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New Zealand Equivalent to International Accountingn8tad 39Financial Instruments:
Recognition and MeasuremenfNZ IAS 39) is set out in paragraphs 1-110 and
Appendices A and B. NZIAS 39 is based on Internatiohecounting Standard 39
Financial Instruments: Recognition and Measurem@aS 39) (revised 2000) initially
issued by the International Accounting Standards @ittee (IASC) and subsequently
revised by the International Accounting StandardarBdlASB). All the paragraphs have
equal authority but retain the IASC format of therftard when it was adopted by the
IASB. NZIAS 39 should be read in the context of disjective and the Basis for
Conclusions on IAS 3%nd the New Zealand Equivalent to the IASBonceptual
Framework for Financial ReportingNZ FrameworR. NZ IAS 8 Accounting Policies,
Changes in Accounting Estimates and Errprsvides a basis for selecting and applying
accounting policies in the absence of explicit guicke.

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 innat@nal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdratlements. NZ IAS Bresentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatiestother than
profit-oriented entities seeking to apply the Stnddmay 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 refeto as surplus/deficit and capital or
share capital may be referred to as equity.
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Introduction to NZ IAS 39

This Standard establishes principles for recoggisand measuring financial assets,
financial liabilities and some contracts to buysell non-financial items.

This Standard:
(@) applies to all types of financial instrumentdass they are specifically excluded;

(b) classifies financial assets into four categoriend prescribes the accounting
treatment under each category;

(c) requires an embedded derivative to be separfitad the host contract and
accounted for as a derivative if, but only if, &shcharacteristics that are not closely
related to those of its hosts;

(d) requires all derivative financial instruments lbe reported in the statement of
financial position and measured at fair value, sslthe derivative is designated as a
hedge and meets the hedging criteria in the Stdndar

(e) provides extensive guidance on the derecognitfofinancial assets and financial
liabilities;
U] outlines the circumstances under which finanitistruments may be reclassified;

(9) requires the entity to assess at the end df egmorting period whether there is any
objective evidence that a financial asset or gmfuinancial assets is impaired; and

(h) designates three types of hedges and presdtieeaccounting treatment for each
type of hedge.

In adopting IAS 39 for application as NZ IAS 39 no mges have been made to the
requirements of IAS 39.

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

concessions, that comply with NZ IAS 39 will simultansly be in compliance with

IAS 39. 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 39.

Whether a public benefit entity will be in complignwith IAS 39 will depend on whether
the “NZ” paragraphs provide additional guidance pablic benefit entities or contain

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

applied by the public benefit entity.

Differential Reporting

Qualifying entities must comply with all the provia®in NZ IAS 39.
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New Zealand Equivalent to International
Accounting Standard 39

Financial Instruments: Recognition and
Measurement (NZ IAS 39)

Objective

1 The objective of this Standard is to establismgiples for recognising and
measuring financial assets, financial liabilitieelasome contracts to buy or sell

non-financial items.

Requirements for presentinfprmation about financial

instruments are in NZ IAS 3Rinancial Instruments: DisclosureRequirements
for disclosing information about financial instrumie are in NZIFRS 7
Financial Instruments: Disclosures

Scope

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

@)

(b)

© Copyright

those interests in subsidiaries, associates ajant ventures that are
accounted for under NZ IAS 27 Consolidated and Separate Financial

Statements, NZ IAS 28 Investments in Associates or NZIAS 31
Interests in Joint Ventures. However, entities shall apply this
Standard to an interest in a subsidiary, associater joint venture that

according to NZ IAS 27, NZ IAS 28 or NZ IAS 31 is accourd for
under this Standard. Entities shall also apply thé Standard to
derivatives on an interest in a subsidiary, assodia or joint venture

unless the derivative meets the definition of an edfy instrument of

the entity in NZ IAS 32.

rights and obligations under leases to which NZAS 17 Leases
applies. However:

0] lease receivables recognised by a lessor arebpct to the
derecognition and impairment provisions of this Stadard (see
paragraphs 15-37, 58, 59, 63-65 and Appendix A
paragraphs AG36—AG52 and AG84-AG93);

(i) finance lease payables recognised by a lesswe subject to the
derecognition provisions of this Standard (see pagaaphs 39-42
and Appendix A paragraphs AG57-AG63); and

18
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(d)

(e)

]
(@

(h)

@

NZ IAS 39

(i)  derivatives that are embedded in leases areubject to the
embedded derivatives provisions of this Standard ¢
paragraphs 10-13 and Appendix A paragraphs AG27-AG33).

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

financial instruments issued by the entity thatmeet the definition of
an equity instrument in NZ IAS 32 (including optionsand warrants)
or that are required to be classified as an equityinstrument in
accordance with paragraphs 16A and 16B or paragraph&6C and
16D. However, the holder of such equity instrumentshall apply this
Standard to those instruments, unless they meet thexception in (a)
above.

rights and obligations arising under (i) an ingrance contract as
defined in NZ IFRS 4 Insurance Contracts, other than an issuer’s
rights and obligations arising under an insurance antract that meets
the definition of a financial guarantee contract inparagraph 9, or (ii)
a contract that is within the scope of NZ IFRS 4 beasse it contains a
discretionary participation feature. However, this Standard applies
to a derivative that is embedded in a contract witn the scope of
NZ IFRS 4 if the derivative is not itself a contractwithin the scope of
NZ IFRS 4 (see paragraphs 10-13 and Appendix A
paragraphs AG27—-AG33 of this Standard). Moreover, ifan issuer of
financial guarantee contracts has previously assextl explicitly that it
regards such contracts as insurance contracts and ab used
accounting applicable to insurance contracts, thessuer may elect to
apply either this Standard or NZ IFRS 4 to such finacial guarantee
contracts (see paragraphs AG4 and AG4A). The issuenay make
that election contract by contract, but the electia for each contract is
irrevocable.

[deleted by IASB]

any forward contracts between an acquirer and &elling shareholder
to buy or sell an acquiree that will result in a bsiness combination at
a future acquisition date. The term of the forwardcontract should
not exceed a reasonable period normally necessarp bbtain any
required approvals and to complete the transaction.

loan commitments other than those loan commitnregs described in
paragraph 4. An issuer of loan commitments shall gdy NZ IAS 37
Provisions, Contingent Liabilities and Contingent Assets to loan
commitments that are not within the scope of this tandard.
However, all loan commitments are subject to the decognition
provisions of this Standard (see paragraphs 15-42nd Appendix A
paragraphs AG36-AG63).

financial instruments, contracts and obligatiors under share-based
payment transactions to which NZ IFRS 2 Share-based Payment
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applies, except for contracts within the scope ofgragraphs 5-7 of
this Standard, to which this Standard applies.

0] rights to payments to reimburse the entity for expenditure it is
required to make to settle a liability that it recaynises as a provision
in accordance with NZ IAS 37, or for which, in an ealier period, it
recognised a provision in accordance with NZ IAS 37.

[Deleted by the IASB]
The following loan commitments are within the sgpe of this Standard:

(a) loan commitments that the entity designates dmancial liabilities at
fair value through profit or loss. An entity that has a past practice of
selling the assets resulting from its loan commitnregs shortly after
origination shall apply this Standard to all its loan commitments in
the same class.

(b) loan commitments that can be settled net in chsor by delivering or
issuing another financial instrument. These loan @ammitments are
derivatives. A loan commitment is not regarded aseitled net merely
because the loan is paid out in installments (forxample, a mortgage
construction loan that is paid out in installmentsin line with the
progress of construction).

(c) commitments to provide a loan at a below-marketinterest rate.
Paragraph 47(d) specifies the subsequent measurentesf liabilities
arising from these loan commitments.

5 This Standard shall be applied to those contractso buy or sell a non-
financial item that can be settled net in cash orraother financial instrument,
or by exchanging financial instruments, as if the @ntracts were financial
instruments, with the exception of contracts that wre entered into and
continue to be held for the purpose of the receipor delivery of a non-
financial item in accordance with the entity’'s expeted purchase, sale or
usage requirements.

6 There are various ways in which a contract to busetl a non-financial item can
be settled net in cash or another financial insentnor 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&ncial instrument, or by
exchanging financial instruments, is not expliait the terms of the
contract, but the entity has a practice of settbimgilar contracts net in
cash or another financial instrument or by exchaggifinancial
instruments (whether with the counterparty, by entgiinto offsetting
contracts or by selling the contract before itsreise or lapse);

(c) when, for similar contracts, the entity has acfice of taking delivery of
the underlying and selling it within a short periafer delivery for the
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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 subjfcthe contract is readily
convertible to cash.

A contract to which (b) or (c) applies is not enteiatb for the purpose of
the receipt or delivery of the non-financial itemaccordance with the entity's
expected purchase, sale or usage requirementsaanddingly, is within the
scope of this Standard. Other contracts to whichagraph 5 applies are
evaluated to determine whether they were enteredaimdocontinue to be held for
the purpose of the receipt or delivery of the nioysicial item in accordance with
the entity’'s expected purchase, sale or usage rezgants and, accordingly,
whether they are within the scope of this Standard.

A written option to buy or sell a non-financialntehat can be settled net in cash
or another financial instrument, or by exchangingarcial instruments, in
accordance with paragraph 6(a) or (d) is within t@pse 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

8

The terms defined in NZ IAS 32 are used in thisn@ad with the meanings
specified in paragraph 11 of NZ IAS 32. NZ IAS 32 de§ the following terms:

» financial instrument

« financial asset

« financial liability

e equity instrument

and provides guidance on applying those definitions

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

Definition of a derivative

A derivative is a financial instrument or other contract within the scope of
this Standard (see paragraphs 2-7) with all three ofthe following
characteristics:

(a) its value changes in response to the changearspecified interest rate,
financial instrument price, commodity price, foreign exchange rate,
index of prices or rates, credit rating or credit ndex, or other
variable, provided in the case of a non-financial ariable that the
variable is not specific to a party to the contrac{sometimes called the
‘underlying’);
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(b) it requires no initial net investment or an inkial net investment that is
smaller than would be required for other types of ontracts that
would be expected to have a similar response to atges in market
factors; and

(c) it is settled at a future date.

Definition of four categories of financial instrume nts

A financial asset or financial liability at fair value through profit or loss is
a financial asset or financial liability that meets either of the following
conditions.

(a) It is classified as held for trading. A financal asset or financial
liability is classified as held for trading if:

0] it is acquired or incurred principally for the purpose of selling
or repurchasing it in the near term;

(ii) on initial recognition, it is part of a portfolio of identified
financial instruments that are managed together andor which
there is evidence of a recent actual pattern of shisterm
profit-taking; or

(i) it is a derivative (except for a derivative hat is a financial
guarantee contract or a designated and effective Hging
instrument).

(b) Upon initial recognition it is designated by theentity as at fair value
through profit or loss. An entity may use this degination only when
permitted by paragraph 11A, or when doing so resultsin more
relevant information, because either:

0] it eliminates or significantly reduces a measwment or
recognition inconsistency (sometimes referred to asan
accounting mismatch’) that would otherwise arise fom
measuring assets or liabilities or recognising theyains and
losses on them on different bases; or

(i) a group of financial assets, financial liabilies or both is
managed and its performance is evaluated on a faivalue
basis, in accordance with a documented risk managemnt or
investment strategy, and information about the grop is
provided internally on that basis to the entity's ley
management personnel (as defined in NZ IAS 2Related Party
Disclosures), for example the entity’s board of directors and
chief executive officer.

