—ie the interests of other parties in eheity and income of its
subsidiaries—in accordance with NZ IAS 1 and NZ %S When classifying a
financial instrument (or a component of it) in colidated financial statements,
an entity considers all terms and conditions agtesttveen members of the
group and the holders of the instrument in detemgimvhether the group as a
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whole has an obligation to deliver cash or anofimancial asset in respect of
the instrument or to settle it in a manner thatiltesn liability classification.
When a subsidiary in a group issues a financiatunsent and a parent or
other group entity agrees additional terms diregtlth the holders of the
instrument (eg a guarantee), the group may not hdigeretion over
distributions or redemption. Although the subgigianay appropriately
classify the instrument without regard to these ithmthl terms in its
individual financial statements, the effect of othegreements between
members of the group and the holders of the in®nins considered in order
to ensure that consolidated financial statemenfigctethe contracts and
transactions entered into by the group as a whotethe extent that there is
such an obligation or settlement provision, theérumeent (or the component
of it that is subject to the obligation) is clagsif as a financial liability in
consolidated financial statements.

Some types of instruments that impose a eectial obligation on the entity
are classified as equity instruments in accordamitle paragraphs 16A and
16B or paragraphs 16C and 16D. Classification icoetance with those
paragraphs is an exception to the principles otiserapplied in this Standard
to the classification of an instrument. This exaapts not extended to the
classification of non-controlling interests in th@onsolidated financial

statements. Therefore, instruments classified asityeginstruments in

accordance with either paragraphs 16A and 16B goaphs 16C and 16D
in the separate or individual financial statemethiat are non-controlling

interests are classified as liabilities in the adidsted financial statements of
the group.

Compound financial instruments
(paragraphs 28-32)

Paragraph 28 applies only to issuers of naivative compound financial
instruments.  Paragraph 28 does not deal with comgofinancial
instruments from the perspective of holders. NBI39 deals with the
separation of embedded derivatives from the petisge®f holders of
compound financial instruments that contain delot equity features.

A common form of compound financial instrumént debt instrument with
an embedded conversion option, such as a bond ddoeeinto ordinary
shares of the issuer, and without any other emhkdtigivative features.
Paragraph 28 requires the issuer of such a finkimgaument to present the
liability component and the equity component sefgdyan the statement of
financial position, as follows:

(@ The issuer's obligation to make scheduled paysnef interest and
principal is a financial liability that exists agnlg as the instrument is
not converted. On initial recognition, the fairlua of the liability
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component is the present value of the contractubdtgermined stream
of future cash flows discounted at the rate ofrede applied at that
time by the market to instruments of comparablditrstatus and
providing substantially the same cash flows, on dhme terms, but
without the conversion option.

(b)  The equity instrument is an embedded optiokdovert the liability
into equity of the issuer. The fair value of thation comprises its
time value and its intrinsic value, if any. Thiption has value on
initial recognition even when it is out of the mgne

On conversion of a convertible instrument aturity, the entity derecognises
the liability component and recognises it as equityhe original equity

component remains as equity (although it may besfesred from one line

item within equity to another). There is no gainless on conversion at
maturity.

When an entity extinguishes a convertiblerimsent before maturity through
an early redemption or repurchase in which theimalgconversion privileges
are the repurchase or redemption to the liabditg equity components of
the instrument at the date of the transaction. mikéhod used in allocating
the consideration paid and transaction costs tosdparate components is
consistent with that used in the original allocatio the separate components
of the proceeds received by the entity when thevedible instrument was
issued, in accordance with paragraphs328

Once the allocation of the consideration isleyaany resulting gain or loss is
treated in accordance with accounting principlepliagble to the related
component, as follows:

(&) the amount of gain or loss relating to the iligh component is
recognised in profit or loss; and

(b) the amount of consideration relating to the iggeomponent is
recognised in equity.

An entity may amend the terms of a convertibirument to induce early
conversion, for example by offering a more favolgatonversion ratio or
paying other additional consideration in the evehtconversion before a
specified date. The difference, at the date thedeare amended, between
the fair value of the consideration the holder n&z® on conversion of the
instrument under the revised terms and the fauevalf the consideration the
holder would have received under the original teismgcognised as a loss in
profit or loss.

Treasury shares (paragraphs 33 and 34)

An entity’'s own equity instruments are notagweised as a financial asset
regardless of the reason for which they are reaeguiParagraph 33 requires
an entity that reacquires its own equity instrureetat deduct those equity
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instruments from equity. However, when an entitydb its own equity on

behalf of others, eg a financial institution holglits own equity on behalf of a
client, there is an agency relationship and assaltr¢hose holdings are not
included in the entity’s statement of financial itios.

Interest, dividends, losses and gains
(paragraphs 35-41)

The following example illustrates the applioat of paragraph 35 to a
compound financial instrument. Assume that a nomdative preference
share is mandatorily redeemable for cash in fivargebut that dividends are
payable at the discretion of the entity before tb@demption date. Such an
instrument is a compound financial instrument, wih liability component
being the present value of the redemption amourtie unwinding of the
discount on this component is recognised in prafiloss and classified as
interest expense. Any dividends paid relate to éfaity component and,
accordingly, are recognised as a distribution affipror loss. A similar
treatment would apply if the redemption was not dadory but at the option of
the holder, or if the share was mandatorily cotilbierinto a variable number of
ordinary shares calculated to equal a fixed amaurdn amount based on
changes in an underlying variable (eg commoditifowever, if any unpaid
dividends are added to the redemption amount, tiigeeinstrument is a
liability. In such a case, any dividends are cfasias interest expense.

Offsetting a financial asset and a financial
liability (paragraphs 42-50)

To offset a financial asset and a financiability, an entity must have a
currently enforceable legal right to set off theagnised amounts. An entity
may have a conditional right to set off recognisedounts, such as in a
master netting agreement or in some forms of noowuese debt, but such
rights are enforceable only on the occurrence ofestuture event, usually a
default of the counterparty. Thus, such an arrarege does not meet the
conditions for offset.

The Standard does not provide special tredtrfemso-called ‘synthetic
instruments’, which are groups of separate findno&ruments acquired and
held to emulate the characteristics of anotheruns¢nt. For example, a
floating rate long-term debt combined with an iattrrate swap that involves
receiving floating payments and making fixed paytaesynthesises a fixed
rate long-term debt. Each of the individual fin@hnstruments that together
constitute a ‘synthetic instrument’ represents matreatual right or obligation
with its own terms and conditions and each mayrbasferred or settled
separately. Each financial instrument is exposetksks that may differ from
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the risks to which other financial instruments agosed. Accordingly,
when one financial instrument in a ‘synthetic instent’ is an asset and
another is a liability, they are not offset andgemeted in an entity’s statement
of financial position on a net basis unless thegintlee criteria for offsetting
in paragraph 42.

Disclosure

Financial assets and financial liabilities at fair
value through profit or loss (paragraph 94(f))

AG40 [Deleted by IASB]
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