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NZ IAS 32

New Zealand Equivalent to International Accountingn8tad 32Financial Instruments:
Presentation(NZ IAS 32) is set out in paragraphslD0 and the Appendix. NZ IAS 32 is
based on International Accounting StandardRiBancial Instruments: Presentation
(IAS 32) (2003) initially issued by the Internatibn&ccounting Standards Committee
(IASC) and subsequently revised by the Internatiédwalounting Standards Board (IASB).
All the paragraphs have equal authority but retaIASC format of the Standard when it
was adopted by the IASB. NZ IAS 32 should be reatiéncontext of its objective and the
IASB’s Basis for Conclusions on IAS 3nhd the New Zealand Equivalent to the IASB
Conceptual Framework for Financial ReportiiyZ Framewor. NZ IAS 8 Accounting
Policies, Changes in Accounting Estimates and Erppovides a basis for selecting and
applying accounting policies in the absence ofieitgjuidance.

Any additional material is shown with grey shading &nel paragraphs are denoted with
“NZ".

This Standard uses the terminology adopted innatenal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdraglements. NZ IAS Presentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatientother than
profit-oriented entities seeking to apply the Stmddmay need to amend the descriptions
used for particular line items in the financialtstaents and for the financial statements
themselves. For example, profit/loss may be reteto as surplus/deficit and capital or
share capital may be referred to as equity.
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Pronouncements

Date approved

Early operative

Effective date

(ASRB date (annual
approval) reporting
periods... on
or after ...)
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Comprehensive Income permitted

(Amendments to NZ IAS 1)
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Introduction to NZ IAS 32

The Standard contains requirements for the presemtaf financial instruments. In
November 2005, NZ IAS 32 was amended by relocatindisdllosures relating to financial
instruments to NZ IFRS 7Financial Instruments: Disclosures. In February 2008,
NZ IAS 32 was amended by requiring some puttable &i@ninstruments and some
financial instruments that impose on the entityhligation to deliver to another party a pro
rata share of the net assets of the entity onllicqaridation to be classified as equity (See
revised Amendments to NZ IAS 32 and NZ IAS Puttable Financial Instruments and
Obligations Arising on Liquidatio(February 2008)).

In adopting IAS 32 for application as NZ IAS 32 no mpes have been made to the
requirements of IAS 32.

Profit-oriented entities, other than qualifying ides applying any differential reporting
concessions, that comply with NZ IAS 32 will simultansly be in compliance with
IAS 32.

Differential Reporting
Qualifying entities must comply with all the provie®in NZ IAS 32.

© Copyright 12
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New Zealand Equivalent to International
Accounting Standard 32

Financial Instruments: Presentation
(NZ IAS 32)

Objective
1 [Deleted by IASB]
2 The objective of this Standard is to establisingiples for presenting financial

instruments as liabilities or equity and for oftge financial assets and financial
liabilities. It applies to the classification oléncial instruments, from the
perspective of the issuer, into financial asseatsricial liabilities and equity
instruments; the classification of related interéstidends, losses and gains; and
the circumstances in which financial assets andniiie liabilities should be
offset.

3 The principles in this Standard complement thaciples for recognising and
measuring financial assets and financial liab#itim NZ IAS 39 Financial
Instruments: Recognition and Measurememtd for disclosing information
about them in NZ IFRS Financial Instruments: Disclosures

Scope

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

(a) those interests in subsidiaries, associates fint ventures that are
accounted for in accordance with NZIAS 27 Consolidated and
Separate Financial Statements, NZ IAS 28 I nvestments in Associates or
NZ IAS 31 Interests in Joint Ventures. However, in some cases,
NZ IAS 27, NZ IAS 28 or NZ IAS 31 permits an entity to acount for
an interest in a subsidiary, associate or joint vemre using
NZ IAS 39; in those cases, entities shall apply the requiremts of this
Standard. Entities shall also apply this Standardo all derivatives
linked to interests in subsidiaries, associates ¢oint ventures.

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

(c) [deleted by IASB]

(d) insurance contracts as defined in NZ IFRS 4nsurance Contracts.
However, this Standard applies to derivatives thatre embedded in
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insurance contracts if NZ IAS 39 requires the enti to account for
them separately. Moreover, an issuer shall applyhts Standard to
financial guarantee contracts if the issuer appliesNZ IAS 39 in
recognising and measuring the contracts, but shaflpply NZ IFRS 4 if
the issuer elects, in accordance with paragraph 4{df NZ IFRS 4, to
apply NZ IFRS 4 in recognising and measuring them.

(e) financial instruments that are within the scopeof NZ IFRS 4 because
they contain a discretionary participation feature. The issuer of these
instruments is exempt from applying to these featwes paragraphs 15-
32 and AG25-AG35 of this Standard regarding the distinction beiveen
financial liabilities and equity instruments. Howe\er, these instruments
are subject to all other requirements of this Standrd. Furthermore,
this Standard applies to derivatives that are embeatkd in these
instruments (see NZ IAS 39).

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

0] contracts within the scope of paragraphs 8L0 of this
Standard, to which this Standard applies,

(ii) paragraphs 33 and 34 of this Standard, which skl be applied to
treasury shares purchased, sold, issued or cancell& connection
with employee share option plans, employee share mimrase
plans, and all other share-based payment arrangemés

NZ 4.1 This Standard applies only to for-profit entties. |

5-7 [Deleted by IASB]

8 This Standard shall be applied to those contract® buy or sell a non-financial
item that can be settled net in cash or another femcial instrument, or by
exchanging financial instruments, as if the contrats were financial instruments,
with the exception of contracts that were entered o and continue to be held
for the purpose of the receipt or delivery of a notinancial item in accordance
with the entity’s expected purchase, sale or usagequirements.

9 There are various ways in which a contract to lmgetl a non-financial item can
be settled net in cash or another financial inséminor by exchanging financial
instruments. These include:

(@) when the terms of the contract permit eithetyp@r settle it net in cash or
another financial instrument or by exchanging fiahinstruments;

(b) when the ability to settle net in cash or anoffr@ancial instrument, or by
exchanging financial instruments, is not explicit the terms of the
contract, but the entity has a practice of setthimgilar contracts net in
cash or another financial instrument, or by excirapgfinancial
instruments (whether with the counterparty, by entgiinto offsetting
contracts or by selling the contract before itsreise or lapse);

© Copyright 14
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(c) when, for similar contracts, the entity has acfice of taking delivery of
the underlying and selling it within a short periafier delivery for the
purpose of generating a profit from short-term tiliations in price or
dealer’s margin; and

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

A contract to which (b) or (c) applies is not enteietb for the purpose of the
receipt or delivery of the non-financial item incacdance with the entity’s
expected purchase, sale or usage requirements,aaodrdingly, is within the
scope of this Standard. Other contracts to whichagraph 8 applies are
evaluated to determine whether they were enteredaimdacontinue to be held for
the purpose of the receipt or delivery of the niorasficial item in accordance with
the entity’'s expected purchase, sale or usage reagants, and accordingly,
whether they are within the scope of this Standard.

A written option to buy or sell a non-financiadrit that can be settled net in cash
or another financial instrument, or by exchangingarcial instruments, in
accordance with paragraph 9(a) or (d) is within t@pe of this Standard. Such a
contract cannot be entered into for the purposthefreceipt or delivery of the
non-financial item in accordance with the entity’spected purchase, sale or
usage requirements.

Definitions (see also paragraphs AG3-AG23)

11

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

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

A financial asset is any asset that is:

(a) cash;

(b) an equity instrument of another entity;

(c) a contractual right:

0] to receive cash or another financial asset froranother entity;
or

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

(d) 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

(ii) a derivative that will or may be settled other than by the
exchange of a fixed amount of cash or another finaial asset

15 © Copyright
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for a fixed number of the entity’s own equity instuments. For
this purpose the entity’s own equity instruments daot include
puttable financial instruments classified as equityinstruments
in accordance with paragraphs 16A and 16B, instrumets that
impose on the entity an obligation to deliver to aother party a
pro rata share of the net assets of the entity onlgn liquidation
and are classified as equity instruments in accordae with
paragraphs 16C and 16D, or instruments that are conticts for
the future receipt or delivery of the entity’s own equity
instruments.

A financial liability is any liability that is:
a contractual obligation:

@)

(b)

@
(ii)

to deliver cash or another financial asset to anotr
entity; or

to exchange financial assets or financial liabiligs with
another entity under conditions that are potentialy
unfavourable to the entity; or

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

@

(ii)

a non-derivative for which the entity is or may be
obliged to deliver a variable number of the entity5 own
equity instruments; or

a derivative that will or may be settled other than by the
exchange of a fixed amount of cash or another finaial asset for
a fixed number of the entity’s own equity instrumens. For this
purpose, rights, options or warrants to acquire a fed number
of the entity’s own equity instruments for a fixed anount of any
currency are equity instruments if the entity offers the rights,
options or warrants pro rata to all of its existing owners of the
same class of its own non-derivative equity instrunmgs. Also,
for these purposes the entity’s own equity instrumets do not
include puttable financial instruments that are clasified as
equity instruments in accordance with paragraphs 16/and 16B,
instruments that impose on the entity an obligatiorto deliver to
another party a pro rata share of the net assets dlfie entity only
on liquidation and are classified as equity instrurents in
accordance with paragraphs 16C and 16D, or instrumea that
are themselves contracts for the future receipt odelivery 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 or pagraphs 16C and

16D.