In NZIFRS 7, paragraphs 9-11 and B4 require the eity to provide

disclosures about financial assets and financialdbilities it has designated as
at fair value through profit or loss, including how it has satisfied these
conditions. For instruments qualifying in accordarce with (ii) above, that
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disclosure includes a narrative description of hovdesignation as at fair value
through profit or loss is consistent with the entiy’'s documented risk
management or investment strategy.

Investments in equity instruments that do not havex quoted market price in
an active market, and whose fair value cannot be liably measured (see
paragraph 46(c) and Appendix A paragraphs AG80 and AG8}] shall not be
designated as at fair value through profit or loss.

It should be noted that paragraphs 48, 48A, 49 and Agendix A
paragraphs AG69—AG82, which set out requirements fordetermining a
reliable measure of the fair value of a financial aset or financial liability,
apply equally to all items that are measured at fai value, whether by
designation or otherwise, or whose fair value is ditosed.

Held-to-maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturity that an etity has the positive
intention and ability to hold to maturity (see Apperdix A paragraphs AG16—
AG25) other than:

(a) those that the entity upon initial recognition designates as at fair
value through profit or loss;

(b)  those that the entity designates as availablerfsale; and
(c) those that meet the definition of loans and reivables.

An entity shall not classify any financial assets akeld to maturity if the
entity has, during the current financial year or duing the two preceding
financial years, sold or reclassified more than arinsignificant amount of
held-to-maturity investments before maturity (more than insignificant in
relation to the total amount of held-to-maturity investments) other than sales
or reclassifications that:

0] are so close to maturity or the financial assé&t call date (for
example, less than three months before maturity) et changes
in the market rate of interest would not have a sigificant
effect on the financial asset’s fair value;

(ii) occur after the entity has collected substantilly all of the
financial asset's original principal through schedled
payments or prepayments; or

(i) are attributable to an isolated event that isbeyond the entity’s
control, is non-recurring and could not have been @asonably
anticipated by the entity.

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an aste market, other than:

(a) those that the entity intends to sell immediatg or in the near term,
which shall be classified as held for trading, andhose that the entity
upon initial recognition designates as at fair vala through profit or
loss;
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(b)  those that the entity upon initial recognitiondesignates as available
for sale; or

(c) those for which the holder may not recover sulbantially all of its
initial investment, other than because of credit derioration, which
shall be classified as available for sale.

An interest acquired in a pool of assets that are ndoans or receivables (for
example, an interest in a mutual fund or a similarfund) is not a loan or
receivable.

Available-for-sale financial assets are those non-derivative financial assets
that are designated as available for sale or are halassified as (a) loans and
receivables, (b) held-to-maturity investments or (cfinancial assets at fair

value through profit or loss.

Definition of a financial guarantee contract

A financial guarantee contract is a contract that requires the issuer to make
specified payments to reimburse the holder for a ks it incurs because a
specified debtor fails to make payment when due imccordance with the
original or modified terms of a debt instrument.

Definitions relating to recognition and measurement

The amortised cost of a financial asset or financial liability is the amount at
which the financial asset or financial liability is measured at initial
recognition minus principal repayments, plus or mirus the cumulative
amortisation using the effective interest method ofiny difference between
that initial amount and the maturity amount, and minus any reduction
(directly or through the use of an allowance accoui for impairment or

uncollectibility.

The effective interest method is a method of calculating the amortised cost of
a financial asset or a financial liability (or grouy of financial assets or
financial liabilities) and of allocating the interest income or interest expense
over the relevant period. The effective interestate is the rate that exactly
discounts estimated future cash payments or receiptthrough the expected
life of the financial instrument or, when appropriate, a shorter period to the
net carrying amount of the financial asset or finawial liability. When
calculating the effective interest rate, an entityshall estimate cash flows
considering all contractual terms of the financialinstrument (for example,
prepayment, call and similar options) but shall notconsider future credit
losses. The calculation includes all fees and ptsnpaid or received between
parties to the contract that are an integral part d the effective interest rate
(see NZIAS 18), transaction costs, and all other pmiums or discounts.
There is a presumption that the cash flows and thexpected life of a group of
similar financial instruments can be estimated relbly. However, in those
rare cases when it is not possible to estimate rably the cash flows or the
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expected life of a financial instrument (or group 6 financial instruments),
the entity shall use the contractual cash flows ovehe full contractual term
of the financial instrument (or group of financial instruments).

Derecognition is the removal of a previously recognised financlaasset or
financial liability from an entity’s statement of financial position.

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

A regular way purchase or sale is a purchase or sale of a financial asset under
a contract whose terms require delivery of the assavithin the time frame
established generally by regulation or convention ni the marketplace
concerned.

Transaction costs are incremental costs that are directly attributabde to the
acquisition, issue or disposal of a financial assedr financial liability (see
Appendix A paragraph AG13). An incremental cost is onghat would not
have been incurred if the entity had not acquiredjssued or disposed of the
financial instrument.

Definitions relating to hedge accounting

A firm commitment is a binding agreement for the exchange of a spéed
guantity of resources at a specified price on a sp#ied future date or dates.

A forecast transaction is an uncommitted but anticipated future transacton.

A hedging instrument is a designated derivative or (for a hedge of thesk of

changes in foreign currency exchange rates only)designated non-derivative
financial asset or non-derivative financial liabilty whose fair value or cash
flows are expected to offset changes in the fair kee or cash flows of a
designated hedged item (paragraphs 72-77 and Appemrdh

paragraphs AG94-AG97 elaborate on the definition of a hedging
instrument).

A hedged item is an asset, liability, firm commitment, highly probable

forecast transaction or net investment in a foreigroperation that (a) exposes
the entity to risk of changes in fair value or futue cash flows and (b) is
designated as being hedged (paragraphs 78-84 and Agpglix A

paragraphs AG98—AG101 elaborate on the definition dfiedged items).

Hedge effectiveness is the degree to which changes in the fair valuer @ash
flows of the hedged item that are attributable to ehedged risk are offset by
changes in the fair value or cash flows of the hed@ instrument (see
Appendix A paragraphs AG105-AG113).

Paragraphs 48-49 and AG69-AG82 of Appendix Aa@iontequirements for determining the fair value
of a financial asset or financial liability.

25 © Copyright



NZ IAS 39

Embedded derivatives

10 An embedded derivative is a component of a hyfminbined) instrument that
also includes a non-derivative host contract—witheffect that some of the cash
flows of the combined instrument vary in a way simila a stand-alone
derivative. An embedded derivative causes somelmf dhe cash flows that
otherwise would be required by the contract to be ifiead according to a
specified interest rate, financial instrument pric@mmodity price, foreign
exchange rate, index of prices or rates, credihgabr credit index, or other
variable, provided in the case of a non-financiliable that the variable is not
specific to a party to the contract. A derivatibattis attached to a financial
instrument but is contractually transferable indefsntly of that instrument, or
has a different counterparty from that instrumé&not an embedded derivative,
but a separate financial instrument.

11 An embedded derivative shall be separated from éh host contract and
accounted for as a derivative under this Standardfj and only if:

(a) the economic characteristics and risks of thengbedded derivative are
not closely related to the economic characteristicand risks of the
host contract (see Appendix A paragraphs AG30 and AG33)

(b) a separate instrument with the same terms as ¢ embedded
derivative would meet the definition of a derivative; and

(c) the hybrid (combined) instrument is not measurd at fair value with
changes in fair value recognised in profit or los§e a derivative that is
embedded in a financial asset or financial liabily at fair value
through profit or loss is not separated).

If an embedded derivative is separated, the host otract shall be accounted
for under this Standard if it is a financial instrument, and in accordance
with other appropriate Standards if it is not a financial instrument. This
Standard does not address whether an embedded destwe shall be
presented separately in the statement of financigdosition.

11A Notwithstanding paragraph 11, if a contract cordins one or more embedded
derivatives, an entity may designate the entire hyid (combined) contract as
a financial asset or financial liability at fair value through profit or loss
unless:

(a) the embedded derivative(s) does not significdgt modify the cash
flows that otherwise would be required by the contact; or

(b) it is clear with little or no analysis when a Bnilar hybrid (combined)
instrument is first considered that separation of he embedded
derivative(s) is prohibited, such as a prepaymentpiion embedded in
a loan that permits the holder to prepay the loandr approximately
its amortised cost.

12 If an entity is required by this Standard to seprate an embedded derivative
from its host contract, but is unable to measure te embedded derivative
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separately either at acquisition or at the end of asubsequent financial
reporting period, it shall designate the entire hylbid (combined) contract as
at fair value through profit or loss. Similarly, if an entity is unable to
measure separately the embedded derivative that wiihave to be separated
on reclassification of a hybrid (combined) contractout of the fair value
through profit or loss category, that reclassificaion is prohibited. In such
circumstances the hybrid (combined) contract remais classified as at fair
value through profit or loss in its entirety.

If an entity is unable to determine reliably tfa@r value of an embedded
derivative on the basis of its terms and conditifits example, because the
embedded derivative is based on an unquoted eigsityiment), the fair value of
the embedded derivative is the difference betweenfdlr value of the hybrid

(combined) instrument and the fair value of thethmmtract, if those can be
determined under this Standard. If the entityriahle to determine the fair value
of the embedded derivative using this method, papyg 12 applies and the
hybrid (combined) instrument is designated asiawtdue through profit or loss.

Recognition and derecognition

14

15

Initial recognition

An entity shall recognise a financial asset or &nancial liability in its
statement of financial position when, and only whenthe entity becomes a
party to the contractual provisions of the instrument. (See paragraph 38
with respect to regular way purchases of financiahssets.)

Derecognition of a financial asset

In consolidated financial statements, paragrafi6s23 and Appendix A
paragraphs AG34-AG52 are applied at a consolidated. ledence, an entity
first consolidates all subsidiaries in accordancd \WZ IAS 27 and NZ SIC-12:
Consolidatior—Special Purpose Entitiesnd then applies paragraphs 16-23 and
Appendix A paragraphs AG34-AG52 to the resulting group.
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16 Before evaluating whether, and to what extent,etecognition is appropriate
under paragraphs 17-23, an entity determines whethethose paragraphs
should be applied to a part of a financial asset (@ part of a group of similar
financial assets) or a financial asset (or a groupf similar financial assets) in
its entirety, as follows:

@)

(b)

© Copyright

Paragraphs 17-23 are applied to a part of a fancial asset (or a part
of a group of similar financial assets) if, and o if, the part being
considered for derecognition meets one of the follang three
conditions:

@

(ii)

(iii)

The part comprises only specifically identifiedcash flows from
a financial asset (or a group of similar financial assets).
For example, when an entity enters into an interestate strip

whereby the counterparty obtains the right to the mterest cash
flows, but not the principal cash flows from a debtnstrument,

paragraphs 17-23 are applied to the interest caslofvs.

The part comprises only a fully proportionate (pro rata) share
of the cash flows from a financial asset (or a grquof similar
financial assets). For example, when an entity ests into an
arrangement whereby the counterparty obtains the ghts to a
90 per cent share of all cash flows of a debt ingtment,
paragraphs 17-23 are applied to 90 per cent of thescash
flows. If there is more than one counterparty, edt
counterparty is not required to have a proportionae share of
the cash flows provided that the transferring entiy has a fully
proportionate share.

