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New Zealand Equivalent to International Accountingn8tad 37Provisions, Contingent
Liabilities and Contingent AssefSIZ IAS 37)is set out in paragraphs 1-95. NZ IAS 37
is based on International Accounting Standard®3@visions, Contingent Liabilities and
Contingent AssetgIAS 37) (1998) issued by the International AccongtiStandards
Committee (IASC) and adopted by the Internationalodeting Standards Board (IASB).
All the paragraphs have equal authority but retagnIASC format of the Standard when it
was adopted by the IASB. NZ IAS 37 should be reatiéncbntext of its objectivand the
New Zealand Equivalent to the IASBonceptual Framework for Financial Reporting
(NZ FrameworR. NZ IAS 8 Accounting Policies, Changes in Accounting Estimate
and Errorsprovides a basis for selecting and applying actingipolicies in the absence of
explicit guidance.

Any additional material is shown with grey shadingheTparagraphs are denoted with
“NZ” and identify the types of entities to which tharagraphs apply.

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 financialtetaents and for the financial statements
themselves. For example, profit/loss may be reeto as surplus/deficit and capital or
share capital may be referred to as equity.
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Introduction to NZ IAS 37

NZ IAS 37 prescribes the accounting and disclosuralfgorovisions, contingent liabilities
and contingent assets, except:

@)

(b)

those resulting from executory contracts, ekcepere the contract is onerous.
Executory contracts are contracts under which nepibety has performed any of its
obligations or both parties have partially perfodrtaeir obligations to an equal
extent; and

those covered by another Standard.

In addition, NZ IAS 37 excludes from its scope certibligations of the Crown.

Provisions
The Standard:

@)
(b)
(©
(d)

(€)

defines provisions;

defines a constructive obligation;

establishes requirements entities should tafceaccount in measuring provisions;
requires provisions to be reviewed at the endaah reporting period and adjusted
to reflect the current best estimate; and

states that a provision is to be used onlyefgrenditures for which the provision
was originally recognised.

Contingent Liabilities
The Standard:

@)
(b)
(©

defines a contingent liability;
prohibits recognition of contingent liabilitiesnd

requires disclosure of contingent liabilities)less the possibility of an outflow of
resources embodying economic benefits is remote.

Contingent Assets
The Standard:

@)
(b)
(©

(d)

defines a contingent asset;

does not permit an entity to recognise a cgetirt asset;

requires disclosure of contingent assets whaerénflow of economic benefits is
probable; and

states that when the realisation of incomeriiaily certain, the related asset is not
a contingent asset and its recognition is appregria

© Copyright 8
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In adopting IAS 37 as NZ IAS 37 the following changasénbeen made. NZ IAS 37:

(@) defines the term public benefit entities (paaph NZ 10.1);

(b) excludes from the scope of the Standard cenméiigations of the Crown and
provides guidance on these obligations (paragréjzhd.1 and NZ 3.1 to NZ 3.3);
and

(c) includes additional examples applicable to muibénefit entities in Appendix E.

Profit-oriented entities, other than qualifying iéas applying any differential reporting

concessions, that comply with NZ IAS 37 will simultansly be in compliance with

IAS 37. Public benefit entities using the “NZ” paraghs in the Standard that specifically
apply to public benefit entities may not simultangly be in compliance with IAS 37.

Whether a public benefit entity will be in complignwith IAS 37 will depend on whether
the “NZ” paragraphs provide additional guidance famblic benefit entities or contain

requirements that are inconsistent with the cormedpg IASB Standard and will be

applied by the public benefit entity.

Differential Reporting

Qualifying entities are given several concessionthéorequirements of this Standard (as
identified in the Standard).

9 © Copyright
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New Zealand Equivalent to International
Accounting Standard 37

Provisions, Contingent Liabilities and
Contingent Assets (NZ IAS 37)

Objective

The objective of this Standard is to ensure thgtr@griate recognition
criteria and measurement bases are applied to gioogi, contingent
liabilities and contingent assets and that sufficiaformation is disclosed in
the notes to enable users to understand theireyatoning and amount.

Scope

1 This Standard shall be applied by all entities iraccounting for provisions,
contingent liabilities and contingent assets, excep

(a) those resulting from executory contracts, excépvhere the contract is
onerous; and

(b) [deleted by IASB]
(c) those covered by another Standard.

The Crown

NZ 1.1 This Standard shall be applied by all entigs in accounting for provisions,
contingent liabilities and contingent assets exceph the case of the Crown.
In the case of the Crown this Standard shall not bapplied in accounting for
obligations expressed in legislation that have chacteristics similar to an
executory contract.

2 This Standard does not apply to financial inseots (including guarantees) that
are within the scope of NZ IAS 3Binancial Instruments: Recognition and
Measurement

© Copyright 10



NZ IAS 37

Executory contracts are contracts under whichheeiparty has performed any
of its obligations or both parties have partialgriprmed their obligations to an
equal extent. This Standard does not apply to w®eg contracts unless they
are onerous.