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

Fair value is the amount for which an asset could be exchangeat a liability
settled, between knowledgeable, willing parties inan 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 vanother financial asset or
is automatically put back to the issuer on the ocewence of an uncertain
future event or the death or retirement of the instument holder.

The following terms are defined in paragrapt 8l4 IAS 39 and are used in this
Standard with the meaning specified in NZ IAS 39.

« amortised cost of a financial asset or finanidility

+ available-for-sale financial assets

* derecognition

* derivative

+ effective interest method

» financial asset or financial liability at fair ka through profit or loss

« financial guarantee contract

+  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.

In this Standard, ‘contract’ and ‘contractuafar to an agreement between two
or more parties that has clear economic conseqaehee the parties have little,
if any, discretion to avoid, usually because theeagent is enforceable by law.

Contracts, and thus financial instruments, may tkeriety of forms and need
not be in writing.

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

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

15 The issuer of a financial instrument shall clasfy 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 financial liability, a
financial asset and an equity instrument.

16 When an issuer applies the definitions in payalgrll to determine whether a
financial instrument is an equity instrument rattfgan a financial liability, the
instrument is an equity instrument if, and only bhth 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 ilitbs with another
entity under conditions that are potentially unfarable to the
issuer.

(b) If the instrument will or may be settled in tligsuer'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 gguistruments;
or

(ii) a derivative that will be settled only by thesuer exchanging a
fixed amount of cash or another financial assetffiked number
of its own equity instruments. For this purposghts, options or
warrants to acquire a fixed number of the entitgisn equity
instruments for a fixed amount of any currency aguity
instruments if the entity offers the rights, opSar warrants pro rata
to all of its existing owners of the same classitefown non-
derivative equity instruments. Also, for thesepuses the issuer’'s
own equity instruments do not include instrumeng trave all the
features and meet the conditions described in papag 16A and
16B or paragraphs 16C and 16D,imstruments that are contracts
for the future receipt or delivery of the issuedsvn equity
instruments.

A contractual obligation, including one arising froen derivative financial
instrument, that will or may result in the futureegt or delivery of the issuer’s
own equity instruments, but does not meet conditi@psnd (b) above, is not an
equity instrument. As an exception, an instrumbat meets the definition of a
financial liability is classified as an equity insinent if it has all the features and
meets the conditions in paragraphs 16A and 16B magpaphs 16C and 16D.

© Copyright 18
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Puttable instruments

A puttable financial instrument includes a cantual obligation for the issuer to
repurchase or redeem that instrument for cash othan financial asset on
exercise of the put. As an exception to the definitof a financial liability, an
instrument that includes such an obligation issifeed as an equity instrument if
it has all the following features:

@)

(b)

(©

(d)

(e)

It entitles the holder to a pro rata sharehaf éntity’s net assets in the
event of the entity’s liquidation. The entity’s netsets are those assets
that remain after deducting all other claims orasets. A pro rata share
is determined by:

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

(ii) multiplying that amount by the number of thaits held by the
financial instrument holder.

The instrument is in the class of instrumeh#t ts subordinate to all other
classes of instruments. To be in such a classtaiment:

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

(ii) does not need to be converted into anotherunsent before it is
in the class of instruments that is subordinatalltother classes of
instruments.

All financial instruments in the class of instrents that is subordinate to
all other classes of instruments have identicalufes. For example, they
must all be puttable, and the formula or other meéthsed to calculate the
repurchase or redemption price is the same foinatftuments in that
class.

Apart from the contractual obligation for thesiugr to repurchase or
redeem the instrument for cash or another finarasakt, the instrument
does not include any contractual obligation to \d@glicash or another
financial asset to another entity, or to exchangmerfcial assets or
financial liabilities with another entity under catidns that are

potentially unfavourable to the entity, and it ist @ contract that will or

may be settled in the entity’'s own equity instrurseas set out in
subparagraph (b) of the definition of a financiabllity.

The total expected cash flows attributable &itistrument over the life of
the instrument are based substantially on the tpoofioss, the change in
the recognised net assets or the change in thedhie of the recognised
and unrecognised net assets of the entity ovetifdh@f the instrument
(excluding any effects of the instrument).
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16B For an instrument to be classified as an eguisgrument, in addition to the
instrument having all the above features, the issugst have no other financial
instrument or contract that has:

(a) total cash flows based substantially on theipoofloss, the change in the
recognised net assets or the change in the faiewafl the recognised and
unrecognised net assets of the entity (excluding effiects 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, théitgrshall not consider non-

financial contracts with a holder of an instrumeasatibed in paragraph 16A that
have contractual terms and conditions that ardasirto the contractual terms and
conditions of an equivalent contract that mightuceetween a non-instrument
holder and the issuing entity. If the entity candetermine that this condition is
met, it shall not classify the puttable instrumastan equity instrument.

Instruments, or components of instruments, that imp ose 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

16C Some financial instruments include a contrdatbéigation for the issuing entity
to deliver to another entity a pro rata share ®fiét assets only on liquidation.
The obligation arises because liquidation eitheeigain to occur and outside the
control of the entity (for example, a limited liéatity) or is uncertain to occur but
is at the option of the instrument holder. As anegtion to the definition of a
financial liability, an instrument that includescbuan obligation is classified as
an equity instrument if it has all the following feees:

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

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

(ii) multiplying that amount by the number of thaits held by the
financial instrument holder.

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

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

(ii) does not need to be converted into anotherunsent before it is
in the class of instruments that is subordinatalitother classes of
instruments.
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(c) All financial instruments in the class of instrents that is subordinate to
all other classes of instruments must have an iclntontractual
obligation for the issuing entity to deliver a paia share of its net assets
on liquidation.

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

(@) total cash flows based substantially on theipoofloss, the change in the
recognised net assets or the change in the faiewafl the recognised and
unrecognised net assets of the entity (excluding 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, théitgrshall not consider non-

financial contracts with a holder of an instrumeasctibed in paragraph 16C that
have contractual terms and conditions that ardairto the contractual terms and
conditions of an equivalent contract that mightuwcketween a non-instrument
holder and the issuing entity. If the entity candetermine that this condition is
met, it shall not classify the instrument as anityqostrument.

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 instrumeas an equity instrument in
accordance with paragraphs 16A and 16B or paragrép@isand 16D from the

date when the instrument has all the features aretsntiee conditions set out in
those paragraphs. An entity shall reclassify a finnstrument from the date
when the instrument ceases to have all the featureseet all the conditions set
out in those paragraphs. For example, if an emétieems all its issued non-
puttable instruments and any puttable instrumdms temain outstanding have
all the features and meet all the conditions irageaphs 16A and 16B, the entity
shall reclassify the puttable instruments as egogtruments from the date when
it redeems the non-puttable instruments.

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

(@) It shall reclassify an equity instrument agarfcial liability from the date
when the instrument ceases to have all the featureseet the conditions
in paragraphs 16A and 16B or paragraphs 16C and IBi® financial
liability shall be measured at the instrument's fealue at the date of
reclassification. The entity shall recognise inuigg any difference
between the carrying value of the equity instrurmeend the fair value of
the financial liability at the date of reclassifiicen.
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(b) It shall reclassify a financial liability as @ity from the date when the
instrument has all the features and meets the tondiset out in
paragraphs 16A and 16B or paragraphs 16C and 16D.eduity
instrument shall be measured at the carrying vafube 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 desdribeparagraphs 16A and 16B
or paragraphs 16C and 16D, a critical feature irfetghtiating a financial

liability from an equity instrument is the existenof a contractual obligation of
one party to the financial instrument (the issueither to deliver cash or
another financial asset to the other party (thel@glor to exchange financial
assets or financial liabilities with the holder endconditions that are
potentially unfavourable to the issuer. Althoudte tholder of an equity
instrument may be entitled to receive a pro ratretof any dividends or other
distributions of equity, the issuer does not haeemtractual obligation to make
such distributions because it cannot be requiredidliver cash or another
financial asset to another party.

The substance of a financial instrument, rathan its legal form, governs its
classification in the entity’s statement of finaalgbosition. Substance and legal
form are commonly consistent, but not always. Sdimancial instruments take
the legal form of equity but are liabilities in stdnce and others may combine
features associated with equity instruments andifestassociated with financial
liabilities. For example:

(a) a preference share that provides for mandagmagmption by the issuer
for a fixed or determinable amount at a fixed oledminable future date,
or gives the holder the right to require the isdoeledeem the instrument
at or after a particular date for a fixed or deteable amount, is a
financial liability.