The part comprises only a fully proportionate (pro rata) share
of specifically identified cash flows from a finan@l asset (or a
group of similar financial assets). For example, ten an entity
enters into an arrangement whereby the counterpartyobtains
the rights to a 90 per cent share of interest castows from a
financial asset, paragraphs 17-23 are applied to 98er cent of
those interest cash flows. If there is more than ne

counterparty, each counterparty is not required to have a
proportionate share of the specifically identified cash flows
provided that the transferring entity has a fully proportionate

share.

In all other cases, paragraphs 17-23 are apptieto the financial asset
in its entirety (or to the group of similar financial assets in their
entirety). For example, when an entity transfersif the rights to the

first or the last 90 per cent of cash collectionsrém a financial asset

(or a group of financial assets), or (ii) the righs to 90 per cent of the
cash flows from a group of receivables, but provide a guarantee to
compensate the buyer for any credit losses up to 8er cent of the
principal amount of the receivables, paragraphs 1723 are applied to
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the financial asset (or a group of similar financia assets) in its
entirety.

In paragraphs 17-26, the term ‘financial asset’ redrs to either a part of a
financial asset (or a part of a group of similar fhancial assets) as identified
in (a) above or, otherwise, a financial asset (or group of similar financial
assets) in its entirety.

An entity shall derecognise a financial asset whgand only when:

(a) the contractual rights to the cash flows from he financial asset
expire; or

(b) it transfers the financial asset as set out iparagraphs 18 and 19 and
the transfer qualifies for derecognition in accordace with
paragraph 20.

(See paragraph 38 for regular way sales of finandiassets)
An entity transfers a financial asset if, and ol if, it either:

(a) transfers the contractual rights to receive thecash flows of the
financial asset; or

(b) retains the contractual rights to receive the ash flows of the financial
asset, but assumes a contractual obligation to pahe cash flows to
one or more recipients in an arrangement that meetthe conditions in
paragraph 19.

When an entity retains the contractual rights toreceive the cash flows of a
financial asset (the ‘original asset’), but assumea contractual obligation to

pay those cash flows to one or more entities (theventual recipients’), the

entity treats the transaction as a transfer of a fiancial asset if, and only if,

all of the following three conditions are met:

(a) The entity has no obligation to pay amounts tthe eventual recipients
unless it collects equivalent amounts from the origal asset. Short-
term advances by the entity with the right of full recovery of the
amount lent plus accrued interest at market rates d not violate this
condition.

(b)  The entity is prohibited by the terms of the tansfer contract from
selling or pledging the original asset other than @ security to the
eventual recipients for the obligation to pay thentash flows.

(c) The entity has an obligation to remit any casklows it collects on
behalf of the eventual recipients without materialdelay. In addition,
the entity is not entitled to reinvest such cash dws, except for
investments in cash or cash equivalents (as defineth NZIAS 7
Statement of Cash Flows) during the short settlement period from the
collection date to the date of required remittanceto the eventual
recipients, and interest earned on such investmenis passed to the
eventual recipients.
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20 When an entity transfers a financial asset (separagraph 18), it shall
evaluate the extent to which it retains the risks ad rewards of ownership of
the financial asset. In this case:

(a) if the entity transfers substantially all the lisks and rewards of
ownership of the financial asset, the entity shalderecognise the
financial asset and recognise separately as assets liabilities any
rights and obligations created or retained in the tansfer.

(b) if the entity retains substantially all the risks and rewards of
ownership of the financial asset, the entity shattontinue to recognise
the financial asset.

(c) if the entity neither transfers nor retains sulstantially all the risks
and rewards of ownership of the financial asset, # entity shall
determine whether it has retained control of the fiancial asset. In
this case:

0] if the entity has not retained control, it shal derecognise the
financial asset and recognise separately as assetsliabilities
any rights and obligations created or retained inte transfer.

(ii) if the entity has retained control, it shall ontinue to recognise
the financial asset to the extent of its continuingnvolvement in
the financial asset (see paragraph 30).

21 The transfer of risks and rewards (see parag?@phs evaluated by comparing
the entity’'s exposure, before and after the transféh the variability in the
amounts and timing of the net cash flows of thesfemed asset. An entity has
retained substantially all the risks and rewardsvarfiership of a financial asset if
its exposure to the variability in the present eabf the future net cash flows
from the financial asset does not change signifigaas a result of the transfer
(eg because the entity has sold a financial assg¢ct to an agreement to buy it
back at a fixed price or the sale price plus a dgsdreturn). An entity has
transferred substantially all the risks and rewarfdswnership of a financial asset
if its exposure to such variability is no longegrsficant in relation to the total
variability in the present value of the future wesh flows associated with the
financial asset (eg because the entity has soidaadial asset subject only to an
option to buy it back at its fair value at the tioferepurchase or has transferred a
fully proportionate share of the cash flows fromaagér financial asset in an
arrangement, such as a loan sub-participation, thetts the conditions in
paragraph 19).

22 Often it will be obvious whether the entity hasnsferred or retained
substantially all risks and rewards of ownership #mete will be no need to
perform any computations. In other cases, it wélliecessary to compute and
compare the entity’s exposure to the variabilityhie present value of the future
net cash flows before and after the transfer. Tmeputation and comparison is
made using as the discount rate an appropriateerdumarket interest rate.
All reasonably possible variability in net cash flowssconsidered, with greater
weight being given to those outcomes that are niketylto occur.
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Whether the entity has retained control (seagraph 20(c)) of the transferred
asset depends on the transferee’s ability to lselasset. If the transferee has the
practical ability to sell the asset in its entirédyan unrelated third party and is
able to exercise that ability unilaterally and with@eeding to impose additional
restrictions on the transfer, the entity has ntined control. In all other cases,
the entity has retained control.

Transfers that qualify for derecognition
(see paragraph 20(a) and (c)(i))

If an entity transfers a financial asset in a @nsfer that qualifies for

derecognition in its entirety and retains the rightto service the financial
asset for a fee, it shall recognise either a seruig asset or a servicing liability
for that servicing contract. If the fee to be recwed is not expected to
compensate the entity adequately for performing theservicing, a servicing
liability for the servicing obligation shall be rewmgnised at its fair value.
If the fee to be received is expected to be moreah adequate compensation
for the servicing, a servicing asset shall be recoiged for the servicing right

at an amount determined on the basis of an allocath of the carrying

amount of the larger financial asset in accordancwith paragraph 27.

If, as a result of a transfer, a financial asses derecognised in its entirety but
the transfer results in the entity obtaining a newfinancial asset or assuming
a new financial liability, or a servicing liability, the entity shall recognise the
new financial asset, financial liability or servicng liability at fair value.

On derecognition of a financial asset in its einety, the difference between:
(a) the carrying amount; and

(b)  the sum of (i) the consideration received (inading any new asset
obtained less any new liability assumed) and (ii)rey cumulative gain
or loss that had been recognised in other comprehsive income (see
paragraph 55(b)).

shall be recognised in profit or loss.

If the transferred asset is part of a larger fimncial asset (eg when an entity
transfers interest cash flows that are part of a detb instrument, see
paragraph 16(a)) and the part transferred qualifiesfor derecognition in its
entirety, the previous carrying amount of the large financial asset shall be
allocated between the part that continues to be regnised and the part that
is derecognised, based on the relative fair valued those parts on the date of
the transfer. For this purpose, a retained servicig asset shall be treated as a
part that continues to be recognised. The differere between:

(a) the carrying amount allocated to the part dereognised; and

(b)  the sum of (i) the consideration received forhe part derecognised
(including any new asset obtained less any new lidiby assumed) and
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(i) any cumulative gain or loss allocated to it tht had been
recognised in other comprehensive income (see paragh 55(b)).

shall be recognised in profit or loss. A cumulatig gain or loss that had been
recognised in other comprehensive income is alloeat between the part that

continues to be recognised and the part that is decognised, based on the
relative fair values of those parts.

When an entity allocates the previous carryimpant of a larger financial asset
between the part that continues to be recognisedhengart that is derecognised,
the fair value of the part that continues to beogaised needs to be determined.
When the entity has a history of selling parts Emio the part that continues to

be recognised or other market transactions exissdich parts, recent prices of
actual transactions provide the best estimatesdhit value. When there are no
price quotes or recent market transactions to stppe fair value of the part that

continues to be recognised, the best estimateeofdin value is the difference

between the fair value of the larger financial asast a whole and the

consideration received from the transferee forpidue that is derecognised.

Transfers that do not qualify for derecognition
(see paragraph 20(b))

If a transfer does not result in derecognition bcause the entity has retained
substantially all the risks and rewards of ownerstp of the transferred

asset, the entity shall continue to recognise theansferred asset in its
entirety and shall recognise a financial liability for the consideration

received. In subsequent periods, the entity shalkcognise any income on the
transferred asset and any expense incurred on thaancial liability.

Continuing involvement in transferred assets
(see paragraph 20(c)(ii))

If an entity neither transfers nor retains subsantially all the risks and
rewards of ownership of a transferred asset, and tains control of the
transferred asset, the entity continues to recogrésthe transferred asset to
the extent of its continuing involvement. The exwm of the entity’s
continuing involvement in the transferred asset ighe extent to which it is
exposed to changes in the value of the transferrexsset. For example:

(a) when the entity’'s continuing involvement takesthe form of
guaranteeing the transferred asset, the extent ofhé entity’'s
continuing involvement is the lower of (i) the amont of the asset and
(ii) the maximum amount of the consideration receigd that the entity
could be required to repay (‘the guarantee amount’)

(b)  when the entity’s continuing involvement takeshe form of a written
or purchased option (or both) on the transferred aset, the extent of
the entity’s continuing involvement is the amount 6the transferred
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asset that the entity may repurchase. However, inase of a written
put option on an asset that is measured at fair vak, the extent of the
entity’s continuing involvement is limited to the bwer of the fair
value of the transferred asset and the option exese price (see
paragraph AG48).

(c) when the entity’s continuing involvement takeshe form of a cash-
settled option or similar provision on the transfered asset, the extent
of the entity’s continuing involvement is measuredn the same way as
that which results from non-cash settled options aset out in (b)
above.

When an entity continues to recognise an assetthe extent of its continuing
involvement, the entity also recognises an assoa@dit liability. Despite the
other measurement requirements in this Standard, té transferred asset and
the associated liability are measured on a basis dhreflects the rights and
obligations that the entity has retained. The assiated liability is measured
in such a way that the net carrying amount of theransferred asset and the
associated liability is:

(a) the amortised cost of the rights and obligatiosi retained by the entity,
if the transferred asset is measured at amortisedost; or

(b) equal to the fair value of the rights and obligtions retained by the
entity when measured on a stand-alone basis, if theansferred asset
is measured at fair value.

The entity shall continue to recognise any incoenarising on the transferred
asset to the extent of its continuing involvementral shall recognise any
expense incurred on the associated liability.

For the purpose of subsequent measurement, reagoged changes in the fair
value of the transferred asset and the associatebility are accounted for
consistently with each other in accordance with pagraph 55, and shall not
be offset.