The Crown

NZ 3.1

NZ 3.2

NZ 3.3

Obligations of the Crown expressed in legisfathat have characteristics similar
to an executory contract are those where:

(@) the Crown is obligated to provide goods, sewior transfers to th
community in future periods using funding to be aded from the
community substantially in those future periods] an

(b) the intended third party recipients of the dmoservices or transfers haye
not yet satisfied the criteria for entitlement twose goods, services or
transfers.

These obligations of the Crown have charaattesi similar to executory contracts
in that the community will, collectively, providerids to the Crown in the futun
under tax legislation, and the Crown will, in retupmpvide goods, services
transfers to the community in the future. Suchigalions of the Crown includ
obligations to make future social welfare payméstgh as to pay unemployment,
domestic purposes and national superannuationitsgyraefd to deliver future healt
and education services, to the extent that thetaotied funding of those benefits
will be met through future taxation and other rexesiand the intended recipients
have not already satisfied the criteria for entigait to those benefits. However,
such obligations exclude the obligation of the Grdwfund future payments by the
Government Superannuation Fund since the recipigthose future payments
have already performed services giving rise togattibns.

The exclusion from the application of thia8tard of obligations of the Crown
that have characteristics similar to an executasptract is not intended t
achieve a different result, in terms of the Crowr@sognition of liabilities, from
the practice followed at the date of introductiontlois Standard to recognise
liabilities only where the recipients of benefitskte provided in the future have
already satisfied the criteria for entitlement hmge benefits. These obligations
raise issues for financial reporting that requivettfer study. Therefore, untjl
further progress has been made in this regard, cbligiations of the Crown ar
excluded from the scope of this Standard.

[

[}

[Deleted by IASB]

When another Standard deals with a specific typeorovision, contingent
liability or contingent asset, an entity appliesatttStandard instead of this
Standard. For example, some types of provisioeskso addressed in Standards
on:

(a) construction contracts (see NZ IASQdnstruction Contrac)s
(b) income taxes (see NZ IAS Ir'icome Taxes

11 © Copyright
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(c) leases (see NZ IAS llZeasey However, as NZ IAS 17 contains no
specific requirements to deal with operating leaseg have become
onerous, this Standard applies to such cases;

(d) employee benefits (see NZ IAS Ethployee Benefitsand

(e) insurance contracts (see NZ IFR$durance Contrac)s However, this
Standard applies to provisions, contingent liabgitand contingent assets
of an insurer, other than those arising from itstiactual obligations and
rights under insurance contracts within the scopdfFRS 4.

Some amounts treated as provisions may reldtestoecognition of revenue, for
example where an entity gives guarantees in exchiomge fee. This Standard
does not address the recognition of revenue. NZ B Rédvenuddentifies the
circumstances in which revenue is recognised anddee practical guidance on
the application of the recognition criteria. Ti8¢andard does not change the
requirements of NZ IAS 18.

This Standard defines provisions as liabiliti€simcertain timing or amount. In
some countries the term ‘provision’ is also usedhia context of items such as
depreciation, impairment of assets and doubtfutddahese are adjustments to
the carrying amounts of assets and are not addrésseis Standard.

Other Standards specify whether expendituretr@aged as assets or as expenses.
These issues are not addressed in this Standarcbrdingly, this Standard neither
prohibits nor requires capitalisation of the cagtsognised when a provision is
made.

This Standard applies to provisions for restmicgs (including discontinued
operations). When a restructuring meets the difiniof a discontinued
operation, additional disclosures may be requirgdNZ IFRS 5 Non-current
Assets Held for Sale and Discontinued Operations

Qualifying Entities

NZ 9.1 Entities which qualify for differential reporting concessions in accordance
with the Framework for Differential Reporting for Entities Applying the
New Zealand Equivalents to International Financial Reporting Standards
Reporting Regime (2005) are not required to comply with the disclasre
requirements in this Standard denoted with an astesk (*).

Definitions

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

A provision is a liability of uncertain timing or amount.

A liability is a present obligation of the entity arising frompast events, the
settlement of which is expected to result in an ofiow from the entity of
resources embodying economic benefits.

© Copyright 12
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An obligating event is an event that creates a legal or constructivebtigation
that results in an entity having no realistic altenative to settling that
obligation.

A legal obligation is an obligation that derives from:

(a) a contract (through its explicit or implicit terms);
(b) legislation; or

(c) other operation of law.

A constructive obligation is an obligation that derives from an entity’s adbns
where:

(@) by an established pattern of past practice, puished policies or a
sufficiently specific current statement, the entity has indicated to
other parties that it will accept certain responsililities; and

(b) as a result, the entity has created a valid exgtation on the part of
those other parties that it will discharge those reponsibilities.

A contingent liability is:
(a) a possible obligation that arises from past emés and whose existence
will be confirmed only by the occurrence or non-ocarrence of one or

more uncertain future events not wholly within the control of the
entity; or

(b) a present obligation that arises from past evda but is not recognised
because:

0] it is not probable that an outflow of resourcesembodying
economic benefits will be required to settle the digation; or
(i)  the amount of the obligation cannot be measuk with
sufficient reliability.
A contingent asset is a possible asset that arises from past eventsdawhose

existence will be confirmed only by the occurrencer non-occurrence of one
or more uncertain future events not wholly within the control of the entity.