(b) a financial instrument that gives the holdex thlght to put it back to the
issuer for cash or another financial asset (a gtolét instrument’) is a
financial liability, except for those instrumentsassified as equity
instruments in accordance with paragraphs 16A arGB Ilor
paragraphs 16C and 16D. The financial instrumentai financial
liability even when the amount of cash or otherafipial assets is
determined on the basis of an index or other iteat has the potential
to increase or decrease. The existence of anrofidiothe holder to put
the instrument back to the issuer for cash or aroffnancial asset
means that the puttable instrument meets the diefindf a financial
liability, except for those instruments classifi@sl equity instruments in
accordance with paragraphs 16A and 16B or paragrapl and 16D.
For example, open-ended mutual funds, unit truggstnerships and
some co-operative entities may provide their udbos or members
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with a right to redeem their interests in the issaeany time for cash,
which results in the unitholders’ or members’ iess being classified
as financial liabilities, except for those instrurte classified as equity
instruments in accordance with paragraphs 16A arGB Ilor
paragraphs 16C and 16D. However, classificatioa fisancial liability
does not preclude the use of descriptors such at asset value
attributable to unitholders’ and ‘change in neteasalue attributable to
unitholders’ in the financial statements of an ®ntthat has no
contributed equity (such as some mutual funds and tmusts, see
lllustrative Example 7) or the use of additionadadosure to show that
total members’ interests comprise items such asrves that meet the
definition of equity and puttable instruments tbatnot (see lllustrative
Example 8).

If an entity does not have an unconditional triggh avoid delivering cash or

another financial asset to settle a contractudabatibn, the obligation meets the
definition of a financial liability, except for tilse instruments classified as equity
instruments in accordance with paragraphs 16A anddrG®aragraphs 16C and

16D. For example:

(@) a restriction on the ability of an entity taisfy a contractual obligation,
such as lack of access to foreign currency or tezlrio obtain approval
for payment from a regulatory authority, does nepate the entity’'s
contractual obligation or the holder's contractuaght under the
instrument.

(b) a contractual obligation that is conditionalaoounterparty exercising its
right to redeem is a financial liability because #ntity does not have the
unconditional right to avoid delivering cash or #rer financial asset.

A financial instrument that does not explicitbtablish a contractual obligation to
deliver cash or another financial asset may esfabdin obligation indirectly
through its terms and conditions. For example:

(@) a financial instrument may contain a non-firahabligation that must be
settled if, and only if, the entity fails to makestdibutions or to redeem
the instrument. If the entity can avoid a transéércash or another
financial asset only by settling the non-finanaaligation, the financial
instrument is a financial liability.

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

0] cash or another financial asset; or

(ii) its own shares whose value is determined to excaubstantially
the value of the cash or other financial asset.

Although the entity does not have an explicit costtral obligation to
deliver cash or another financial asset, the valuthe share settlement
alternative is such that the entity will settle iash. In any event, the

23 © Copyright



NZ IAS 32

holder has in substance been guaranteed recegn a@fmount that is at
least equal to the cash settlement option (segph 21).

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

21 A contract is not an equity instrument solelyduese it may result in the receipt
or delivery of the entity’'s own equity instrumentsAn entity may have a
contractual right or obligation to receive or deliva number of its own shares or
other equity instruments that varies so that the Value of the entity’'s own
equity instruments to be received or delivered Eguhe amount of the
contractual right or obligation. Such a contrattight or obligation may be for
a fixed amount or an amount that fluctuates in pearin full in response to
changes in a variable other than the market pricégh® entity’'s own equity
instruments (eg an interest rate, a commodity pdce financial instrument
price). Two examples are (a) a contract to delaemany of the entity’s own
equity instruments as are equal in value to CU180d (b) a contract to deliver
as many of the entity’s own equity instruments &segrual in value to the value
of 100 ounces of gold. Such a contract is a fir@n@bility of the entity even
though the entity must or can settle it by delingrits own equity instruments. It
is not an equity instrument because the entity aseariable number of its own
equity instruments as a means to settle the cdntrAccordingly, the contract
does not evidence a residual interest in the éntitysets after deducting all of its
liabilities.

22 Except as stated in paragraph 22A, a contrattwiliiabe settled by the entity
(receiving or) delivering a fixed number of its owequity instruments in
exchange for a fixed amount of cash or anothernfird asset is an equity
instrument. For example, an issued share optiah dives the counterparty a
right to buy a fixed number of the entity’'s shafesa fixed price or for a fixed
stated principal amount of a bond is an equityrimeent. Changes in the fair
value of a contract arising from variations in nmarknterest rates that do not
affect the amount of cash or other financial assetse paid or received, or the
number of equity instruments to be received orveesid, on settlement of the
contract do not preclude the contract from beingegnity instrument. Any
consideration received (such as the premium redefee a written option or
warrant on the entity’s own shares) is added dirgotlquity. Any consideration
paid (such as the premium paid for a purchaseampis deducted directly from
equity. Changes in the fair value of an equityrinsent are not recognised in the
financial statements.

22A If the entity’s own equity instruments to bee®ed, or delivered, by the entity
upon settlement of a contract are puttable findnicistruments with all the
features and meeting the conditions described magpaphs 16A and 16B, or
instruments that impose on the entity an obligatmmleliver to another party a

In this Standard, monetary amounts are denondrateurrency units’ (CU).
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pro rata share of the net assets of the entity onlfliquidation with all the
features and meeting the conditions described magraphs 16C and 16D, the
contract is a financial asset or a financial lidilThis includes a contract that
will be settled by the entity receiving or delivegira fixed number of such
instruments in exchange for a fixed amount of @asénother financial asset.

With the exception of the circumstances desdriheparagraphs 16A and 16B or
paragraphs 16C and 16D, a contract that containsblgation for an entity to
purchase its own equity instruments for cash othardinancial asset gives rise to
a financial liability for the present value of treelemption amount (for example, for
the present value of the forward repurchase pdpépn exercise price or other
redemption amount). This is the case even if thetract itself is an equity
instrument. One example is an entity’s obligatiorder a forward contract to
purchase its own equity instruments for cash. Withenfinancial liability is
recognised initially under NZ IAS 39, its fair valuthe present value of the
redemption amount) is reclassified from equity. b&qguently, the financial
liability is measured in accordance with NZ IAS 39t the contract expires
without delivery, the carrying amount of the finaldiability is reclassified to
equity. An entity’'s contractual obligation to pbhese its own equity
instruments gives rise to a financial liability fohe present value of the
redemption amount even if the obligation to pureh&s conditional on the
counterparty exercising a right to redeem (eg dt@riput option that gives the
counterparty the right to sell an entity’s own agunstruments to the entity for
a fixed price).

A contract that will be settled by the entity deting or receiving a fixed number
of its own equity instruments in exchange for a alslé amount of cash or
another financial asset is a financial asset arfonal liability. An example is a
contract for the entity to deliver 100 of its owauéty instruments in return for an
amount of cash calculated to equal the value ofdlfes of gold.

Contingent settlement provisions

A financial instrument may require the entity deliver cash or another
financial asset, or otherwise to settle it in swchway that it would be a
financial liability, in the event of the occurrencenon-occurrence of uncertain
future events (or on the outcome of uncertain cirstances) that are beyond
the control of both the issuer and the holder efittstrument, such as a change
in a stock market index, consumer price index, rede rate or taxation
requirements, or the issuer’s future revenuesinoeime or debt-to-equity ratio.
The issuer of such an instrument does not haverkenditional right to avoid
delivering cash or another financial asset (or otiee to settle it in such a way
that it would be a financial liability). Therefori,is a financial liability of the
issuer unless:

(a) the part of the contingent settlement provisidrat could require
settlement in cash or another financial asset {foerwise in such a way
that it would be a financial liability) is not geme;
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(b) the issuer can be required to settle the ofiigain cash or another
financial asset (or otherwise to settle it in suclay that it would be a
financial liability) only in the event of liquidatn of the issuer; or

(c) the instrument has all the features and mebes d¢onditions in
paragraphs 16A and 16B.

Settlement options

When a derivative financial instrument gives ongarty a choice over how it
is settled (eg the issuer or the holder can choosettlement net in cash or by
exchanging shares for cash), it is a financial agser a financial liability
unless all of the settlement alternatives would redt in it being an equity
instrument.

An example of a derivative financial instrumenthva settlement option that is a
financial liability is a share option that the issican decide to settle net in cash
or by exchanging its own shares for cash. Similatyne contracts to buy or sell
a non-financial item in exchange for the entity\wnoequity instruments are
within the scope of this Standard because they easetiled either by delivery of
the non-financial item or net in cash or anotheraficial instrument (see
paragraphs 8-10). Such contracts are financi@tsss 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 it corains both a liability and
an equity component. Such components shall be ckified separately as
financial liabilities, financial assets or equity nstruments in accordance with
paragraph 15.