If an entity’s continuing involvement is in onlya part of a financial asset
(eg when an entity retains an option to repurchas@art of a transferred
asset, or retains a residual interest that does naesult in the retention of
substantially all the risks and rewards of ownerstp and the entity retains
control), the entity allocates the previous carryig amount of the financial
asset between the part it continues to recognise der continuing
involvement, and the part it no longerrecognises on the basis of the relative
fair values of those parts on the date of the tratisr. For this purpose, the
requirements of paragraph 28 apply. The differencdetween:

(a) the carrying amount allocated to the part thatis no longer
recognised; and

(b)  the sum of (i) the consideration received forhe part no longer
recognised and (ii) any cumulative gain or loss altated to it that had
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been recognised in other comprehensive income (see
paragraph 55(b)).

shall be recognised in profit or loss. A cumulativegain or loss that had
been recognised in other comprehensive income idadated between the part
that continues to be recognised and the part thasino longer recognised on
the basis of the relative fair values of those past

35 If the transferred asset is measured at amdrtisst, the option in this Standard
to designate a financial liability as at fair valtl@ough profit or loss is not
applicable to the associated liability.

All transfers

36 If a transferred asset continues to be recognidethe asset and the associated
liability shall not be offset. Similarly, the entty shall not offset any income
arising from the transferred asset with any expensencurred on the
associated liability (see NZ IAS 32 paragraph 42).

37 If a transferor provides non-cash collateral (sch as debt or equity
instruments) to the transferee, the accounting forthe collateral by the
transferor and the transferee depends on whether th transferee has the
right to sell or repledge the collateral and on whiher the transferor has
defaulted. The transferor and transferee shall acwunt for the collateral as
follows:

(a) If the transferee has the right by contract orcustom to sell or
repledge the collateral, then the transferor shalfeclassify that asset
in its statement of financial position (eg as a lowed asset, pledged
equity instruments or repurchase receivable) sepataly from other
assets.

(b) If the transferee sells collateral pledged tot, it shall recognise the
proceeds from the sale and a liability measured dtir value for its
obligation to return the collateral.

(c) If the transferor defaults under the terms of he contract and is no
longer entitled to redeem the collateral, it shallderecognise the
collateral, and the transferee shall recognise theollateral as its asset
initially measured at fair value or, if it has already sold the collateral,
derecognise its obligation to return the collateral

(d) Except as provided in (c), the transferor shallcontinue to carry the
collateral as its asset, and the transferee shalloh recognise the
collateral as an asset.
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Regular way purchase or sale of a financial asset

A regular way purchase or sale of financial assetshall be recognised and
derecognised, as applicable, using trade date accting or settlement date
accounting (see Appendix A paragraphs AG53—-AG56).

Derecognition of a financial liability

An entity shall remove a financial liability (ora part of a financial liability)
from its statement of financial position when, andonly when, it is
extinguished—ie when the obligation specified in the contract islischarged
or cancelled or expires.

An exchange between an existing borrower and lead of debt instruments
with substantially different terms shall be accounéd for as an
extinguishment of the original financial liability and the recognition of a new
financial liability. Similarly, a substantial modification of the terms of an
existing financial liability or a part of it (whether or not attributable to the
financial difficulty of the debtor) shall be accourted for as an extinguishment
of the original financial liability and the recognition of a new financial
liability.

The difference between the carrying amount of &inancial liability (or part
of a financial liability) extinguished or transferred to another party and the
consideration paid, including any non-cash assetsansferred or liabilities
assumed, shall be recognised in profit or loss.

If an entity repurchases a part of a finangaility, the entity shall allocate the

previous carrying amount of the financial liabilltgtween the part that continues
to be recognised and the part that is derecogriseegd on the relative fair

values of those parts on the date of the repurcha$e difference between (a)

the carrying amount allocated to the part derecmghiand (b) the consideration
paid, including any non-cash assets transferrdihlpitities assumed, for the part

derecognised shall be recognised in profit or loss.

Measurement

43

Initial measurement of financial assets and
financial liabilities

When a financial asset or financial liability isrecognised initially, an entity
shall measure it at its fair value plus, in the cas of a financial asset or
financial liability not at fair value through profi t or loss, transaction costs
that are directly attributable to the acquisition or issue of the financial asset
or financial liability.
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44

45

46

When an entity uses settlement date accountingrf asset that is subsequently
measured at cost or amortised cost, the assetdgnmised initially at its fair value
on the trade date (see Appendix A paragraphs AG53-AG56).

Subsequent measurement of financial assets

For the purpose of measuring a financial asfter anitial recognition, this
Standard classifies financial assets into the Wahig four categories defined in
paragraph 9:

(a) financial assets at fair value through profitass;
(b) held-to-maturity investments;

(c) loans and receivables; and

(d) available-for-sale financial assets.

These categories apply to measurement and profisgrrecognition under this
Standard. The entity may use other descriptorstiese categories or other
categorisations when presenting information in thearfcial statements.
The entity shall disclose in the notes the inforaratequired by NZ IFRS 7.

After initial recognition, an entity shall measue financial assets, including
derivatives that are assets, at their fair valueswithout any deduction for
transaction costs it may incur on sale or other diosal, except for the
following financial assets:

(a) loans and receivables as defined in paragraph, vhich shall be
measured at amortised cost using the effective intest method;

(b) held-to-maturity investments as defined in pargraph 9, which shall
be measured at amortised cost using the effectivatérest method;
and

(c) investments in equity instruments that do not Ave a quoted market
price in an active market and whose fair value canot be reliably
measured and derivatives that are linked to and musbe settled by
delivery of such unquoted equity instruments, which shall be
measured at cost (see Appendix A paragraphs AG80 and381).

Financial assets that are designated as hedged itemare subject to
measurement under the hedge accounting requiremenis paragraphs 89—
102. All financial assets except those measured fair value through profit or
loss are subject to review for impairment in accorednce with paragraphs 58-70
and Appendix A paragraphs AG84—-AG93.
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Subsequent measurement of financial liabilities

After initial recognition, an entity shall measue all financial liabilities at
amortised cost using the effective interest methoexcept for:

@)

(b)

(©

(d)

financial liabilities at fair value through profit or loss. Such
liabilities, including derivatives that are liabilities, shall be measured
at fair value except for a derivative liability that is linked to and must
be settled by delivery of an unquoted equity instrment whose fair
value cannot be reliably measured, which shall be easured at cost.

financial liabilities that arise when a transfe of a financial asset does
not qualify for derecognition or when the continuirg involvement

approach applies. Paragraphs 29 and 31 apply to ¢hmeasurement of
such financial liabilities.

financial guarantee contracts as defined in pagraph 9. After initial
recognition, an issuer of such a contract shall (Uass paragraph 47(a)
or (b) applies) measure it at the higher of:

0] the amount determined in accordance with NZ IAS 3; and

(i)  the amount initially recognised (see paragraph43) less, when
appropriate, cumulative amortisation recognised inaccordance
with NZ IAS 18 Revenue.

commitments to provide a loan at a below-markeinterest rate. After
initial recognition, an issuer of such a commitmentshall (unless
paragraph 47(a) applies) measure it at the higherfo

0] the amount determined in accordance with NZ IAS 3; and

(i)  the amount initially recognised (see paragraph43) less, when
appropriate, cumulative amortisation recognised inaccordance
with NZ IAS 18.

Financial liabilities that are designated as hedgedtems are subject to the
hedge accounting requirements in paragraphs 89-102.

Fair value measurement considerations

In determining the fair value of a financial asst or a financial liability for
the purpose of applying this Standard, NZ IAS 32 oNZ IFRS 7, an entity
shall apply paragraphs AG69-AG82 of Appendix A.

The best evidence of fair value is quoted pricean active market. If the market
for a financial instrument is not active, an engéstablishes fair value by using a
valuation technique. The objective of using a a&tibn technique is to establish
what the transaction price would have been on thesanement date in an arm’s
length exchange motivated by normal business ceratidns. Valuation

techniques include using recent arm’s length markahsactions between
knowledgeable, willing parties, if available, refezerto the current fair value of
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49

50

50A

another instrument that is substantially the saisgounted cash flow analysis
and option pricing models. If there is a valuattenhnique commonly used by
market participants to price the instrument andt ttechnique has been
demonstrated to provide reliable estimates of priobtained in actual market
transactions, the entity uses that technique. di@sen valuation technique
makes maximum use of market inputs and reliestts &s possible on entity-

specific inputs. It incorporates all factors tharket participants would consider
in setting a price and is consistent with acceptsshemic methodologies for

pricing financial instruments. Periodically, antign calibrates the valuation

technique and tests it for validity using pricesnfrany observable current market
transactions in the same instrument (ie without fication or repackaging) or

based on any available observable market data.

The fair value of a financial liability with a ehand feature (eg a demand deposit)
is not less than the amount payable on demandyutised from the first date that
the amount could be required to be paid.

Reclassifications

An entity:

(a) shall not reclassify a derivative out of the fa value through profit or
loss category while it is held or issued;

(b)  shall not reclassify any financial instrument ait of the fair value
through profit or loss category if upon initial recognition it was
designated by the entity as at fair value through mfit or loss; and

(c) may, if a financial asset is no longer held fothe purpose of selling or
repurchasing it in the near term (notwithstanding that the financial
asset may have been acquired or incurred principafi for the purpose
of selling or repurchasing it in the near term), relassify that financial
asset out of the fair value through profit or losscategory if the
requirements in paragraph 50B or 50D are met.

An entity shall not reclassify any financial instrunent into the fair value
through profit or loss category after initial recognition.

The following changes in circumstances are eokassifications for the purposes
of paragraph 50:

(@) a derivative that was previously a designated effective hedging
instrument in a cash flow hedge or net investmerdgbeno longer
qualifies as such;

(b) a derivative becomes a designated and effebidekging instrument in a
cash flow hedge or net investment hedge;

(c) financial assets are reclassified when an imagracompany changes its
accounting policies in accordance with paragrapbf4$Z IFRS 4.
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A financial asset to which paragraph 50(c) appléxcept a financial asset of the
type described in paragraph 50D) may be reclassifigaf the fair value through
profit or loss category only in rare circumstances.

If an entity reclassifies a financial assetdauhe fair value through profit or loss
category in accordance with paragraph 50B, the 6&imhnasset shall be

reclassified at its fair value on the date of resification. Any gain or loss

already recognised in profit or loss shall not beersed. The fair value of the
financial asset on the date of reclassificationobees its new cost or amortised
cost, as applicable.

A financial asset to which paragraph 50(c) asplihat would have met the

definition of loans and receivables (if the finasl@sset had not been required to
be classified as held for trading at initial recitign) may be reclassified out of

the fair value through profit or loss categoryhetentity has the intention and

ability to hold the financial asset for the foresigle future or until maturity.

A financial asset classified as available fée Haat would have met the definition
of loans and receivables (if it had not been dedigph as available for sale) may
be reclassified out of the available-for-sale catgdo the loans and receivables
category if the entity has the intention and apild hold the financial asset for
the foreseeable future or until maturity.

If an entity reclassifies a financial assetdafuhe fair value through profit or loss
category in accordance with paragraph 50D or outhef a@vailable-for-sale

category in accordance with paragraph 50E, it glealbssify the financial asset
at its fair value on the date of reclassificatibar a financial asset reclassified in
accordance with paragraph 50D, any gain or losadyreecognised in profit or

loss shall not be reversed. The fair value of tharicial asset on the date of
reclassification becomes its new cost or amortisest, cas applicable. For a
financial asset reclassified out of the availaledale category in accordance
with paragraph 50E, any previous gain or loss ort #sset that has been
recognised in other comprehensive income in acooelavith paragraph 55(b)
shall be accounted for in accordance with paragtgph

If, as a result of a change in intention or abily, it is no longer appropriate

to classify an investment as held to maturity, it Isall be reclassified as
available for sale and remeasured at fair value, ahthe difference between
its carrying amount and fair value shall be accoured for in accordance with
paragraph 55(b).