An onerous contract is a contract in which the unavoidable costs of ne¢ing
the obligations under the contract exceed the ecomic benefits expected to
be received under it.

A restructuring is a programme that is planned and controlled by
management, and materially changes either:

(a) the scope of a business undertaken by an entityr
(b)  the manner in which that business is conducted.

Public Benefit Entities
NZ 10.1 The following term is used in this Standardvith the meaning specified:

Public benefit entities are reporting entities whose primary objective isto

provide goods and services for community or sociddenefit and where any
equity has been provided with a view to supportinghat primary objective

rather than for a financial return to equity holders.

13 © Copyright
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11

12

13

Provisions and other liabilities

Provisions can be distinguished from other litéos such as trade payables and
accruals because there is uncertainty about thiagimr amount of the future
expenditure required in settlement. By contrast:

(a) trade payables are liabilities to pay for goodservices that have been
received or supplied and have been invoiced or diynagreed with the
supplier; and

(b) accruals are liabilities to pay for goods awgees that have been received
or supplied but have not been paid, invoiced omfdly agreed with the
supplier, including amounts due to employees (feangple, amounts
relating to accrued vacation pay). Although it ésngtimes necessary to
estimate the amount or timing of accruals, the dacey is generally
much less than for provisions.

Accruals are often reported as part of trade androfhayables, whereas
provisions are reported separately.

Relationship between provisions and contingent
liabilities

In a general sense, all provisions are contingerause they are uncertain in timing
or amount. However, within this Standard the téowntingent’ is used for
liabilities and assets that are not recognised usecaheir existence will be
confirmed only by the occurrence or non-occurreaf@ne or more uncertain
future events not wholly within the control of tleatity. In addition, the term
‘contingent liability’ is used for liabilities thato not meet the recognition criteria.

This Standard distinguishes between:

(a) provisions - which are recognised as liabilitfassuming that a reliable
estimate can be made) because they are presegatairis and it is
probable that an outflow of resources embodying econ benefits will
be required to settle the obligations; and

(b) contingent liabilities - which are not recogmises liabilities because they
are either:

0] possible obligations, as it has yet to be conéid whether the
entity has a present obligation that could leadatooutflow of
resources embodying economic benefits; or

(ii) present obligations that do not meet the reddmn criteria in this
Standard (because either it is not probable thatowtflow of
resources embodying economic benefits will be reguio settle the
obligation, or a sufficiently reliable estimate the amount of the
obligation cannot be made).

© Copyright 14
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Recognition
Provisions
14 A provision shall be recognised when:

15

16

17

(a) an entity has a present obligation (legal or ewtructive) as a result of
a past event;

(b) it is probable that an outflow of resources embdying economic
benefits will be required to settle the obligationand

(c) a reliable estimate can be made of the amount the obligation.
If these conditions are not met, no provision shalbe recognised.

Present obligation

In rare cases it is not clear whether there is present obligation. In these
cases, a past event is deemed to give rise to agaet obligation if, taking
account of all available evidence, it is more likgl than not that a present
obligation exists at the end of the reporting perid.

In almost all cases it will be clear whetheraatevent has given rise to a present
obligation. In rare cases, for example in a latyslimay be disputed either
whether certain events have occurred or whethesetlewents result in a present
obligation. In such a case, an entity determinklestiaer a present obligation exists
at the end of the reporting period by taking actoefnall available evidence,
including, for example, the opinion of experts. eTévidence considered includes
any additional evidence provided by events afterréporting period. On the basis
of such evidence:

(a) where it is more likely than not that a presaliigation exists at the end
of the reporting period, the entity recognises avigion (if the
recognition criteria are met); and

(b) where it is more likely that no present obligatexists at the end of the
reporting period, the entity discloses a contingkability, unless the
possibility of an outflow of resources embodyingomamic benefits is
remote (see paragraph 86).

Past event

A past event that leads to a present obligatiarailed an obligating event. For
an event to be an obligating event, it is necesdal/ the entity has no realistic
alternative to settling the obligation created oy €vent. This is the case only:

(@) where the settlement of the obligation can eread by law; or

15 © Copyright
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18

19

20

21

22

(b) in the case of a constructive obligation, whbeeevent (which may be an
action of the entity) creates valid expectationsoiher parties that the
entity will discharge the obligation.

Financial statements deal with the financial fimsiof an entity at the end of its
reporting period and not its possible position e tfuture. Therefore, no
provision is recognised for costs that need tonlgarred to operate in the future.
The only liabilities recognised in an entity’s staient of financial position are
those that exist at the end of the reporting period

It is only those obligations arising from pagéms existing independently of an
entity’s future actions (i.e. the future conductitsfbusiness) that are recognised
as provisions. Examples of such obligations amalbies or clean-up costs for
unlawful environmental damage, both of which woulddlea an outflow of
resources embodying economic benefits in settlemegardless of the future
actions of the entity. Similarly, an entity recigps a provision for the
decommissioning costs of an oil installation or wclear power station to the
extent that the entity is obliged to rectify damadeady caused. In contrast,
because of commercial pressures or legal requiresnan entity may intend or
need to carry out expenditure to operate in a @dai way in the future (for
example, by fitting smoke filters in a certain typiefactory). Because the entity
can avoid the future expenditure by its futureawj for example by changing its
method of operation, it has no present obligatmmtiiat future expenditure and
no provision is recognised.