An entity recognises separately the componenta fiflancial instrument that
(a) creates a financial liability of the entity afix) grants an option to the holder
of the instrument to convert it into an equity mstent of the entity. For

example, a bond or similar instrument convertibletbe holder into a fixed

number of ordinary shares of the entity is a conmgidinancial instrument. From

the perspective of the entity, such an instrumemprises two components: a
financial liability (a contractual arrangement telider cash or another financial
asset) and an equity instrument (a call option tgrgrthe holder the right, for a
specified period of time, to convert it into a fikeumber of ordinary shares of
the entity). The economic effect of issuing suchirestrument is substantially the
same as issuing simultaneously a debt instrumertt ait early settlement
provision and warrants to purchase ordinary shaneissuing a debt instrument
with detachable share purchase warrants. Accordimglgll cases, the entity
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presents the liability and equity components sdphrain its statement of
financial position.

Classification of the liability and equity commants of a convertible instrument
is not revised as a result of a change in theilikeld that a conversion option
will be exercised, even when exercise of the optiay appear to have become
economically advantageous to some holders. Holehens not always act in the
way that might be expected because, for examplgatheonsequences resulting
from conversion may differ among holders. Furthemen the likelihood of
conversion will change from time to time. The gngitcontractual obligation to
make future payments remains outstanding untilsitektinguished through
conversion, maturity of the instrument or some pthansaction.

NZ IAS 39 deals with the measurement of financiakets and financial

liabilities. Equity instruments are instrumentattevidence a residual interest in
the assets of an entity after deducting all ofligbilities. Therefore, when the

initial carrying amount of a compound financial tiusnent is allocated to its

equity and liability components, the equity compunis assigned the residual
amount after deducting from the fair value of timstiument as a whole the
amount separately determined for the liability comgnt. The value of any

derivative features (such as a call option) embdddehe compound financial

instrument other than the equity component (sudmasquity conversion option)

is included in the liability component. The sumtlé carrying amounts assigned
to the liability and equity components on initiatognition is always equal to the
fair value that would be ascribed to the instrument whole. No gain or loss
arises from initially recognising the componentshaf instrument separately.

Under the approach described in paragraph 3lissver of a bond convertible
into ordinary shares first determines the carryigount of the liability
component by measuring the fair value of a simiiability (including any
embedded non-equity derivative features) that dotfhave an associated equity
component. The carrying amount of the equity ureint represented by the
option to convert the instrument into ordinary €sais then determined by
deducting the fair value of the financial liabilifjom the fair value of the
compound financial instrument 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, saléssue or cancellation of an
entity’s own equity instruments. Such treasury shees may be acquired and
held by the entity or by other members of the condimated group.
Consideration paid or received shall be recognisedrmctly in equity.

The amount of treasury shares held is disclssedrately either in the statement
of financial position or in the notes, in accordamdth NZ IAS 1Presentation of
Financial Statements An entity provides disclosure in accordance with
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NZ IAS 24 Related Party Disclosureff the entity reacquires its own equity
instruments from related parties.

Interest, dividends, losses and gains (see also
paragraph AG37)

Interest, dividends, losses and gains relating ta financial instrument or a

component that is a financial liability shall be reognised as income or
expense in profit or loss. Distributions to holdersof an equity instrument

shall be debited by the entity directly to equitynet of any related income tax
benefit. Transaction costs of an equity transactio shall be accounted for as
a deduction from equity, net of any related incomegax benefit.

The classification of a financial instrumentadinancial liability or an equity

instrument determines whether interest, dividendssds and gains relating to
that instrument are recognised as income or expengeofit or loss. Thus,

dividend payments on shares wholly recognised dslitias are recognised as
expenses in the same way as interest on a bondila®yngains and losses
associated with redemptions or refinancings of fam@rliabilities are recognised
in profit or loss, whereas redemptions or refinagsiof equity instruments are
recognised as changes in equity. Changes in thevédue of an equity

instrument are not recognised in the financialestents.

An entity typically incurs various costs in igsgior acquiring its own equity

instruments. Those costs might include registnadod other regulatory fees,
amounts paid to legal, accounting and other prafeat advisers, printing costs
and stamp duties. The transaction costs of anyegiansaction are accounted for
as a deduction from equity (net of any related inedax benefit) to the extent
they are incremental costs directly attributablethie equity transaction that
otherwise would have been avoided. The costs ofqaityetransaction that is

abandoned are recognised as an expense.

Transaction costs that relate to the issue afrapound financial instrument are
allocated to the liability and equity componentgha instrument in proportion to
the allocation of proceeds. Transaction costsrtlate jointly to more than one
transaction (for example, costs of a concurrenéroff of some shares and a
stock exchange listing of other shares) are allmt# those transactions using a
basis of allocation that is rational and consisteitt similar transactions.

The amount of transaction costs accounted far @sduction from equity in the

period is disclosed separately under NZ IAS 1. Télated amount of income

taxes recognised directly in equity is includedha aggregate amount of current
and deferred income tax credited or charged totgdbat is disclosed under

NZ IAS 12Income Taxes

Dividends classified as an expense may be pesémthe statement(s) of profit
or loss and other comprehensive income either witrést on other liabilities or
as a separate item. In addition to the requiremehthis Standard, disclosure of
interest and dividends is subject to the requirdmehNZ IAS 1 and NZ IFRS 7.
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In some circumstances, because of the differenegsclen interest and dividends
with respect to matters such as tax deductibilitys idesirable to disclose them
separately in the statement(s) of profit or losd ather comprehensive income.
Disclosures of the tax effects are made in accoelanit NZ IAS 12.

Gains and losses related to changes in the egraynount of a financial liability
are recognised as income or expense in profitss &ven when they relate to an
instrument that includes a right to the residutdnest in the assets of the entity in
exchange for cash or another financial asset (sgagmph 18(b)). Under
NZ IAS 1 the entity presents any gain or loss ari§iogn remeasurement of such
an instrument separately in the statement of cohgms&ve income when it is
relevant in explaining the 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 shdlbe offset and the net amount

presented in the statement of financial position whe and only when, an

entity:

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

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

In accounting for a transfer of a financial asset hhat 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@dmssets and financial liabilities
on a net basis when doing so reflects an entityfeeted future cash flows from
settling two or more separate financial instrumeghen an entity has the right
to receive or pay a single net amount and inteodkotso, it has, in effect, only a
single financial asset or financial liability. lother circumstances, financial
assets and financial liabilities are presented reg¢gly from each other
consistently with their characteristics as resouarasbligations of the entity.

Offsetting a recognised financial asset and cagrised financial liability and
presenting the net amount differs from the dereitiognof a financial asset or a
financial liability. Although offsetting does ngive rise to recognition of a gain or
loss, the derecognition of a financial instrumestt only results in the removal of
the previously recognised item from the statemérftnancial position but also
may result in recognition of a gain or loss.

A right of set-off is a debtor’s legal right, lbpntract or otherwise, to settle or
otherwise eliminate all or a portion of an amoungé do a creditor by applying
against that amount an amount due from the creditorunusual circumstances,
a debtor may have a legal right to apply an amduetfrom a third party against
the amount due to a creditor provided that theemiagreement between the three
parties that clearly establishes the debtor’s rgfhget-off. Because the right of
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set-off is a legal right, the conditions supportithg right may vary from one
legal jurisdiction to another and the laws applieatol the relationships between
the parties need to be considered.

The existence of an enforceable right to setadihancial asset and a financial
liability affects the rights and obligations assted with a financial asset and a
financial liability and may affect an entity’s exqoe to credit and liquidity risk.
However, the existence of the right, by itself, ist ra sufficient basis for
offsetting. In the absence of an intention to eiser the right or to settle
simultaneously, the amount and timing of an erditigiture cash flows are not
affected. When an entity intends to exercise ijigt 1or to settle simultaneously,
presentation of the asset and liability on a netieeflects more appropriately
the amounts and timing of the expected future ¢asts, as well as the risks to
which those cash flows are exposed. An intentionr®yar both parties to settle
on a net basis without the legal right to do sooissufficient to justify offsetting
because the rights and obligations associated Wwéhrdividual financial asset
and financial liability remain unaltered.

An entity’s intentions with respect to settlemehparticular assets and liabilities
may be influenced by its normal business practities, requirements of the
financial markets and other circumstances that limaiy the ability to settle net

or to settle simultaneously. When an entity hagglat of set-off, but does not
intend to settle net or to realise the asset attte gbe liability simultaneously,

the effect of the right on the entity’'s credit rigkposure is disclosed in
accordance with paragraph 36 of NZ IFRS 7.