Whenever sales or reclassification of more thaan insignificant amount
of held-to-maturity investments do not meet any ofthe conditions in
paragraph 9, any remaining held-to-maturity investrents shall be
reclassified as available for sale. On such reckification, the difference
between their carrying amount and fair value shallbe accounted for in
accordance with paragraph 55(b).

If a reliable measure becomes available for anfincial asset or financial
liability for which such a measure was previously at available, and the asset
or liability is required to be measured at fair vale if a reliable measure is
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available (see paragraphs 46(c) and 47), the asset liability shall be
remeasured at fair value, and the difference betweeits carrying amount
and fair value shall be accounted for in accordanceith paragraph 55.

54 If, as a result of a change in intention or ahily or in the rare circumstance
that a reliable measure of fair value is no longeravailable (see
paragraphs 46(c) and 47) or because the ‘two preced financial years’
referred to in paragraph 9 have passed, it becomesppropriate to carry a
financial asset or financial liability at cost or anortised cost rather than at
fair value, the fair value carrying amount of the fnancial asset or the
financial liability on that date becomes its new cst or amortised cost, as
applicable. Any previous gain or loss on that assétat has been recognised
in other comprehensive income in accordance with pagraph 55(b) shall be
accounted for as follows:

(a) In the case of a financial asset with a fixed aturity, the gain or loss
shall be amortised to profit or loss over the remaiing life of the held-
to-maturity investment using the effective interestmethod. Any
difference between the new amortised cost and matity amount shall
also be amortised over the remaining life of the fiancial asset using
the effective interest method, similar to the amoisation of a
premium and a discount. Ifthe financial asset issubsequently
impaired, any gain or loss that has been recogniseih other
comprehensive income is reclassified from equity tprofit or loss in
accordance with paragraph 67.

(b) In the case of a financial asset that does nbave a fixed maturity, the
gain or loss shall be recognised in profit or losgvhen the financial
asset is sold or otherwise disposed of. Ifthe &incial asset is
subsequently impaired any previous gain or loss thahas been
recognised in other comprehensive income is reclafisd from equity
to profit or loss in accordance with paragraph 67.

Gains and losses

55 A gain or loss arising from a change in the faivalue of a financial asset or
financial liability that is not part of a hedging relationship (see
paragraphs 89-102) shall be recognised, as follows:

(a) A gain or loss on a financial asset or financidlability classified as at
fair value through profit or loss shall be recognigd in profit or loss.

(b) A gain or loss on an available-for-sale financiaasset shall be
recognised in other comprehensive income, exceptrfampairment
losses (see paragraphs 67—70) and foreign excharggens and losses
(see Appendix A paragraph AG83), until the financial aset is
derecognised. At that time, the cumulative gain ofoss previously
recognised in other comprehensive income shall beclassified from
equity to profit or loss as a reclassification adjatment (see NZ IAS 1
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Presentation of Financial Statements (as revised in 2007)). However,
interest calculated using the effective interest ntkeod (see
paragraph 9) is recognised in profit or loss (see AIAS 18).

Dividends on an available-for-sale equity instrumentare recognised
in profit or loss when the entity’s right to receive payment is
established (see NZ IAS 18).

For financial assets and financial liabilities arried at amortised cost (see
paragraphs 46 and 47), a gain or loss is recogniséul profit or loss when
the financial asset or financial liability is dereognised or impaired, and
through the amortisation process. However, for fiancial assets or financial
liabilities that are hedged items (see paragraphs8#84 and Appendix A
paragraphs AG98-AG101) the accounting for the gain otoss shall follow
paragraphs 89-102.

If an entity recognises financial assets usingetlement date accounting
(see paragraph 38 and Appendix A paragraphs AG53 andG56), any

change in the fair value of the asset to be receiy@uring the period between

the trade date and the settlement date is not recagsed for assets carried at
cost or amortised cost (other than impairment lossg. For assets carried at
fair value, however, the change in fair value shalbe recognised in profit or

loss or in other comprehensive income, as appropite under paragraph 55.

Impairment and uncollectibility of financial assets

An entity shall assess at the end of each repargj period whether there is
any objective evidence that a financial asset or gup of financial assets is
impaired. If any such evidence exists, the entitghall apply paragraph 63
(for financial assets carried at amortised cost), gragraph 66 (for financial

assets carried at cost) or paragraph 67 (for avaitde-for-sale financial assets)
to determine the amount of any impairment loss.

A financial asset or a group of financial asseimpaired and impairment losses
are incurred if, and only if, there is objectivadance of impairment as a result
of one or more events that occurred after theainigcognition of the asset (a
‘loss event’) and that loss event (or events) hesrgact on the estimated future
cash flows of the financial asset or group of finahassets that can be reliably
estimated. It may not be possible to identifyregkd, discrete event that caused
the impairment. Rather the combined effect of sdvevents may have caused
the impairment. Losses expected as a result ofduevents, no matter how
likely, are not recognised. Objective evidence todinancial asset or group of
assets is impaired includes observable data thmesao the attention of the
holder of the asset about the following loss events:

(a) significant financial difficulty of the issuer obligor;

(b) a breach of contract, such as a default orndency in interest or
principal payments;
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(c) the lender, for economic or legal reasons irgdato the borrower’'s
financial difficulty, granting to the borrower a c@ssion that the lender
would not otherwise consider;

(d) it becoming probable that the borrower will enbemkruptcy or other
financial reorganisation;

(e) the disappearance of an active market for fihahcial asset because of
financial difficulties; or

® observable data indicating that there is a medsde decrease in the
estimated future cash flows from a group of finaheissets since the
initial recognition of those assets, although tleerdase cannot yet be
identified with the individual financial assets letgroup, including:

0] adverse changes in the payment status of borsimethe group
(eg an increased number of delayed payments ornereased
number of credit card borrowers who have reached tredit
limit and are paying the minimum monthly amount); o

(ii) national or local economic conditions that redate with defaults
on the assets in the group (eg an increase innémployment rate
in the geographical area of the borrowers, a deergaproperty
prices for mortgages in the relevant area, a dsere@aoil prices
for loan assets to oil producers, or adverse chamgandustry
conditions that affect the borrowers in the group).

60 The disappearance of an active market becausatdy's financial instruments
are no longer publicly traded is not evidence gbaimment. A downgrade of an
entity’s credit rating is not, of itself, evideno&impairment, although it may be
evidence of impairment when considered with otheailalle information.
A decline in the fair value of a financial assetdvelits cost or amortised cost is
not necessarily evidence of impairment (for examgléecline in the fair value of
an investment in a debt instrument that resultmxfem increase in the risk-free
interest rate).

61 In addition to the types of events in paragrd®h objective evidence of
impairment for an investment in an equity instrumecludes information about
significant changes with an adverse effect that healen place in the
technological, market, economic or legal environtmén which the issuer
operates, and indicates that the cost of the imasst in the equity instrument
may not be recovered. A significant or prolongedlide in the fair value of an
investment in an equity instrument below its cosals objective evidence of
impairment.

62 In some cases the observable data required tbmags the amount of an
impairment loss on a financial asset may be limdedo longer fully relevant to
current circumstances. For example, this may becise when a borrower is in
financial difficulties and there are few availabistbrical data relating to similar
borrowers. In such cases, an entity uses its expard judgement to estimate the
amount of any impairment loss. Similarly an entilges its experienced
judgement to adjust observable data for a groufinaincial assets to reflect
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current circumstances (see paragraph AG89). Thefusmsonable estimates is
an essential part of the preparation of financittesnents and does not
undermine their reliability.

Financial assets carried at amortised cost

If there is objective evidence that an impairmen loss on loans and
receivables or held-to-maturity investments carriedat amortised cost has
been incurred, the amount of the loss is measured dhe difference between
the asset’s carrying amount and the present valuef @stimated future cash
flows (excluding future credit losses that have ndbeen incurred) discounted
at the financial asset’s original effective interesrate (ie the effective interest
rate computed at initial recognition). The carrying amount of the asset shall
be reduced either directly or through use of an afiwance account.
The amount of the loss shall be recognised in profor loss.

An entity first assesses whether objective evideon€ impairment exists
individually for financial assets that are indivally significant, and individually

or collectively for financial assets that are natividually significant (see
paragraph 59). If an entity determines that necije evidence of impairment
exists for an individually assessed financial gsa#ether significant or not, it
includes the asset in a group of financial assetth wimilar credit risk

characteristics and collectively assesses theminfipairment. Assets that are
individually assessed for impairment and for which impairment loss is or
continues to be recognised are not included in Bedtive assessment of
impairment.

If, in a subsequent period, the amount of the ipairment loss decreases and
the decrease can be related objectively to an evewiccurring after the
impairment was recognised (such as an improvement ithe debtor’s credit
rating), the previously recognised impairment lossshall be reversed either
directly or by adjusting an allowance account. Theeversal shall not result
in a carrying amount of the financial asset that egzeeds what the amortised
cost would have been had the impairment not been cegnised at the date the
impairment is reversed. The amount of the reversashall be recognised in
profit or loss.

Financial assets carried at cost

If there is objective evidence that an impairmeinloss has been incurred on
an unquoted equity instrument that is not carried da fair value because its
fair value cannot be reliably measured, or on a devative asset that is linked
to and must be settled by delivery of such an unqted equity instrument,

the amount of the impairment loss is measured as ¢hdifference between the
carrying amount of the financial asset and the premnt value of estimated
future cash flows discounted at the current market ate of return for a
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similar financial asset (see paragraph 46(c) and Amgndix A
paragraphs AG80 and AG81). Such impairment losses alinot be reversed.

Available-for-sale financial assets

When a decline in the fair value of an availabléor-sale financial asset has
been recognised in other comprehensive income andhere is objective
evidence that the asset is impaired (see paragraf@®), the cumulative loss
that had been recognised in other comprehensive iame shall be reclassified
from equity to profit or loss as a reclassificationadjustment even though the
financial asset has not been derecognised.

The amount of the cumulative loss that is recladied from equity to profit or
loss under paragraph 67 shall be the difference beten the acquisition cost
(net of any principal repayment and amortisation) ad current fair value,
less any impairment loss on that financial asset pwiously recognised in
profit or loss.

Impairment losses recognised in profit or losof an investment in an equity
instrument classified as available for sale shall at be reversed through
profit or loss.

If, in a subsequent period, the fair value of alebt instrument classified as
available for sale increases and the increase cae lbbjectively related to an
event occurring after the impairment loss was recogeed in profit or loss,
the impairment loss shall be reversed, with the ammt of the reversal
recognised in profit or loss.

Hedging

71

72

73

If there is a designated hedging relationship Ibeeen a hedging instrument
and a hedged item as described in paragraphs 85-8hd Appendix A
paragraphs AG102-AG104, accounting for the gain or ks on the hedging
instrument and the hedged item shall follow paragraps 89-102.

Hedging instruments

Qualifying instruments

This Standard does not restrict the circumstmntevhich a derivative may be
designated as a hedging instrument provided thditions in paragraph 88 are
met, except for some written options (see Appendixd@&agraph AG94).
However, a non-derivative financial asset or nonvdgivie financial liability may
be designated as a hedging instrument only fodgédef a foreign currency risk.