An obligation always involves another party to whibra obligation is owed. It
is not necessary, however, to know the identity af party to whom the
obligation is owed — indeed the obligation may béhpublic at large. Because
an obligation always involves a commitment to anotberty, it follows that a
management or board decision does not give rise donstructive obligation at
the end of the reporting period unless the decibasmbeen communicated before
the end of the reporting period to those affectgdtbn a sufficiently specific
manner to raise a valid expectation in them that entity will discharge its
responsibilities.

An event that does not give rise to an obligaitemediately may do so at a later
date, because of changes in the law or because &oraexample, a sufficiently
specific public statement) by the entity gives tiz@ constructive obligation. For
example, when environmental damage is caused thayebm no obligation to
remedy the consequences. However, the causingealaimage will become an
obligating event when a new law requires the existiagage to be rectified or
when the entity publicly accepts responsibility fectification in a way that
creates a constructive obligation.

Where details of a proposed new law have yeetiralised, an obligation arises
only when the legislation is virtually certain t@ lenacted as drafted. For the
purpose of this Standard, such an obligation iatéce as a legal obligation.
Differences in circumstances surrounding enactmmehte it impossible to specify a
single event that would make the enactment of avi@wvally certain. In many

© Copyright 16
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24

25

26

27
28
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cases it will be impossible to be virtually certafirthe enactment of a law until it is
enacted.

Probable outflow of resources embodying economic
benefits

For a liability to qualify for recognition theraust be not only a present obligation
but also the probability of an outflow of resoureesbodying economic benefits to
settle that obligation. For the purpose of thisngiard, an outflow of resources or
other event is regarded as probable if the evembi® likely than not to occur, i.e.
the probability that the event will occur is gredtesin the probability that it will
not. Where it is not probable that a presentgalibn exists, an entity discloses a
contingent liability, unless the possibility of autflow of resources embodying
economic benefits is remote (see paragraph 86).

Where there are a number of similar obligati@ng. product warranties or similar
contracts) the probability that an outflow will bequired in settlement is
determined by considering the class of obligatiassa whole. Although the
likelihood of outflow for any one item may be smatlmay well be probable that
some outflow of resources will be needed to sefite class of obligations as a
whole. If that is the case, a provision is recsgdi(if the other recognition criteria
are met).

Reliable estimate of the obligation

The use of estimates is an essential part gbrygaration of financial statements
and does not undermine their reliability. Thiseispecially true in the case of
provisions, which by their nature are more uncertaan most other items in the
statement of financial position. Except in extr§mare cases, an entity will be
able to determine a range of possible outcomes camd therefore make an
estimate of the obligation that is sufficientlyiable to use in recognising a
provision.

In the extremely rare case where no reliablanesé can be made, a liability
exists that cannot be recognised. That liabilgydisclosed as a contingent
liability (see paragraph 86).

Contingent liabilities

An entity shall not recognise a contingent liahily.

A contingent liability is disclosed, as requirbg paragraph 86, unless the
possibility of an outflow of resources embodying emmic benefits is remote.

The interpretation of ‘probable’ in this Standasl ‘more likely than not' does not necessarilylapp
other Standards.

17 © Copyright
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29

30

31
32

33

34

35

Where an entity is jointly and severally lialidg an obligation, the part of the

obligation that is expected to be met by otheripguris treated as a contingent
liability. The entity recognises a provision fbetpart of the obligation for which

an outflow of resources embodying economic benéfifgrobable, except in the

extremely rare circumstances where no reliablenegéé can be made.

Contingent liabilities may develop in a way noitially expected. Therefore,
they are assessed continually to determine whetheouflow of resources
embodying economic benefits has become probalblg.bécomes probable that
an outflow of future economic benefits will be reguirfor an item previously
dealt with as a contingent liability, a provision riscognised in the financial
statements of the period in which the change itbgldity occurs (except in the
extremely rare circumstances where no reliablenegéd can be made).

Contingent assets

An entity shall not recognise a contingent asset.

Contingent assets usually arise from unplanmeattter unexpected events that
give rise to the possibility of an inflow of econanbenefits to the entity. An
example is a claim that an entity is pursuing tigtolegal processes, where the
outcome is uncertain.

Contingent assets are not recognised in finketdéements since this may result
in the recognition of income that may never beisedl However, when the
realisation of income is virtually certain, there trelated asset is not a contingent
asset and its recognition is appropriate.

A contingent asset is disclosed, as requiredaoggvaph 89, where an inflow of
economic benefits is probable.

Contingent assets are assessed continually saresrthat developments are
appropriately reflected in the financial statement$ it has become virtually
certain that an inflow of economic benefits will &jithe asset and the related
income are recognised in the financial statemehtthe period in which the
change occurs. If an inflow of economic benefits hacome probable, an entity
discloses the contingent asset (see paragraph 89).