Simultaneous settlement of two financial instroteemay occur through, for
example, the operation of a clearing house in garised financial market or a
face-to-face exchange. In these circumstancescdéisé flows are, in effect,
equivalent to a single net amount and there isxpo®ure to credit or liquidity
risk. In other circumstances, an entity may sdttle instruments by receiving
and paying separate amounts, becoming exposeeédd osk for the full amount
of the asset or liquidity risk for the full amounf the liability. Such risk
exposures may be significant even though relativiefief.  Accordingly,
realisation of a financial asset and settlemera fifiancial liability are treated as
simultaneous only when the transactions occur asdhge moment.

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

(@) several different financial instruments aredutteemulate the features of a
single financial instrument (a ‘synthetic instrurtign

(b) financial assets and financial liabilities arisom financial instruments
having the same primary risk exposure (for examgeets and liabilities
within a portfolio of forward contracts or other detive instruments) but
involve different counterparties;

(c) financial or other assets are pledged as ewoHdhtfor non-recourse
financial liabilities;
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(d) financial assets are set aside in trust by latadefor the purpose of
discharging an obligation without those assets ltatieen accepted by
the creditor in settlement of the obligation (feample, a sinking fund
arrangement); or

(e) obligations incurred as a result of eventsmgjviise to losses are expected
to be recovered from a third party by virtue oflaimm made under an
insurance contract.

An entity that undertakes a number of finanaistriument transactions with a
single counterparty may enter into a ‘master ngttarrangement’ with that

counterparty. Such an agreement provides for glesinet settlement of all

financial instruments covered by the agreementhin évent of default on, or
termination of, any one contract. These arrangésnare commonly used by
financial institutions to provide protection agdifess in the event of bankruptcy
or other circumstances that result in a counteypbeing unable to meet its
obligations. A master netting arrangement commamgates a right of set-off

that becomes enforceable and affects the realisatiosettlement of individual

financial assets and financial liabilities onlyléaling a specified event of default
or in other circumstances not expected to arigaénnormal course of business.
A master netting arrangement does not provide & bBasioffsetting unless both

of the criteria in paragraph 42 are satisfied. Wfirancial assets and financial
liabilities subject to a master netting arrangen@stnot offset, the effect of the
arrangement on an entity’s exposure to creditigskisclosed in accordance with
paragraph 36 of NZ IFRS 7.

Disclosure

51-95

[Deleted by IASB]

Effective date and transition

96

96A

This Standard becomes operative for an entfigancial statements that cover
annual accounting periods beginning on or aftearfudry 2007. Early adoption
of this Standard is permitted only when an entit;mwptes with NZ IFRS TFirst-
time Adoption of New Zealand Equivalents to Inteoretl Financial Reporting
Standarddor an annual accounting period beginning on teref January 2005.

Puttable Financial Instruments and Obligations Argsian Liquidation(revised

Amendments to NZ IAS 32 and NZ IAS 1), issued in Felyr008, required
financial instruments that contain all the featuessl meet the conditions in
paragraphs 16A and 16B or paragraphs 16C and 16B ¢tabsified as an equity
instrument, amended paragraphs 11, 16, 17-19, 2222 AG13, AG14 and

0

In August 2005 the IASB relocated all disclosurgating to financial instruments to IFRSFihancial

Instruments: Disclosures
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96B

96C

97
97A

97B

97C

97D

AG27, and inserted paragraphs 16A-16F, 22A, 96B, 96C, AG14A-AG14J
and AG29A. An entity shall apply those amendments danual periods
beginning on or after 1 January 2009. Earlier agpion is permitted where an
entity complies, or has complied, with New Zealand iajent to International
Financial Reporting StandardFirst-time Adoption of New Zealand Equivalents
to International Financial Reporting Standard$ an entity applies the changes
for an earlier period, it shall disclose that faod apply the related amendments
to NZ IAS 1, NZ IAS 39, NZ IFRS 7 and NZ IFRIC 2 at tlare time.

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

The classification of instruments under thisegtion shall be restricted to the
accounting for such an instrument under NZ IAS 1, N& B2, NZ IAS 39 and
NZ IFRS 7. The instrument shall not be considereceauity instrument under
other guidance, for example NZ IFRS 2.

This Standard shall be applied retrospectively.

NZ IAS 1 (as revised in 2007) amended the tertogo used throughout New
Zealand equivalents to IFRSs. In addition it ameehgdaragraph 40. An entity
shall apply those amendments for annual periodsinbeg on or after

1 January 2009. If an entity applies NZIAS 1 (redis2007) for an earlier
period, the amendments shall be applied for thdieeperiod.

NZ IFRS 3 (as revised in 2008) deleted paragfdph An entity shall apply that
amendment for annual periods beginning on or dftduly 2009. If an entity
applies NZ IFRS 3 (revised 2008) for an earlier gubrthe amendment shall also
be applied for that earlier period. However, the angent does not apply to
contingent consideration that arose from a busimessbination for which the
acquisition date preceded the application of NZ IBR@evised 2008). Instead,
an entity shall account for such consideration imcoadance with
paragraphs 65A—65E of NZ IFRS 3 (as amended in 2010)

When applying the amendments described in pgrh@6A, an entity is required
to split a compound financial instrument with anigdion to deliver to another
party a pro rata share of the net assets of thigyesrily on liquidation into
separate liability and equity components. If thability component is no longer
outstanding, a retrospective application of thoseersdments to NZ IAS 32
would involve separating two components of equitye Tinst component would
be in retained earnings and represent the cumalatiterest accreted on the
liability component. The other component would repré the original equity
component. Therefore, an entity need not sepah&®ettwo components if the
liability component is no longer outstanding at tete of application of the
amendments.

Paragraph 4 was amendedimprovements to NZ IFR$ssued in June 2008. An
entity shall apply that amendment for annual perid@ginning on or after
1 January 2009. Earlier application is permittefl. ah entity applies the
amendment for an earlier period it shall discldsat tfact and apply for that
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earlier period the amendments to paragraph 3 of ARSI7, paragraph 1 of
NZ IAS 28 and paragraph 1 of NZ IAS 31 issued in JW@82 An entity is
permitted to apply the amendment prospectively.

Paragraphs 11 and 16 were amendeGlagsification of Rights Issuéssued in
November 2009. An entity shall apply that amendment dnnual periods
beginning on or after 1 February 2010. Earlier egapion is permitted. If an
entity applies the amendment for an earlier petitoghall disclose that fact.

Paragraph 97B was amendedraprovements to NZ IFR$ssued in July 2010.
An entity shall apply that amendment for annual gsibeginning on or after 1
July 2010. Earlier application is permitted.

Presentation of Items of Other Comprehensive Incdimendments to
NZ IAS 1), issued in August 2011, amended paragraphad@ added
paragraph NZ 4.1. An entity shall apply those amesrdm when it applies
NZ IAS 1 as amended in August 2011.

Withdrawal of other pronouncements

98-100

[Paragraphs 98 to 100 of NZ IAS 32 are notorthed. The withdrawal of
previous IASB pronouncements is not relevant to $tandard.]
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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 applicatainparticular aspects of the
Standard.

The Standard does not deal with the recognitiomeasurement of financial
instruments. Requirements about the recognitiah raeasurement of financial
assets and financial liabilities are set out in R3 B9.

Definitions (paragraphs 11-14)

AG3

AG4

AG5

Financial assets and financial liabilities

Currency (cash) is a financial asset becauspiesents the medium of exchange
and is therefore the basis on which all transactamesmeasured and recognised
in financial statements. A deposit of cash with akbar similar financial
institution is a financial asset because it reprss¢he contractual right of the
depositor to obtain cash from the institution ordaw a cheque or similar
instrument against the balance in favour of a toedh payment of a financial
liability.

Common examples of financial assets represemtiogntractual right to receive
cash in the future and corresponding financialiliiéds representing a contractual
obligation to deliver cash in the future are:

(@) 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 toivecer obligation to pay) cash is
matched by the other party’s corresponding obligato pay (or right to receive).

Another type of financial instrument is one for ethithe economic benefit to be
received or given up is a financial asset othen tbash. For example, a note
payable in government bonds gives the holder tinéractual right to receive and
the issuer the contractual obligation to deliveveggoment bonds, not cash. The
bonds are financial assets because they repredsigatons of the issuing
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government to pay cash. The note is, therefornamcial asset of the note
holder and a financial liability of the note issuer

AG6 ‘Perpetual’ debt instruments (such as ‘perpetbahds, debentures and capital
notes) normally provide the holder with the contattight to receive payments
on account of interest at fixed dates extending the indefinite future, either
with no right to receive a return of principal oright to a return of principal
under terms that make it very unlikely or very farthe future. For example,
an entity may issue a financial instrument reqgitirto make annual payments in
perpetuity equal to a stated interest rate of 8geait applied to a stated par or
principal amount of CU1,000. Assuming 8 per cent to be the market rate of
interest for the instrument when issued, the issagsumes a contractual
obligation to make a stream of future interest payts having a fair value
(present value) of CU1,000 on initial recognitiomhe holder and issuer of the
instrument have a financial asset and a finanhllity, respectively.