For hedge accounting purposes, only instrumtiatsinvolve a party external to
the reporting entity (ie external to the group odividual entity that is being
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reported on) can be designated as hedging instismeAlthough individual

entities within a consolidated group or divisionshivitan entity may enter into
hedging transactions with other entities within tmeug or divisions within the
entity, any such intragroup transactions are eltdd on consolidation.
Therefore, such hedging transactions do not quédifjfhedge accounting in the
consolidated financial statements of the group. Hewethey may qualify for

hedge accounting in the individual or separateniiie statements of individual
entities within the group provided that they areeexal to the individual entity
that is being reported on.

Designation of hedging instruments

There is normally a single fair value measune d&dhedging instrument in its

entirety, and the factors that cause changes iirvédile are co-dependent. Thus,
a hedging relationship is designated by an entityaf hedging instrument in its

entirety. The only exceptions permitted are:

(a) separating the intrinsic value and time valfiea option contract and
designating as the hedging instrument only the gham intrinsic value of
an option and excluding change in its time valunet a

(b) separating the interest element and the sjxe pf a forward contract.

These exceptions are permitted because the imtrigiie of the option and the
premium on the forward can generally be measuredratgy. A dynamic
hedging strategy that assesses both the intrimdie\and time value of an option
contract can qualify for hedge accounting.

A proportion of the entire hedging instrumenttsas 50 per cent of the notional
amount, may be designated as the hedging instrumentedging relationship.
However, a hedging relationship may not be designfatednly a portion of the
time period during which a hedging instrument rersaintstanding.

A single hedging instrument may be designateal leesdge of more than one type
of risk provided that (a) the risks hedged can theniified clearly; (b) the
effectiveness of the hedge can be demonstrated{@ntis possible to ensure
that there is specific designation of the hedgingtrument and different risk
positions.

Two or more derivatives, or proportions of thén in the case of a hedge of
currency risk, two or more non-derivatives or pntipns of them, or a combination
of derivatives and non-derivatives or proportiorfstleem), may be viewed in
combination and jointly designated as the hedgisgriment, including when the
risk(s) arising from some derivatives offset(s)sth@rising from others. However,
an interest rate collar or other derivative instemirthat combines a written option
and a purchased option does not qualify as a hgdgstrument if it is, in effect, a
net written option (for which a net premium is rieeel). Similarly, two or more
instruments (or proportions of them) may be dedaghas the hedging instrument
only if none of them is a written option or a neitien option.
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Hedged items

Quialifying items

78 A hedged item can be a recognised asset oflitliaban unrecognised firm
commitment, a highly probable forecast transaatioa net investment in a foreign
operation. The hedged item can be (a) a singket,dgbility, firm commitment,
highly probable forecast transaction or net investimin a foreign operation,
(b) agroup of assets, liabilities, firm commitmgnthighly probable forecast
transactions or net investments in foreign opematigith similar risk characteristics
or (c) in a portfolio hedge of interest rate rigky a portion of the portfolio of
financial assets or financial liabilities that sh#re risk being hedged.

79 Unlike loans and receivables, a held-to-maturntyestment cannot be a hedged
item with respect to interest-rate risk or prepaymesk because designation of
an investment as held to maturity requires an tigento hold the investment
until maturity without regard to changes in the faitue or cash flows of such an
investment attributable to changes in interestsratdowever, a held-to-maturity
investment can be a hedged item with respect t® fiskn changes in foreign
currency exchange rates and credit risk.

80 For hedge accounting purposes, only assetdl|itiedy firm commitments or
highly probable forecast transactions that invavgarty external to the entity can
be designated as hedged items. It follows thatéedgounting can be applied to
transactions between entities in the same groupiortlye individual or separate
financial statements of those entities and not hie tonsolidated financial
statements of the group. Asan exception, the dareiurrency risk of an
intragroup monetary item (eg a payable/receivabtevben two subsidiaries) may
qualify as a hedged item in the consolidated fireratatements if it results in an
exposure to foreign exchange rate gains or losegsate not fully eliminated on
consolidation in accordance with NZ IAS Zhe Effects of Changes in Foreign
Exchange Ratesln accordance with NZ IAS 21, foreign exchange gaies and
losses on intragroup monetary items are not fulijieated on consolidation
when the intragroup monetary item is transacted ketvi&o group entities that
have different functional currencies. In additidime foreign currency risk of a
highly probable forecast intragroup transaction maslify as a hedged item in
consolidated financial statements provided thattthesaction is denominated in
a currency other than the functional currency ¢ #ntity entering into that
transaction and the foreign currency risk will atfegnsolidated profit or loss.

Designation of financial items as hedged items

81 If the hedged item is a financial asset or faianliability, it may be a hedged
item with respect to the risks associated with onpogion of its cash flows or
fair value (such as one or more selected contrhctsh flows or portions of
them or a percentage of the fair value) providedt teffectiveness can be
measured. For example, an identifiable and seggrateasurable portion of the
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interest rate exposure of an interest-bearing asseterest-bearing liability may
be designated as the hedged risk (such as a @skitfterest rate or benchmark
interest rate component of the total interest eaqgosure of a hedged financial
instrument).

In a fair value hedge of the interest rate expe of a portfolio of financial assets
or financial liabilities (and only in such a hedg#)e portion hedged may be
designated in terms of an amount of a currencyaegmount of dollars, euro,
pounds or rand) rather than as individual assetdigbilities). Although the
portfolio may, for risk management purposes, ineladsets and liabilities, the
amount designated is an amount of assets or anrarobliabilities. Designation
of a net amount including assets and liabilitieads permitted. The entity may
hedge a portion of the interest rate risk assotiatith this designated amount.
For example, in the case of a hedge of a portfodiotaining prepayable assets,
the entity may hedge the change in fair value ithattributable to a change in the
hedged interest rate on the basis of expectederrdftan contractual, repricing
dates. When the portion hedged is based on expegpeicing dates, the effect
that changes in the hedged interest rate have ase thxpected repricing dates
shall be included when determining the change infaéirevalue of the hedged
item. Consequently, if a portfolio that containegryable items is hedged with a
non-prepayable derivative, ineffectiveness ari¢ebe dates on which items in
the hedged portfolio are expected to prepay aresedy or actual prepayment
dates differ from those expected.

Designation of non-financial items as hedged items

If the hedged item is a non-financial asset orom-financial liability, it shall
be designated as a hedged item (a) for foreign cuancy risks, or (b) in its
entirety for all risks, because of the difficulty d isolating and measuring the
appropriate portion of the cash flows or fair valuechanges attributable to
specific risks other than foreign currency risks.

Designation of groups of items as hedged items

Similar assets or similar liabilities shall liggeegated and hedged as a group only
if the individual assets or individual liabilitiés the group share the risk exposure
that is designated as being hedged. Furthermbee,change in fair value
attributable to the hedged risk for each individitam in the group shall be
expected to be approximately proportional to theralW change in fair value
attributable to the hedged risk of the group ahie

Because an entity assesses hedge effectivepassriparing the change in the
fair value or cash flow of a hedging instrument ¢woup of similar hedging

instruments) and a hedged item (or group of sinfikgiged items), comparing a
hedging instrument with an overall net position teg net of all fixed rate assets
and fixed rate liabilities with similar maturitieshather than with a specific
hedged item, does not qualify for hedge accounting.
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Hedge accounting

85 Hedge accounting recognises the offsetting effeatprofit or loss of changes in
the fair values of the hedging instrument and theged item.

86 Hedging relationships are of three types:
(@) fair value hedge: a hedge of the exposure to changes in fair valud a

(b)

(©

recognised asset or liability or an unrecognisedrfin commitment, or
an identified portion of such an asset, liability o firm commitment,
that is attributable to a particular risk and could affect profit or loss.

cash flow hedge: a hedge of the exposure to variability in cash flows
that (i) is attributable to a particular risk assodated with a recognised
asset or liability (such as all or some future inteest payments on
variable rate debt) or a highly probable forecast tansaction and (ii)
could affect profit or loss.

hedge of a net investment in a foreign operation as defined in
NZ IAS 21.

87 A hedge of the foreign currency risk of a firrmooitment may be accounted for
as a fair value hedge or as a cash flow hedge.

88 A hedging relationship qualifies for hedge accouimg under paragraphs 89—
102 if, and only if, all of the following conditiors are met:

@)

(b)

(©

(d)

© Copyright

At the inception of the hedge there is formal dggnation and
documentation of the hedging relationship and the rdity’s risk
management objective and strategy for undertakinghte hedge. That
documentation shall include identification of the kedging instrument,
the hedged item or transaction, the nature of theisk being hedged
and how the entity will assess the hedging instrumés effectiveness
in offsetting the exposure to changes in the hedgégm’s fair value or
cash flows attributable to the hedged risk.

The hedge is expected to be highly effective egs Appendix A
paragraphs AG105-AG113) in achieving offsetting chareg in fair
value or cash flows attributable to the hedged riskconsistently with
the originally documented risk management strategyfor that
particular hedging relationship.

For cash flow hedges, a forecast transactiondhis the subject of the
hedge must be highly probable and must present anxposure to
variations in cash flows that could ultimately affet profit or loss.

The effectiveness of the hedge can be reliabiyeasured, ie the fair
value or cash flows of the hedged item that are atbutable to the
hedged risk and the fair value of the hedging instrment can be
reliably measured (see paragraphs 46 and 47 and Appéix A
paragraphs AG80 and AG8L1 for guidance on determinindair value).
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(e) The hedge is assessed on an ongoing basis aettanined actually to
have been highly effective throughout the financiateporting periods
for which the hedge was designated.

Fair value hedges

If a fair value hedge meets the conditions in pagraph 88 during the period,
it shall be accounted for as follows:

(a) the gain or loss from remeasuring the hedgingnstrument at fair
value (for a derivative hedging instrument) or theforeign currency
component of its carrying amount measured in accorahce with
NZ IAS 21 (for a non-derivative hedging instrument) shall be
recognised in profit or loss; and

(b)  the gain or loss on the hedged item attributalel to the hedged risk
shall adjust the carrying amount of the hedged itemand be
recognised in profit or loss. This applies if thehedged item is
otherwise measured at cost. Recognition of the gair loss
attributable to the hedged risk in profit or loss gplies if the hedged
item is an available-for-sale financial asset.

For a fair value hedge of the interest rateosupe of a portion of a portfolio of
financial assets or financial liabilities (and oilysuch a hedge), the requirement
in paragraph 89(b) may be met by presenting the geioss attributable to the
hedged item either:

(a) in a single separate line item within assets, tfwse repricing time
periods for which the hedged item is an asset; or

(b) in a single separate line item within liabil@jefor those repricing time
periods for which the hedged item is a liability.

The separate line items referred to in (a) andaffwve shall be presented next to
financial assets or financial liabilities. Amouirtsluded in these line items shall

be removed from the statement of financial positidren the assets or liabilities

to which they relate are derecognised.

If only particular risks attributable to a hedgiem are hedged, recognised
changes in the fair value of the hedged item utedldo the hedged risk are
recognised as set out in paragraph 55.
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91 An entity shall discontinue prospectively the hage accounting specified in
paragraph 89 if:

(a) the hedging instrument expires or is sold, terinated or exercised (for
this purpose, the replacement or rollover of a hedgg instrument into
another hedging instrument is not an expiration ortermination if
such replacement or rollover is part of the entitys documented
hedging strategy);

(b)  the hedge no longer meets the criteria for hedg accounting in
paragraph 88; or

(c) the entity revokes the designation.