Measurement

36

37

Best estimate

The amount recognised as a provision shall be ghbest estimate of the
expenditure required to settle the present obligatn at the end of the
reporting period.

The best estimate of the expenditure requiresttibe the present obligation is the
amount that an entity would rationally pay to settle obligation at the end of the

© Copyright 18
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reporting period or to transfer it to a third padlythat time. It will often be
impossible or prohibitively expensive to settlet@nsfer an obligation at the end
of the reporting period. However, the estimate efdamount that an entity would
rationally pay to settle or transfer the obligatigives the best estimate of the
expenditure required to settle the present obbgatit the end of the reporting
period.

The estimates of outcome and financial effestd@mtermined by the judgement of
the management of the entity, supplemented by epzr of similar transactions
and, in some cases, reports from independent expditte evidence considered
includes any additional evidence provided by evefter the reporting period.

Uncertainties surrounding the amount to be reisegnas a provision are dealt
with by various means according to the circumstanc@¢here the provision
being measured involves a large population of itettms obligation is estimated
by weighting all possible outcomes by their assedairobabilities. The name
for this statistical method of estimation is ‘expggt value’. The provision will
therefore be different depending on whether the ghdity of a loss of a given
amount is, for example, 60 per cent or 90 per cédhere there is a continuous
range of possible outcomes, and each point inrdrage is as likely as any other,
the mid-point of the range is used.

Example

~+

An entity sells goods with a warranty under whicistomers are covered for the cos
of repairs of any manufacturing defects that becapmarent within the first six
months after purchase. If minor defects were detkin all products sold, repair
costs of 1 million would result. If major defeetere detected in all products sold,
repair costs of 4 million would result. The ensitpast experience and future
expectations indicate that, for the coming yearp@bcent of the goods sold will haye
no defects, 20 per cent of the goods sold will haireor defects and 5 per cent of the
goods sold will have major defects. In accordamitle paragraph 24, an entity
assesses the probability of an outflow for the st obligations as a whole.

The expected value of the cost of repairs is:
(75% of nil) + (20% of 1m) + (5% of 4m) = 400,000

Where a single obligation is being measuredjrtiwidual most likely outcome
may be the best estimate of the liability. Howeeeen in such a case, the entity
considers other possible outcomes. Where othesilgesoutcomes are either
mostly higher or mostly lower than the most likelytaome, the best estimate
will be a higher or lower amount. For example, if emtity has to rectify a
serious fault in a major plant that it has condeddor a customer, the individual
most likely outcome may be for the repair to sudcaiethe first attempt at a cost
of 1,000, but a provision for a larger amount isdmaf there is a significant
chance that further attempts will be necessary.

The provision is measured before tax, as thetasequences of the provision,
and changes in it, are dealt with under NZ IAS 12.
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42

43

44

45

46

47

48

49

Risks and uncertainties

The risks and uncertainties that inevitably suround many events and
circumstances shall be taken into account in reachg the best estimate of a
provision.

Risk describes variability of outcome. A riskjumiment may increase the
amount at which a liability is measured. Cauti@méeded in making judgements
under conditions of uncertainty, so that incomeassets are not overstated and
expenses or liabilities are not understated. Howaewrertainty does not justify
the creation of excessive provisions or a delilrematerstatement of liabilities.
For example, if the projected costs of a partidylaadverse outcome are
estimated on a prudent basis, that outcome isheot deliberately treated as more
probable than is realistically the case. Care ésded to avoid duplicating
adjustments for risk and uncertainty with consequemeérstatement of a
provision.

Disclosure of the uncertainties surrounding theunt of the expenditure is made
under paragraph 85(b).

Present value

Where the effect of the time value of money is aterial, the amount of a
provision shall be the present value of the expendires expected to be
required to settle the obligation.

Because of the time value of money, provisialating to cash outflows that
arise soon after the reporting period are more augethan those where cash
outflows of the same amount arise later. Provisiares therefore discounted,
where the effect is material.

The discount rate (or rates) shall be a pre-tarate (or rates) that reflect(s)

current market assessments of the time value of mewg and the risks specific
to the liability. The discount rate(s) shall not eflect risks for which future

cash flow estimates have been adjusted.

Future events

Future events that may affect the amount requiré to settle an obligation
shall be reflected in the amount of a provision whe there is sufficient
objective evidence that they will occur.

Expected future events may be particularly irtgpdrin measuring provisions.
For example, an entity may believe that the cosfedning up a site at the end of
its life will be reduced by future changes in tedegy. The amount recognised
reflects a reasonable expectation of technicallglifjed, objective observers,
taking account of all available evidence as totémhinology that will be available
at the time of the clean-up. Thus it is approprisd include, for example,
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expected cost reductions associated with increasgerience in applying
existing technology or the expected cost of appglyéxisting technology to a
larger or more complex clean-up operation thangresiously been carried out.
However, an entity does not anticipate the developméra completely new
technology for cleaning up unless it is supportggtificient objective evidence.