AG7 A contractual right or contractual obligation teceive, deliver or exchange
financial instruments is itself a financial instrem. A chain of contractual rights
or contractual obligations meets the definitionadinancial instrument if it will
ultimately lead to the receipt or payment of caslioathe acquisition or issue of
an equity instrument.

AG8 The ability to exercise a contractual right oe thequirement to satisfy a
contractual obligation may be absolute, or it maybntingent on the occurrence
of a future event. For example, a financial gutgars a contractual right of the
lender to receive cash from the guarantor, and mesponding contractual
obligation of the guarantor to pay the lender, life tborrower defaults.
The contractual right and obligation exist becaofa past transaction or event
(assumption of the guarantee), even though theet&nability to exercise its
right and the requirement for the guarantor to grenf under its obligation are
both contingent on a future act of default by tbertwer. A contingent right and
obligation meet the definition of a financial asaed a financial liability, even
though such assets and liabilities are not alwagegmised in the financial
statements. Some of these contingent rights afigatibns may be insurance
contracts within the scope of NZ IFRS 4.

AG9 Under NZ IAS 17 easesa finance lease is regarded as primarily an eniiht
of the lessor to receive, and an obligation of k&see to pay, a stream of
payments that are substantially the same as blepdgahents of principal and
interest under a loan agreement. The lessor atcdonits investment in the
amount receivable under the lease contract raltfzer the leased asset itself. An
operating lease, on the other hand, is regardegriasarily an uncompleted
contract committing the lessor to provide the usarpasset in future periods in
exchange for consideration similar to a fee foervise. The lessor continues to
account for the leased asset itself rather thanaamyunt receivable in the future
under the contract. Accordingly, a finance leaseaegarded as a financial

In this guidance, monetary amounts are denondriatiEurrency units’ (CU).
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AG10

AG11

AG12

AG13

AG14

instrument and an operating lease is not regarsledfimancial instrument (except
as regards individual payments currently due arydipa).

Physical assets (such as inventories, propgaexgt and equipment), leased assets
and intangible assets (such as patents and traki®are not financial assets.
Control of such physical and intangible assetstesean opportunity to generate
an inflow of cash or another financial asset, buloies not give rise to a present
right to receive cash or another financial asset.

Assets (such as prepaid expenses) for which thieef@conomic benefit is the
receipt of goods or services, rather than the righteceive cash or another
financial asset, are not financial assets. Silyilétems such as deferred revenue
and most warranty obligations are not financialilies because the outflow of
economic benefits associated with them is the dslieé goods and services
rather than a contractual obligation to pay casanmther financial asset.

Liabilities or assets that are not contracteatl as income taxes that are created
as a result of statutory requirements imposed lseigonents) are not financial
liabilities or financial assets. Accounting for ame taxes is dealt with in
NZ IAS 12. Similarly, constructive obligations, asfided in NZ IAS 37
Provisions, Contingent Liabilities and Contingentsats do not arise from
contracts and are not financial liabilities.

Equity instruments

Examples of equity instruments include non-flé&taordinary shares, some
puttable instruments (see paragraphs 16A and 16&jesinstruments that
impose on the entity an obligation to deliver tmther party a pro rata share of
the net assets of the entity only on liquidatioae(paragraphs 16C and 16D),
some types of preference shares (see paragraphs &@&2AG26), and warrants
or written call options that allow the holder to stiitse for or purchase a fixed
number of non-puttable ordinary shares in the rgpuntity in exchange for a
fixed amount of cash or another financial asset.eAtity’s obligation to issue or
purchase a fixed number of its own equity instrureeéntexchange for a fixed
amount of cash or another financial asset is arntye@ustrument of the entity
(except as stated in paragraph 22A). However, if sudontract contains an
obligation for the entity to pay cash or anotheraficial asset (other than a
contract classified as equity in accordance withageaphs 16A and 16B or
paragraphs 16C and 16D), it also gives rise tollityafor the present value of
the redemption amount (see paragraph AG27(a)). Awmelissef non-puttable
ordinary shares assumes a liability when it formaltys to make a distribution
and becomes legally obligated to the shareholded®tso. This may be the case
following the declaration of a dividend or when theity is being wound up and
any assets remaining after the satisfaction ofiliieds become distributable to
shareholders.

A purchased call option or other similar contr@ajuired by an entity that gives
it the right to reacquire a fixed number of its omguity instruments in exchange
for delivering a fixed amount of cash or anotheaficial asset is not a financial
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asset of the entity (except as stated in paragza@¥). Instead, any consideration
paid for such a contract is deducted 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 18Raisthe financial instrument is
in the class of instruments that is subordinat&ltother classes.

When determining whether an instrument is in ghbordinate class, an entity
evaluates the instrument’s claim on liquidationifai$ were to liquidate on the

date when it classifies the instrument. An entityllsteassess the classification if
there is a change in relevant circumstances. Fample, if the entity issues or
redeems another financial instrument, this maycafféhether the instrument in
guestion is in the class of instruments that iostibate to all other classes.

An instrument that has a preferential right ignitlation of the entity is not an
instrument with an entitlement to a pro rata shdrthe net assets of the entity.
For example, an instrument has a preferential wghliquidation if it entitles the

holder to a fixed dividend on liquidation, in addit to a share of the entity’s net
assets, when other instruments in the subordinats alith a right to a pro rata
share of the net assets of the entity do not Havesame right on liquidation.

If an entity has only one class of financiatioments, that class shall be treated
as if it were subordinate to all other classes.

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 instrunosetr the life of the instrument
must be substantially based on the profit or legsinge 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 ahd change in the recognised net
assets shall be measured in accordance with relévaBss.

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 instrumemé instrument that imposes on the
entity an obligation to deliver to another partgra rata share of the net assets of
the entity only on liquidation may enter into traosons with the entity in a role
other than that of an owner. For example, an ingntrholder may also be an
employee of the entity. Only the cash flows and tbatractual terms and
conditions of the instrument that relate to therimeent holder as an owner of the
entity shall be considered when assessing whetheingteument should be
classified as equity under paragraph 16A or pardgi&c.
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AG14G An example is a limited partnership that hastéichand general partners. Some
general partners may provide a guarantee to they emd may be remunerated
for providing that guarantee. In such situatiohg guarantee and the associated
cash flows relate to the instrument holders in thelie as guarantors and not in
their roles as owners of the entity. Therefore, saiguarantee and the associated
cash flows would not result in the general partneisd considered subordinate
to the limited partners, and would be disregardeénvhssessing whether the
contractual terms of the limited partnership instemts and the general
partnership instruments are identical.

AG14H Another example is a profit or loss sharing rageament that allocates profit or
loss to the instrument holders on the basis ofisesvrendered or business
generated during the current and previous yearsh Sarrangements are
transactions with instrument holders in their raddenan-owners and should not be
considered when assessing the features listed@ygzph 16A or paragraph 16C.
However, profit or loss sharing arrangements thatcate profit or loss to
instrument holders based on the nominal amounheif instruments relative to
others in the class represent transactions witlinteument holders in their roles
as owners and should be considered when assessinfedahees listed in
paragraph 16A or paragraph 16C.

AG14l The cash flows and contractual terms and canditof a transaction between the
instrument holder (in the role as a non-owner) #rel issuing entity must be
similar to an equivalent transaction that mightuwcbetween 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)

AG14J A condition for classifying as equity a finahdiestrument that otherwise meets
the criteria in paragraph 16A or paragraph 16C & the entity has no other
financial instrument or contract that has (a) totsh flows based substantially on
the profit or loss, the change in the recognisddassets or the change in the fair
value of the recognised and unrecognised net asktite entity and (b) the effect
of substantially restricting or fixing the residuakturn. The following
instruments, when entered into on normal commengais with unrelated
parties, are unlikely to prevent instruments thiiteonvise meet the criteria in
paragraph 16A or paragraph 16C from being class#gedquity:

(@) instruments with total cash flows substantialgdd on specific assets of
the entity.

(b) instruments with total cash flows based on ag@age of revenue.

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

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

Financial instruments include primary instrunsefstuch as receivables, payables
and equity instruments) and derivative financiatioments (such as financial
options, futures and forwards, interest rate swapd aarrency swaps).
Derivative financial instruments meet the definitmina financial instrument and,
accordingly, are within the scope of this Standard.