92 Any adjustment arising from paragraph 89(b) to tke carrying amount of a
hedged financial instrument for which the effectiveinterest method is used
(or, in the case of a portfolio hedge of interestate risk, to the separate line
item in the statement of financial position describd in paragraph 89A) shall
be amortised to profit or loss. Amortisation may bgin as soon as an
adjustment exists and shall begin no later than whethe hedged item ceases
to be adjusted for changes in its fair value attrilntable to the risk being
hedged. The adjustment is based on a recalculatedfective interest rate at
the date amortisation begins. However, if, in thease of a fair value hedge of
the interest rate exposure of a portfolio of finan@l assets or financial
liabilities (and only in such a hedge), amortisingusing a recalculated
effective interest rate is not practicable, the adjstment shall be amortised
using a straight-line method. The adjustment shalbe amortised fully by
maturity of the financial instrument or, in the case of a portfolio hedge of
interest rate risk, by expiry of the relevant repricing time period.

93 When an unrecognised firm commitment is deseghats a hedged item, the
subsequent cumulative change in the fair value k& firm commitment
attributable to the hedged risk is recognised asasset or liability with a
corresponding gain or loss recognised in profioss (see paragraph 89(b)). The
changes in the fair value of the hedging instrunaeatalso recognised in profit or
loss.

94 When an entity enters into a firm commitmenttguire an asset or assume a
liability that is a hedged item in a fair value Bedthe initial carrying amount of
the asset or liability that results from the entitgeting the firm commitment is
adjusted to include the cumulative change in the falue of the firm
commitment attributable to the hedged risk that vea®gnised in the statement
of financial position.
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Cash flow hedges

If a cash flow hedge meets the conditions in pagraph 88 during the period,
it shall be accounted for as follows:

(a) the portion of the gain or loss on the hedgingnstrument that is
determined to be an effective hedge (see paragrapB8) shall be
recognised in other comprehensive income; and

(b)  the ineffective portion of the gain or loss orthe hedging instrument
shall be recognised in profit or loss.

More specifically, a cash flow hedge is accoufiveds follows:

(@) the separate component of equity associated thi¢hhedged item is
adjusted to the lesser of the following (in absoar@unts):

0] the cumulative gain or loss on the hedging rimsient from
inception of the hedge; and

(i)  the cumulative change in fair value (presealie) of the expected
future cash flows on the hedged item from inceptibthe hedge;

(b) any remaining gain or loss on the hedging umént or designated
component of it (that is not an effective hedgejeisognised in profit or
loss; and

(c) if an entity’'s documented risk management sgwtfor a particular
hedging relationship excludes from the assessnfdmtdge effectiveness
a specific component of the gain or loss or relatadh flows on the
hedging instrument (see paragraphs 74, 75 and )8&tet excluded
component of gain or loss is recognised in accarelavith paragraph 55.

If a hedge of a forecast transaction subsequenttesults in the recognition of

a financial asset or a financial liability, the assciated gains or losses that
were recognised in other comprehensive income in ewrdance with

paragraph 95 shall be reclassified from equity to mfit or loss as a

reclassification adjustment (see NZ IAS 1 (as revidein 2007)) in the same
period or periods during which the hedged forecastash flows affect profit

or loss (such as in the periods that interest incoenor interest expense is
recognised). However, if an entity expects that labr a portion of a loss

recognised in other comprehensive income will notédbrecovered in one or
more future periods, it shall reclassify into proft or loss as a reclassification
adjustment the amount that is not expected to be oovered.

If a hedge of a forecast transaction subsequenttesults in the recognition of
a non-financial asset or a non-financial liability,or a forecast transaction for
a non-financial asset or non-financial liability b&omes a firm commitment
for which fair value hedge accounting is applied,hen the entity shall adopt
(a) or (b) below:

(a) It reclassifies the associated gains and losssit were recognised in
other comprehensive income in accordance with paragph 95 to
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profit or loss as a reclassification adjustment (s NZIAS 1 (as
revised in 2007)) in the same period or periods durg which the asset
acquired or liability assumed affects profit or los (such as in the
periods that depreciation expense or cost of salds recognised).
However, if an entity expects that all or a portionof a loss recognised
in other comprehensive income will not be recovered one or more
future periods, it shall reclassify from equity to profit or loss as a
reclassification adjustment the amount that is notexpected to be
recovered.

(b) It removes the associated gains and losses thatre recognised in
other comprehensive income in accordance with paragph 95, and
includes them in the initial cost or other carryingamount of the asset
or liability.

99 An entity shall adopt either (a) or (b) in paragaph 98 as its accounting policy
and shall apply it consistently to all hedges to wbh paragraph 98 relates.

100 For cash flow hedges other than those covereq Iparagraphs 97 and 98,
amounts that had been recognised in other comprehsive income shall be
reclassified from equity to profit or loss as a relassification adjustment (see
NZ IAS 1 (as revised in 2007)) in the same period greriods during which
the hedged forecast cash flows affect profit or Ies(for example, when a
forecast sale occurs).

101 In any of the following circumstances an entity shall discontinue
prospectively the hedge accounting specified in pagraphs 95-100:

(a) The hedging instrument expires or is sold, terinated or exercised
(for this purpose, the replacement or rollover of ehedging instrument
into another hedging instrument is not an expiratim or termination if
such replacement or rollover is part of the entitys documented hedging
strategy). In this case, the cumulative gain or ks on the hedging
instrument that has been recognised in other comphensive income
from the period when the hedge was effective (seerpgraph 95(a))
shall remain separately in equity until the forecastransaction occurs.
When the transaction occurs, paragraph 97, 98 or IDapplies.

(b)  The hedge no longer meets the criteria for hedg accounting in
paragraph 88. In this case, the cumulative gain dioss on the hedging
instrument that has been recognised in other comphensive income
from the period when the hedge was effective (see rpgraph 95(a))
shall remain separately in equity until the forecastransaction occurs.
When the transaction occurs, paragraph 97, 98 or IDapplies.

(c) The forecast transaction is no longer expectetd occur, in which case
any related cumulative gain or loss on the hedginqstrument that
has been recognised in other comprehensive incom®ih the period
when the hedge was effective (see paragraph 95(aphall be
reclassified from equity to profit or loss as a relassification
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adjustment. A forecast transaction that is no longr highly probable
(see paragraph 88(c)) may still be expected to oacu

(d) The entity revokes the designation. For hedge®f a forecast
transaction, the cumulative gain or loss on the hagng instrument
that has been recognised in other comprehensive imme from the
period when the hedge was effective (see paragrapb(a)) shall
remain separately in equity until the forecast trarsaction occurs or is
no longer expected to occur. When the transactionoccurs,
paragraph 97, 98 or 100 applies. If the transactio is no longer
expected to occur, the cumulative gain or loss thdtad been recognised
in other comprehensive income shall be reclassifiefom equity to
profit or loss as a reclassification adjustment.

Hedges of a net investment

Hedges of a net investment in a foreign operati, including a hedge of a
monetary item that is accounted for as part of thenet investment (see
NZ IAS 21), shall be accounted for similarly to caslilow hedges:

(a) the portion of the gain or loss on the hedgingnstrument that is
determined to be an effective hedge (see paragrapB8) shall be
recognised in other comprehensive income; and

(b)  the ineffective portion shall be recognised iprofit or loss.

The gain or loss on the hedging instrument relatingo the effective portion
of the hedge that has been recognised in other comhensive income shall
be reclassified from equity to profit or loss as aeclassification adjustment
(see NZIAS 1 (revised 2007)) in accordance with pyraphs 48-49 of
NZ IAS 21 on the disposal or partial disposal of th foreign operation.

Effective date and transition

103

103A

103B

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

An entity shall apply the amendment in paragrd&gj) for annual periods
beginning on or after 1 January 2006. If an ergjpplies NZ IFRIC SRights to

Interests arising from Decommissioning, Restoration aBdvironmental
Rehabilitation Funddor an earlier period, this amendment shall beliaggfor

that earlier period.

Financial Guarantee Contract§Amendments to NZ IAS 39 and NZ IFRS 4),
issued in August 2005, amended paragraphs 2(e)hgnd,(47 and AG4, added
paragraph AG4A, added a new definition of financial rgntee contracts in
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103C

103D

103E

103F

103G

103H

paragraph 9, and deleted paragraph 3. An entity abply those amendments
for annual periods beginning on or after 1 Jan28§7. An entity that complies
with NZ IFRS 1, for an annual accounting period begig on or after
1 January 2005 and before 1 January 2007, shally appse amendments for
annual periods beginning on or after 1 January 20@&arlier application is
encouraged. If an entity applies these changesafioearlier period, it shall
disclose that fact and apply the related amendmémtsNZ IAS 32 and
NZ IFRS 4 at the same time.

NZ IAS 1 (as revised in 2007) amended the tarmgy used throughout New
Zealand equivalents to IFRSs. In addition it amenparagraphs 26, 27, 34, 54,
55, 57, 67, 68, 95(a), 97, 98, 100, 102, 105, AG4D, A@XHB, AG56, AG67,
AG83 and AG99B. An entity shall apply those amendmemtsafinual periods
beginning on or after 1 January 2009. If an endipplies NZ IAS 1 (revised
2007) for an earlier period, the amendments shallapplied for that earlier
period.

NZ IFRS 3 (as revised in 2008) deleted pardg4f). 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 guirthe amendment shall also
be applied for that earlier period. However, the aneent does not apply to
contingent consideration that arose from a busigessbination 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)

NZ IAS 27 (as amended in 2008) amended parad@phAn entity shall apply
that amendment for annual periods beginning orfter & July 2009. If an entity
applies NZ IAS 27 (amended 2008) for an earlier gkribe amendment shall be
applied for that earlier period.

An entity shall apply the amendment in pardg@jfor annual periods beginning
on or after 1 January 2009. If an entity appkegdtable Financial Instruments

andObligations Arising on Liquidatiofrevised Amendments to NZ IAS 32 and
NZ IAS 1), issued in February 2008, for an earlierigtk the amendment in

paragraph 2 shall be applied for that earlier gkrio

An entity shall apply paragraphs AG99BA, AG99E, AG99KG110A and
AG110B retrospectively for annual periods beginnimgoo after 1 July 2009, in
accordance with NZ IAS 8Accounting Policies, Changes in Accounting
Estimates and ErrotrsEarlier application is permitted. If an entitypdips Eligible
Hedged Items (Amendment to NZ IAS 39) for periods beigign before 1 July
2009, it shall disclose that fact.

Reclassification of Financial Asset§Amendments to NZIAS 39 and
NZ IFRS 7), issued in October 2008, amended paragr&thand AG8, and

added paragraphs 50B-50F. An entity shall applge¢rmmendments on or after
1 July 2008. An entity shall not reclassify a fioa@h asset in accordance with

When an entity applies NZ IFRS 7, the referennciZ IAS 32 is replaced by a reference to NZ IFRS 7
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paragraph 50B, 50D or 50E before 1 July 2008. Anlassification of a financial
asset made on or after 1 November 2008 shall tdketefnly from the date when
the reclassification is made. Any reclassificatidma dinancial asset in accordance
with paragraph 50B, 50D or 50E shall not be applétbspectively before 1 July
2008.

103l Reclassification of Financial Assetd&ffective Date and  Transition
(Amendments to NZ IAS 39 and NZ IFRS 7), issued in Dder@008, amended
paragraph 103H. An entity shall apply that amendroaror after 1 July 2008.

103J An entity shall apply paragraph 12, as amenopdEmbedded Derivatives
(Amendments to NZ IFRIC 9 and NZ IAS 39), issued in &ia2009, for annual
periods ending on or after 30 June 2009.