The effect of possible new legislation is tak&o consideration in measuring an
existing obligation when sufficient objective evide exists that the legislation is
virtually certain to be enacted. The variety oteimstances that arise in practice
makes it impossible to specify a single event tilitprovide sufficient, objective
evidence in every case. Evidence is required bbthhat legislation will demand
and of whether it is virtually certain to be endcsad implemented in due course.
In many cases sufficient objective evidence will exist until the new legislation is
enacted.

Expected disposal of assets

Gains from the expected disposal of assets shadit be taken into account in
measuring a provision.

Gains on the expected disposal of assets atak®st into account in measuring a
provision, even if the expected disposal is closielked to the event giving rise
to the provision. Instead, an entity recognisemgg@an expected disposals of
assets at the time specified by the New Zealandrnatenal Accounting
Standard dealing with the assets concerned.

Reimbursements

53

54

55

56

Where some or all of the expenditure required tosettle a provision is
expected to be reimbursed by another party, the reibursement shall be
recognised when, and only when, it is virtually cegin that reimbursement
will be received if the entity settles the obligatin. The reimbursement shall
be treated as a separate asset. The amount recogpd for the
reimbursement shall not exceed the amount of the pwision.

In the statement of comprehensive income, the mense relating to a
provision may be presented net of the amount recogged for a
reimbursement.

Sometimes, an entity is able to look to anottesty to pay part or all of the
expenditure required to settle a provision (for regke, through insurance
contracts, indemnity clauses or suppliers’ warra)tierhe other party may either
reimburse amounts paid by the entity or pay theuartsodirectly.

In most cases the entity will remain liable foe tvhole of the amount in question
so that the entity would have to settle the fulbant if the third party failed to pay

for any reason. In this situation, a provisioneisognised for the full amount of the
liability, and a separate asset for the expecteubrsement is recognised when it
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57

58

is virtually certain that reimbursement will be ea@d if the entity settles the
liability.
In some cases, the entity will not be liable tfog costs in question if the third

party fails to pay. In such a case the entity hadiability for those costs and
they are not included in the provision.

As noted in paragraph 29, an obligation for whash entity is jointly and
severally liable is a contingent liability to th&tent that it is expected that the
obligation will be settled by the other parties.

Changes in provisions

59

60

Provisions shall be reviewed at the end of eacdporting period and adjusted
to reflect the current best estimate. If it is nolonger probable that an
outflow of resources embodying economic benefits be required to settle
the obligation, the provision shall be reversed.

Where discounting is used, the carrying amodirat provision increases in each
period to reflect the passage of time. This insee® recognised as borrowing
cost.

Use of provisions

61

62

A provision shall be used only for expendituresof which the provision was
originally recognised.

Only expenditures that relate to the originalvigion are set against it. Setting
expenditures against a provision that was originalgognised for another
purpose would conceal the impact of two differentngse

Application of the recognition and measurement rule S

63
64

65

Future operating losses

Provisions shall not be recognised for future agating losses.

Future operating losses do not meet the defimitif a liability in paragraph 10
and the general recognition criteria set out favgions in paragraph 14.

An expectation of future operating losses isnaication that certain assets of the
operation may be impaired. An entity tests thesetasfor impairment under
NZ IAS 36Impairment of Assets
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Onerous contracts

If an entity has a contract that is onerous, th@resent obligation under the
contract shall be recognised and measured as a piision.

Many contracts (for example, some routine pweharders) can be cancelled
without paying compensation to the other party, d@herefore there is no

obligation. Other contracts establish both rightd abligations for each of the
contracting parties. Where events make such aaxrdnerous, the contract falls
within the scope of this Standard and a liabilityisex which is recognised.

Executory contracts that are not onerous fall detthe scope of this Standard.

This Standard defines an onerous contract asitaact in which the unavoidable
costs of meeting the obligations under the coneaceed the economic benefits
expected to be received under it. The unavoideb$ts under a contract reflect
the least net cost of exiting from the contract, alhis the lower of the cost of
fulfilling it and any compensation or penaltiessarg from failure to fulfil it.

Before a separate provision for an onerous aohtis established, an entity
recognises any impairment loss that has occurrecssets dedicated to that
contract (see NZ IAS 36).

Restructuring

The following are examples of events that may dalder the definition of
restructuring:
(a) sale or termination of a line of business;

(b) the closure of business locations in a couatmegion or the relocation of
business activities from one country or regionnother;

(c) changes in management structure, for exampiminating a layer of
management; and

(d) fundamental reorganisations that have a mateffiect on the nature and
focus of the entity’s operations.

A provision for restructuring costs is recognisedly when the general
recognition criteria for provisions set out in pgwEph 14 are met.
Paragraphs 72-83 set out how the general recognitigteria apply to
restructurings.

A constructive obligation to restructure arises nly when an entity:

(a) has a detailed formal plan for the restructurirg identifying at least:
0] the business or part of a business concerned;
(i) the principal locations affected;

(i) the location, function, and approximate numbe of employees
who will be compensated for terminating their servies;

(iv)  the expenditures that will be undertaken; and
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73

74

75

76

77

v) when the plan will be implemented; and

(b) has raised a valid expectation in those affedethat it will carry out
the restructuring by starting to implement that plan or announcing its
main features to those affected by it.