Derivative financial instruments create rightd abligations that have the effect
of transferring between the parties to the instrunoee or more of the financial
risks inherent in an underlying primary financiasirument. On inception,
derivative financial instruments give one party antcactual right to exchange
financial assets or financial liabilities with anetiparty under conditions that are
potentially favourable, or a contractual obligationexchange financial assets or
financial liabilities with another party under cotidins that are potentially
unfavourable. However, they generallfo not result in a transfer of the
underlying primary financial instrument on inceptiof the contract, nor does
such a transfer necessarily take place on matudfy the contract.
Some instruments embody both a right and an obdigab make an exchange.
Because the terms of the exchange are determinéuateption of the derivative
instrument, as prices in financial markets chamgsé terms may become either
favourable or unfavourable.

A put or call option to exchange financial assets financial liabilities
(ie financial instruments other than an entity’s osquity instruments) gives the
holder a right to obtain potential future econonhienefits associated with
changes in the fair value of the financial instratenderlying the contract.
Conversely, the writer of an option assumes an atitig to forgo potential
future economic benefits or bear potential losfesconomic benefits associated
with changes in the fair value of the underlyingafigial instrument. The
contractual right of the holder and obligation toé tvriter meet the definition of a
financial asset and a financial liability, respeely. The financial instrument
underlying an option contract may be any finaneisset, including shares in
other entities and interest-bearing instruments. option may require the writer
to issue a debt instrument, rather than transfieraacial asset, but the instrument
underlying the option would constitute a financis$et of the holder if the option
were exercised. The option-holder’s right to exgathe financial asset under
potentially favourable conditions and the writer’Bligation to exchange the
financial asset under potentially unfavourable ¢bows are distinct from the
underlying financial asset to be exchanged uponrcesee of the option.
The nature of the holder’s right and of the writasldigation are not affected by
the likelihood that the option will be exercised.

Another example of a derivative financial insteurnis a forward contract to be
settled in six months’ time in which one party (thechaser) promises to deliver

This is true of most, but not all derivatives, isgsome cross-currency interest rate swaps pahegp
exchanged on inception (and re-exchanged on mgturit
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AG19

AG20

CU1,000,000 cash in exchange for CU1,000,000 faceummof fixed rate
government bonds, and the other party (the selfmises to deliver
CU1,000,000 face amount of fixed rate governmentdboim exchange for
CU1,000,000 cash. During the six months, both Eafeeve a contractual right
and a contractual obligation to exchange finangiatruments. If the market
price of the government bonds rises above CU1,000,0@ conditions will be
favourable to the purchaser and unfavourable tostller; if the market price
falls below CU1,000,000, the effect will be the oppas The purchaser has a
contractual right (a financial asset) similar te thight under a call option held
and a contractual obligation (a financial liabiigimilar to the obligation under a
put option written; the seller has a contractuahtri@a financial asset) similar to
the right under a put option held and a contraatbdibation (a financial liability)
similar to the obligation under a call option wrnitte As with options, these
contractual rights and obligations constitute fitiah assets and financial
liabilities separate and distinct from the undenlyifinancial instruments
(the bonds and cash to be exchanged). Both p#oti@$orward contract have an
obligation to perform at the agreed time, whereasopmance under an option
contract occurs only if and when the holder of théam chooses to exercise it.

Many other types of derivative instruments enybadight or obligation to make
a future exchange, including interest rate andetwly swaps, interest rate caps,
collars and floors, loan commitments, note issudac#ities and letters of credit.
An interest rate swap contract may be viewed as ati@riof a forward contract
in which the parties agree to make a series of édutchanges of cash amounts,
one amount calculated with reference to a floatirigrest rate and the other with
reference to a fixed interest rate. Futures cotdrare another variation of
forward contracts, differing primarily in that therdracts are standardised and
traded on an exchange.

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

Contracts to buy or sell non-financial items mim meet the definition of a
financial instrument because the contractual rightne party to receive a non-
financial asset or service and the correspondirigation of the other party do
not establish a present right or obligation of @itparty to receive, deliver or
exchange a financial asset. For example, contthetsprovide for settlement
only by the receipt or delivery of a non-finandiem (eg an option, futures or
forward contract on silver) are not financial instents. Many commodity
contracts are of this type. Some are standardiistim and traded on organised
markets in much the same fashion as some derivditiacial instruments.
For example, a commodity futures contract may baegho and sold readily for
cash because it is listed for trading on an exchamgl may change hands many
times. However, the parties buying and selling ttract are, in effect, trading
the underlying commodity. The ability to buy ofls.e commodity contract for
cash, the ease with which it may be bought or sold the possibility of
negotiating a cash settlement of the obligation régeive or deliver the
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commodity do not alter the fundamental charactethef contract in a way that
creates a financial instrument. Nevertheless, scoméracts to buy or sell non-
financial items that can be settled net or by ergiveg financial instruments, or
in which the non-financial item is readily convelgilto cash, are within the scope
of the Standard as if they were financial instruragaee paragraph 8).

A contract that involves the receipt or delivefyphysical assets does not give
rise to a financial asset of one party and a firdr@mbility of the other party
unless any corresponding payment is deferred pasddte on which the physical
assets are transferred. Such is the case withutehgse or sale of goods on
trade credit.

Some contracts are commodity-linked, but doimadlve settlement through the
physical receipt or delivery of a commodity. Theyecify settlement through
cash payments that are determined according tonaufa in the contract, rather
than through payment of fixed amounts. For example principal amount of a
bond may be calculated by applying the market pateil prevailing at the
maturity of the bond to a fixed quantity of oil. h& principal is indexed by
reference to a commodity price, but is settled dnlycash. Such a contract
constitutes a financial instrument.

The definition of a financial instrument alsocempasses a contract that gives
rise to a non-financial asset or non-financial ilighbin addition to a financial
asset or financial liability. Such financial ingtnents often give one party an
option to exchange a financial asset for a nonAfiiel asset. For example, an
oil-linked bond may give the holder the right teei/e a stream of fixed periodic
interest payments and a fixed amount of cash orunitgt with the option to
exchange the principal amount for a fixed quandtyoil. The desirability of
exercising this option will vary from time to timesjpgending on the fair value of
oil relative to the exchange ratio of cash for(tile exchange price) inherent in
the bond. The intentions of the bondholder coriogrthe exercise of the option
do not affect the substance of the component assgie financial asset of the
holder and the financial liability of the issuer keathe bond a financial
instrument, regardless of the other types of ass®tdiabilities also created.

[Deleted by IASB]

Presentation

AG25

Liabilities and equity (paragraphs 15-27)

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

Preference shares may be issued with varioussrigim determining whether a

preference share is a financial liability or anigginstrument, an issuer assesses
the particular rights attaching to the share teedeine whether it exhibits the
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fundamental characteristic of a financial liabilityFor example, a preference
share that provides for redemption on a specifie daat the option of the holder
contains a financial liability because the issues lan obligation to transfer
financial assets to the holder of the share. Tdtergial inability of an issuer to
satisfy an obligation to redeem a preference stvéen contractually required to
do so, whether because of a lack of funds, a stgtuéstriction or insufficient
profits or reserves, does not negate the obligatiém option of the issuer to
redeem the shares for cash does not satisfy theitdef of a financial liability
because the issuer does not have a present obfigatiransfer financial assets to
the shareholders. In this case, redemption ofliages is solely at the discretion
of the issuer. An obligation may arise, however, wttenissuer of the shares
exercises its option, usually by formally notifyitige shareholders of an intention
to redeem the shares.

When preference shares are non-redeemable,ptiropaiate classification is
determined by the other rights that attach to thé@lassification is based on an
assessment of the substance of the contractualgemaents and the definitions of
a financial liability and an equity instrument. @thdistributions to holders of the
preference shares, whether cumulative or non-cuivelare at the discretion of
the issuer, the shares are equity instruments. clssification of a preference
share as an equity instrument or a financial ligbiis not affected by,
for example:

(@) a history of making distributions;
(b) an intention to make distributions in the fetur

(c) a possible negative impact on the price ofradi shares of the issuer if
distributions are not made (because of restrictmmpaying dividends on
the ordinary shares if dividends are not paid enpteference shares);

(d) the amount of the issuer’s reserves;
(e) an issuer’s expectation of a profit or lossdqreriod; or

U] 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 clasdiffferent types of contracts on
an entity’s own equity instruments:

(a) A contract that will be settled by the entitya®ing or delivering a fixed
number of its own shares for no future consideratmmexchanging a
fixed number of its own shares for a fixed amouhtcash or another
financial asset, is an equity instrument (except stated in
paragraph 22A). Accordingly, any consideration resgior paid for such
a contract is added directly to or deducted diyefitbm equity. One
example is an issued share option that gives thategarty a right to
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buy a fixed number of the entity’s shares for afixamount of cash.
However, if the contract requires the entity to paseh (redeem) its own
shares for cash another financial asset at a fixeftterminable date or on
demand, the entity also recognises a financialiliigtfor the present

value of the redemption amount (with the exceptibrinetruments that

have all the features and meet the conditions iagraphs 16A and 16B
or paragraphs 16C and 16D). One example is an 'snityigation under

a forward contract to repurchase a fixed numbetsobwn shares for a
fixed amount of cash.