Evidence that an entity has started to implenaergstructuring plan would be
provided, for example, by dismantling plant or isgil assets or by the public
announcement of the main features of the plan. Blipannouncement of a
detailed plan to restructure constitutes a consti@bligation to restructure
only if it is made in such a way and in sufficiertail (i.e. setting out the main
features of the plan) that it gives rise to vakgectations in other parties such as
customers, suppliers and employees (or their reptatives) that the entity will
carry out the restructuring.

For a plan to be sufficient to give rise to anstouctive obligation when

communicated to those affected by it, its impleragah needs to be planned to
begin as soon as possible and to be completed timeframe that makes

significant changes to the plan unlikely. If itagpected that there will be a long
delay before the restructuring begins or that thstrocturing will take an

unreasonably long time, it is unlikely that therplaill raise a valid expectation

on the part of others that the entity is at presmrmitted to restructuring,

because the timeframe allows opportunities for titéyeto change its plans.

A management or board decision to restructurentahefore the end of the
reporting period does not give rise to a constrectibligation at the end of the
reporting period unless the entity has, beforedperting period:

(a) started to implement the restructuring plan; or

(b) announced the main features of the restru@yslan to those affected by
it in a sufficiently specific manner to raise aidaéxpectation in them that
the entity will carry out the restructuring.

If an entity starts to implement a restructuringupl or announces its main
features to those affected, only after the repgrperiod, disclosure is required
under NZ IAS 10Events after the Reporting Periodf the restructuring is

material and non-disclosure could influence thenecdic decisions that users
make on the basis of the financial statements.

Although a constructive obligation is not creatsulely by a management
decision, an obligation may result from other earévents together with such a
decision.  For example, negotiations with employempresentatives for

termination payments, or with purchasers for the sélan operation, may have
been concluded subject only to board approval. Qhae approval has been
obtained and communicated to the other parties,etitédy has a constructive

obligation to restructure, if the conditions of agraph 72 are met.

In some countries, the ultimate authority isteésn a board whose membership
includes representatives of interests other thamsethof management (e.g.
employees) or notification to such representativesy be necessary before the
board decision is taken. Because a decision by saicboard involves
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communication to these representatives, it mayltresa constructive obligation
to restructure.

78 No obligation arises for the sale of an operatiountil the entity is committed
to the sale, i.e. there is a binding sale agreement

79 Even when an entity has taken a decision tcasetiperation and announced that
decision publicly, it cannot be committed to théesantil a purchaser has been
identified and there is a binding sale agreemeddntil there is a binding sale
agreement, the entity will be able to change itsdhaind indeed will have to take
another course of action if a purchaser cannotduad on acceptable terms.
When the sale of an operation is envisaged asopartestructuring, the assets of
the operation are reviewed for impairment, under N 86. When a sale is
only part of a restructuring, a constructive oliiga can arise for the other parts
of the restructuring before a binding sale agredragists.

80 A restructuring provision shall include only thedirect expenditures arising
from the restructuring, which are those that are bah:

(a) necessarily entailed by the restructuring; and
(b) not associated with the ongoing activities ohe entity.
81 A restructuring provision does not include suckts as:
(a) retraining or relocating continuing staff;
(b) marketing; or
(c) investment in new systems and distribution netaor
These expenditures relate to the future conducthef business and are not
liabilities for restructuring at the end of the ogjing period. Such expenditures
are recognised on the same basis as if they ardspeéndently of a restructuring.

82 Identifiable future operating losses up to ttetedof a restructuring are not
included in a provision, unless they relate to aerous contract as defined in
paragraph 10.

83 As required by paragraph 51, gains on the exgedigposal of assets are not
taken into account in measuring a restructuringvigion, even if the sale of
assets is envisaged as part of the restructuring.

Disclosure

84 For each class of provision, an entity shall ditose:

(a) the carrying amount at the beginning and end ofhe period;

*(b) additional provisions made in the period, incuding increases to
existing provisions;

*(c) amounts used (i.e. incurred and charged agaih¢he provision) during
the period;
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85

86

87

88

89

90

91

(d) unused amounts reversed during the period; and

*(e) the increaseduring the period in the discounted amount arisingfrom

the passage of time and the effect of any change inetldiscount rate.
Comparative information is not required.
An entity shall disclose the following for eachlass of provision:

(a) a brief description of the nature of the obligdon and the expected
timing of any resulting outflows of economic benefs;

(b) an indication of the uncertainties about the armunt or timing of those
outflows. Where necessary to provide adequate infmation, an
entity shall disclose the major assumptions made noerning future
events, as addressed in paragraph 48; and

(c) the amount of any expected reimbursement, staij the amount of
any asset that has been recognised for that expedteeimbursement.

Unless the possibility of any outflow in settlenma is remote, an entity shall
disclose for each class of contingent liability athe end of the reporting
period a brief description of the nature of the cotingent liability and, where
practicable:

(a) an estimate of its financial effect, measurednder paragraphs 36-52;

(b) an indication of the uncertainties relating tothe amount or timing of
any outflow; and

(c) the possibility of any reimbursement.

In determining which provisions or contingenblidies may be aggregated to
form a class, it is necessary to consider whether rihiture of the items is
sufficiently similar for a single statement abdutm to fulfil the requirements of
paragraphs 85(a) and (b) and 86(a) and (b). Thusay be appropriate to treat
as a single class of provision amounts relatingdaanties of different products,
but it would not be appropriate to treat as a sing#&ss amounts relating to
normal warranties and amounts that are subjecgtl fgoceedings.

Where a provision and a contingent liability sarifrom the same set of
circumstances, an entity makes the disclosuresreshhy paragraphs 84-86 in a
way that shows the link between the provision anc:tir¢ingent liability.

Where an inflow of economic benefits is probablean entity shall disclose a
brief description of the nature of the contingent asets at the end of the
reporting period, and, where practicable, an estimge of their financial effect,
measured using the principles set out for provisionin paragraphs 36-52.

It is important that disclosures for contingexssets avoid giving misleading
indications of the likelihood of income arising.

Where any of the information required by paragrgphs 86 and 89 is not
disclosed because it is not practicable to do shyt fact shall be stated.
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92 In extremely rare cases, disclosure of some olt af the information required
by paragraphs 84-89 can be expected to prejudicersrisly the position of
the entity in a dispute with other parties on the sbject matter of the
provision, contingent liability or contingent asset In such cases, an entity
need not disclose the information, but shall discke the general nature of the
dispute, together with the fact that, and reason wi, the information has not
been disclosed.

Transitional provisions

93 [Paragraph 93 is not reproduced. The transitipnavisions in IAS 37 are not
relevant to the adoption of this Standard.]
94 [Deleted by IASB]

Effective date

95 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 entitjmwptes with NZ IFRS TFirst-
time Adoption of New Zealand Equivalents to Inteomat! Financial Reporting
Standarddor an annual accounting period beginning on teraf January 2005.

96 [Deleted by IASB]
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Appendix E
New Zealand Examples: Recognition

This Appendix accompanies, but does not form pakzfAS 37. Examples 1 and 2 were
developed to provide guidance applicable specifjda public benefit entities.

In all cases, it is assumed that a reliable estintate be made of any outflows expected.
The Appendix should be read in the context ofutéeit of NZ IAS 37.

References to ‘best estimate’ are to the presentevaimount, where the effect of the time
value of money is material.

Public Benefit Entities
Example 1: Non-Discretionary Grant

Public Sector Entity XYZ provides development grafiigpe A grants) to encourage ngw
businesses. Public Sector Entity XYZ has a policpayg Type A grants (of a minimu
amount of 10,000) on receipt of an application whiglshown to meet various criteria.
Public Sector Entity XYZ’'s policy of always providinbype A grants and the applicatign
criteria for Type A grants are generally known. RuBlector Entity XYZ cannot refuse to
pay the grant if the applicant has met the criteria

The end of Public Sector Entity XYZ's reporting metiis 30 June. On 30 June 2000,
Department M of Public Sector Entity XYZ had receivdédapplications for a Type A grant
but had not yet made a decision as to the amoutieofgrants that will be paid to the
applicants. Based on past experience, Public S&attity XYZ expects to pay a total of
2,000,000 to the applicants.

Present obligation as a result of a past obligatingvent— The obligating event is the
receipt of an application for a Type A grant thatetsethe application criteria. A legal
obligation exists because Public Sector Entity XY&5 Istated that it will pay the grant fo
those applicants that meet the criteria.

An outflow of resources embodying economic benefiia settlement— Payment of the
grants is probable as at 30 June 2000.

Conclusion — At 30 June 2000, Public Sector Entity XYZ recoggis provision for the
best estimate of the grants (see paragraph 14).
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Example 2: Discretionary Grant

Public Sector Entity XYZ provides development grafitgpe B grants) to encourage new
businesses. When an application for a Type B ggrgceived, a committee considers it
for approval. The committee has complete discnetis to whether the grant should pe
paid.

(@) Applicant notified prior to the balance date

On 15 June 2000, Department M received an applicétioa Type B grant. Prior to th
end of the reporting period (30 June 2000) a cotemitpproved payment of the grant.
However, a decision regarding the amount of the gnadtnot been made. Based on the
grants paid to previous applicants, the committegeeted that the amount of the grant
would be 50,000. The committee’s decision to paygtent (excluding the amount) was
communicated to the applicant on 20 June 2000.

Present obligation as a result of a past obligatingvent— The obligating event is th
communication of the committee’s decision to pag tirant. A constructive obligatio
exists because Public Sector Entity XYZ has createdlid expectation on the part of the
applicant that Department M will pay the grant.

Conclusion— A provision is recognised for the best estimate efghant in Public Sector
Entity XYZ’'s 30 June 2000 financial statements (samgraphs 14 and 17-19).

(b) Applicant notified after the end of the repogtiperiod

On 15 June 2000, Department M received an applicéioa Type B grant. After the end
of the reporting period (30 June 2000) a commi#tpproved payment of the grant and the
committee’s decision to pay the grant was commuedttd the applicant.

Present obligation as a result of a past obligatingvent— There has been no obligating
event and so there is no obligation.

Conclusion— No provision is recognised (see paragraph 14).
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