An entity’s obligation to purchase its own shai@scash gives rise to a
financial liability for the present value of thedemption amount even if
the number of shares that the entity is obligedgepurchase is not fixed or
if the obligation is conditional on the countergaexercising a right to
redeem (except as stated in paragraphs 16A andoigRragraphs 16C
and 16D). One example of a conditional obligatioransissued option
that requires the entity to repurchase its own shdoe cash if the
counterparty exercises the option.

A contract that will be settled in cash or anotfieancial asset is a
financial asset or financial liability even if tleenount of cash or another
financial asset that will be received or deliveretbésed on changes in the
market price of the entity's own equity (except attesl in
paragraphs 16A and 16B or paragraphs 16C and 16Dg. egample is a
net cash-settled share option.

A contract that will be settled in a variablanmber of the entity’'s own
shares whose value equals a fixed amount or anrgrbased on changes in
an underlying variable (eg a commodity price) idirmncial asset or a
financial liability. An example is a written optioto buy gold that, if
exercised, is settled net in the entity's own insients by the entity
delivering as many of those instruments as areldqutne value of the
option contract. Such a contract is a financiget®r financial liability
even if the underlying variable is the entity’s oslmare price rather than
gold. Similarly, a contract that will be settled & fixed number of the
entity’s own shares, but the rights attaching tis¢éhshares will be varied so
that the settlement value equals a fixed amouramamount based on
changes in an underlying variable, is a finangaktor a financial liability.

Contingent settlement provisions (paragraph 25)

Paragraph 25 requires that if a part of a cgatih settlement provision that could
require settlement in cash or another financiattags in another way that would
result in the instrument being a financial liajliis not genuine, the settlement
provision does not affect the classification ofimafcial instrument. Thus, a
contract that requires settlement in cash or abkinumber of the entity’'s own
shares only on the occurrence of an event thattieraely rare, highly abnormal

and very unlikely to occur is an equity instrume&imilarly, settlement in a fixed
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number of an entity’'s own shares may be contrdgtpaécluded in circumstances
that are outside the control of the entity, bub&se circumstances have no genuine
possibility of occurring, classification as an dgumstrument is appropriate.

Treatment in consolidated financial statements

In consolidated financial statements, an emptigsents non-controlling interests—ie
the interests of other parties in the equity ancorne of its subsidiaries—in
accordance with NZIAS 1 and NZIAS 27. When clagsif a financial
instrument (or a component of it) in consolidatethrficial statements, an entity
considers all terms and conditions agreed betweenbews of the group and the
holders of the instrument in determining whether group as a whole has an
obligation to deliver cash or another financiakass respect of the instrument or to
settle it in a manner that results in liability sddication. When a subsidiary in a
group issues a financial instrument and a parenbtber group entity agrees
additional terms directly with the holders of thestrument (eg a guarantee),
the group may not have discretion over distribugion redemption. Although the
subsidiary may appropriately classify the instrumerthout regard to these
additional terms in its individual financial statents, the effect of other agreements
between members of the group and the holders ohgtriment is considered in
order to ensure that consolidated financial statgsneeflect the contracts and
transactions entered into by the group as a whbdethe extent that there is such an
obligation or settlement provision, the instrumémt the component of it that is
subject to the obligation) is classified as a fiah liability in consolidated
financial statements.

Some types of instruments that impose a contahobligation on the entity are
classified as equity instruments in accordance wiéhagraphs 16A and 16B or
paragraphs 16C and 16D. Classification in accordaittethose paragraphs is an
exception to the principles otherwise applied irs thiandard to the classification
of an instrument. This exception is not extendedh@ classification of non-
controlling interests in the consolidated financiatatements. Therefore,
instruments classified as equity instruments iroed&nce with either paragraphs
16A and 16B or paragraphs 16C and 16D in the separatelividual financial
statements that are non-controlling interests #assified as liabilities in the
consolidated financial statements of the group.

Compound financial instruments
(paragraphs 28-32)

Paragraph 28 applies only to issuers of nonsdive compound financial
instruments. Paragraph 28 does not deal with compdimancial instruments
from the perspective of holders. NZIAS 39 dealshwihe separation of
embedded derivatives from the perspective of helddr compound financial
instruments that contain debt and equity features.
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A common form of compound financial instrumengtigebt instrument with an
embedded conversion option, such as a bond cobleeitito ordinary shares of
the issuer, and without any other embedded derwdtatures. Paragraph 28
requires the issuer of such a financial instrumenmtpresent the liability

component and the equity component separately enstatement of financial

position, as follows:

@ The issuer’'s obligation to make scheduled paymef interest and
principal is a financial liability that exists agng as the instrument is
not converted. On initial recognition, the fair wal of the liability
component is the present value of the contractuddiermined stream
of future cash flows discounted at the rate of ieseéapplied at that time
by the market to instruments of comparable cre@itus and providing
substantially the same cash flows, on the samestebut without the
conversion option.

(b) The equity instrument is an embedded optionaiovert the liability into
equity of the issuer. The fair value of the optamprises its time value
and its intrinsic value, if any. This option hadue on initial recognition
even when it is out of the money.

On conversion of a convertible instrument at migtuthe entity derecognises the
liability component and recognises it as equityhe original equity component
remains as equity (although it may be transferrethfone line item within equity

to another). There is no gain or loss on convaraiamaturity.

When an entity extinguishes a convertible imagnt before maturity through an

early redemption or repurchase in which the origic@hversion privileges are

the repurchase or redemption to the liability amplity components of the

instrument at the date of the transaction. Thehotktused in allocating the

consideration paid and transaction costs to tharaég components is consistent
with that used in the original allocation to the agpe components of the

proceeds received by the entity when the convertildgrument was issued,

in accordance with paragraphs 28-32.

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

(@) the amount of gain or loss relating to theiligbcomponent is recognised
in profit or loss; and

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

An entity may amend the terms of a convertilistrument to induce early
conversion, for example by offering a more favoleabonversion ratio or
paying other additional consideration in the eveftconversion before a
specified date. The difference, at the date theteare amended, between the
fair value of the consideration the holder receivas conversion of the
instrument under the revised terms and the faiwevalf the consideration the
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holder would have received under the original tersneecognised as a loss in
profit or loss.

Treasury shares (paragraphs 33 and 34)

An entity’'s own equity instruments are not recsgdi as a financial asset
regardless of the reason for which they are reaeduiParagraph 33 requires an
entity that reacquires its own equity instruments deduct those equity
instruments from equity. However, when an entity hats own equity on behalf
of others, eg a financial institution holding it&/ equity on behalf of a client,
there is an agency relationship and as a resudetholdings are not included in
the entity’s statement of financial position.

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

The following example illustrates the applicat@frparagraph 35 to a compound
financial instrument. Assume that a non-cumulatpeeference share is
mandatorily redeemable for cash in five years,that dividends are payable at
the discretion of the entity before the redemptilaite. Such an instrument is a
compound financial instrument, with the liabilityraponent being the present
value of the redemption amount. The unwinding o tliscount on this
component is recognised in profit or loss and diads as interest expense.
Any dividends paid relate to the equity componemt, accordingly, are recognised
as a distribution of profit or loss. A similar tteeent would apply if the redemption
was not mandatory but at the option of the holdeif the share was mandatorily
convertible into a variable number of ordinary slsacalculated to equal a fixed
amount or an amount based on changes in an umdgkigiriable (eg commodity).
However, if any unpaid dividends are added to #gdemption amount, the entire
instrument is a liability. In such a case, any divids are classified as interest
expense.

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

To offset a financial asset and a financialiligh an entity must have a currently
enforceable legal right to set off the recognisetants. An entity may have a
conditional right to set off recognised amountsghsias in a master netting
agreement or in some forms of non-recourse debuxth rights are enforceable
only on the occurrence of some future event, ug@atiefault of the counterparty.
Thus, such an arrangement does not meet the comslitor offset.

The Standard does not provide special treatnifentso-called ‘synthetic
instruments’, which are groups of separate findnicistruments acquired and
held to emulate the characteristics of anotherunstnt. For example, a floating
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rate long-term debt combined with an interest ratapsthat involves receiving
floating payments and making fixed payments synslkessa fixed rate long-term
debt. Each of the individual financial instrumenkst together constitute a
‘synthetic instrument’ represents a contractuahtrigr obligation with its own

terms and conditions and each may be transferreskitied separately. Each
financial instrument is exposed to risks that méfedfrom the risks to which

other financial instruments are exposed. Accorgingthen one financial

instrument in a ‘synthetic instrument’ is an assedl another is a liability, they
are not offset and presented in an entity’s statémifinancial position on a net
basis unless they meet the criteria for offsettimgaragraph 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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