103K Improvements to NZ IFRSssued in May 2009 amended paragraphs 2(g), @7, 10
and AG30(g). An entity shall apply the amendmentsa@graphs 2(g), 97 and
100 prospectively to all unexpired contracts fonwal periods beginning on or
after 1 January 2010. An entity shall apply the raadneent to paragraph AG30(g)
for annual periods beginning on or after 1 Jan2@y0. Earlier application is
permitted. If an entity applies the amendment foearlier period it shall disclose
that fact.

103N Paragraph 103D was amendedrbgrovements to NZ IFR&sued in July 2010.
An entity shall apply that amendment for annual gaisibeginning on or after
1 July 2010. Earlier application is permitted.

104 [Paragraph 104 of IAS 39 is not reproduced. Traasitional provisions of
IAS 39 are not relevant to the adoption of this 8&ad. Paragraph 103
establishes the effective date of NZ IAS 39]

105 When this Standard is first applied, an enigtypermitted to designate a
previously recognised financial asset as availtédisale. For any such financial
asset the entity shall recognise all cumulativenglea in fair value in a separate
component of equity until subsequent derecognitorimpairment, when the
entity shall reclassify that cumulative gain orddeom equity to profit or loss as
a reclassification adjustment (see NZ IAS 1 (revigé@7)). The entity shall
also:

(@) restate the financial asset using the new dasanin the comparative
financial statements; and

(b) disclose the fair value of the financial assatshe date of designation
and their classification and carrying amount in frevious financial
statements.

105A An entity shall apply paragraphs 11A, 48A, AG4B-AGAG33A and AG33B
and the 2005 amendments in paragraphs 9, 12 andorlZannual periods
beginning on or after 1 January 2007. When artyeatimplies with NZ IFRS 1,
for an annual accounting period beginning on ceraft January 2005 and before
1 January 2007, the entity shall apply paragragils 148A, AG4B-AG4K,
AG33A and AG33B and the 2005 amendments in paragraph2 @nd 13 for
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annual accounting periods beginning on or after ahudry 2006. Earlier
application is encouraged.

105B An entity that first applies paragraphs 11A, 48%&64B-AG4K, AG33A and
AG33B and the 2005 amendments in paragraphs 9, 123irdits annual period
beginning before 1 January 2006 and elects to gpmvih NZ IFRS 1, for an
annual accounting period beginning on or after rfuday 2005 and before
1 January 2007:

(@) is permitted, when those new and amended patagyeap first applied, to
designate as at fair value through profit or losg previously recognised
financial asset or financial liability that then afies for such
designation. When the annual period begins befoBeptember 2005,
such designations need not be completed until 1eSdger 2005 and
may also include financial assets and financiabiliiies recognised
between the beginning of that annual period and pteBser 2005.
Notwithstanding paragraph 91, any financial assedsfiaancial liabilities
designated as at fair value through profit or lwsaccordance with this
subparagraph that were previously designated aketiged item in fair
value hedge accounting relationships shall be d&dated from those
relationships at the same time they are desigredeat fair value through
profit or loss.

(b) shall disclose the fair value of any finanaakets or financial liabilities
designated in accordance with subparagraph (apaddte of designation
and their classification and carrying amount in fhrevious financial
statements.

(c) shall de-designate any financial asset or firanliability previously
designated as at fair value through profit or libssdoes not qualify for
such designation in accordance with those new andh@edeparagraphs.
When a financial asset or financial liability wilebmeasured at amortised
cost after de-designation, the date of de-designas deemed to be its
date of initial recognition.

(d) shall disclose the fair value of any finandakets or financial liabilities
de-designated in accordance with subparagrapht tt)eadate of de-
designation and their new classifications.

105C An entity that first applies paragraphs 11A, 48&4B-AG4K, AG33A and
AG33B and the 2005 amendments in paragraphs 9, 123irdits annual period
beginning on or after 1 January 2006 and electstoply with NZ IFRS 1, for an
annual accounting period beginning on or after rfuday 2005 and before
1 January 2007:

(a) shall de-designate any financial asset or fir@nliability previously
designated as at fair value through profit or losky if it does not qualify
for such designation in accordance with those new amnded
paragraphs. When a financial asset or finanadiility will be measured
at amortised cost after de-designation, the datedefiesignation is
deemed to be its date of initial recognition.
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(b) shall not designate as at fair value througtfipor loss any previously
recognised financial assets or financial liabiéitie

(c) shall disclose the fair value of any finanaakets or financial liabilities
de-designated in accordance with subparagraph (@headate of de-
designation and their new classifications.

105D An entity shall restate its comparative finahcstatements using the new
designations in paragraph 105B or 105C provided thahe case of a financial
asset, financial liability, or group of financiasets, financial liabilities or both,
designated as at fair value through profit or ldesse items or groups would
have met the criteria in paragraph 9(b)(i), 9(b}ii 11A at the beginning of the
comparative period or, if acquired after the begigrof the comparative period,
would have met the criteria in paragraph 9(b)(i)@() or 11A at the date of
initial recognition.

106 [Paragraphs 106 to 108 of IAS 39 are not regredu The transitional provisions
in paragraphs 106 to 108 are not relevant to theptémh of this Standard.
Paragraph 103 establishes the effective date ofA$Z39]

108A An entity shall apply the last sentence of geaph 80, and paragraphs AG99A
and AG99B, for annual periods beginning on or aftdarduary 2007. For entities
which elect to comply with NZ IFRS First-time Adoption of New Zealand
Equivalents to International Financial ReportingaBtlards for an annual
accounting period beginning on or after 1Janu@B52 and before
1 January 2007, these entities shall apply thedestence of paragraph 80, and
paragraphs AG99A and AG99B, for annual periods beginmingor after
1 January 2006. Earlier application is encouragéa@n entity has designated as
the hedged item an external forecast transactian th

(@) is denominated in the functional currency af #ntity entering into the
transaction;

(b) gives rise to an exposure that will have aeafbn consolidated profit or
loss (ie is denominated in a currency other thangitoup’s presentation
currency); and

(c) would have qualified for hedge accounting hawbitbeen denominated in
the functional currency of the entity entering iitto

it may apply hedge accounting in the consolidatedrfcial statements in the
period(s) before the date of application of the tntence of paragraph 80, and
paragraphs AG99A and AG99B.

108B An entity need not apply paragraph AG99B to coatpee information relating
to periods before the date of application of tret f®ntence of paragraph 80 and
paragraph AG99A.

108C Paragraphs 9, 73 and AG8 were amended and pgavdglA added by
Improvements to NZ IFRSssued in June 2008. Paragraph 80 was amended by
Improvements to NZ IFRSssued in May 2009. An entity shall apply those
amendments for annual periods beginning on or afténuary 2009. An entity
shall apply the amendments in paragraphs 9 and 508f she date and in the
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manner it applied the 2005 amendments describggaiagraph 105A. Earlier
application of all the amendments is permitted. alfi entity applies the
amendments for an earlier period it shall disclbse fact.

Withdrawal of other pronouncements

109-110 [Paragraphs 109-110 are not reproducede withdrawal of previous IASB
pronouncements is not relevant to this Standard.]
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Appendix A
Application guidance

This appendix is an integral part of the Standard.

Scope (paragraphs 2—7)

AG1

AG2

AG3

AG3A

AG4

Some contracts require a payment based on ofingaological or other physical
variables. (Those based on climatic variables sometimes referred to as
‘weather derivatives'.) If those contracts are nathimi the scope of NZ IFRS 4,
they are within the scope of this Standard.

This Standard does not change the requiremetdtnge to employee benefit
plans that comply with NZ IAS 2@\ccounting and Reporting by Retirement
Benefit Plansand royalty agreements based on the volume of saleservice
revenues that are accounted for under NZ IAS 18

Sometimes, an entity makes what it views as at&ggic investment’ in equity
instruments issued by another entity, with the itiben of establishing or
maintaining a long-term operating relationship witie entity in which the
investment is made. The investor entity uses NZ2830 determine whether
the equity method of accounting is appropriatesfozh an investment. Similarly,
the investor entity uses NZIAS 31 to determine whetlproportionate
consolidation or the equity method is appropriaie uch an investment. If
neither the equity method nor proportionate codswibn is appropriate, the
entity applies this Standard to that strategic $twent.

This Standard applies to the financial assets farancial liabilities of insurers,
other than rights and obligations that paragrajef kcludes because they arise
under contracts within the scope of NZ IFRS 4.

Financial guarantee contracts may have variayge ferms, such as a guarantee,
some types of letter of credit, a credit defaulhtcact or an insurance contract.
Their accounting treatment does not depend on tegal form. The following
are examples of the appropriate treatment (seggoria 2(e)):

(@) Although a financial guarantee contract meets tkefinition of an
insurance contract in NZ IFRS 4 if the risk transddris significant, the
issuer applies this Standard. Nevertheless, ifiskeer has previously
asserted explicitly that it regards such contrastinsurance contracts and
has used accounting applicable to insurance cdstride issuer may elect
to apply either this Standard or NZ IFRS 4 to suictarfcial guarantee
contracts. If this Standard applies, paragraphretfiires the issuer to
recognise a financial guarantee contract initigtyfair value. If the
financial guarantee contract was issued to an uerklparty in a stand-
alone arm’s length transaction, its fair valuenageption is likely to equal
the premium received, unless there is evidenceheo tontrary.
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AG4A

Subsequently, unless the financial guarantee adntvas designated at
inception as at fair value through profit or lossialess paragraphs 29-37
and AG47-AG52 apply (when a transfer of a financiaktsmes not
qualify for derecognition or the continuing involaent approach
applies), the issuer measures it at the higher of:

0] the amount determined in accordance with NZ IASad

(i)  the amount initially recognised less, when agprate, cumulative
amortisation recognised in accordance with NZ IAS Ege(
paragraph 47(c)).

(b) Some credit-related guarantees do not, as eopdiion for payment,
require that the holder is exposed to, and hagiiedwa loss on, the failure
of the debtor to make payments on the guaranteset ashen due. An
example of such a guarantee is one that requingagr@s in response to
changes in a specified credit rating or credit ind&uch guarantees are
not financial guarantee contracts, as defined i; $tandard, and are not
insurance contracts, as defined in NZIFRS 4. Sgohrantees are
derivatives and the issuer applies this Standatideim.

(c) If a financial guarantee contract was issuedoinnection with the sale of
goods, the issuer applies NZ IAS 18 in determiningmvit recognises the
revenue from the guarantee and from the sale algjoo

Assertions that an issuer regards contractssasance contracts are typically found
throughout the issuer's communications with custsnamd regulators, contracts,
business documentation and financial statemenigthdfrmore, insurance contracts
are often subject to accounting requirements tteatistinct from the requirements

for other types of transaction, such as contrageed by banks or commercial
companies. In such cases, an issuer's financéraents typically include a

statement that the issuer has used those accoveduigements.

Definitions (paragraphs 8 and 9)

AG4B

AGA4C

Designation as at fair value through profit or loss

Paragraph 9 of this Standard allows an entitgdsignate a financial asset, a
financial liability, or a group of financial instments (financial assets, financial
liabilities or both) as at fair value through ptodir loss provided that doing so
results in more relevant information.

The decision of an entity to designate a fin@nasset or financial liability as at
fair value through profit or loss is similar to atcounting policy choice

(although, unlike an accounting policy choice,striot required to be applied
consistently to all similar transactions). When emtity has such a choice,
paragraph 14(b) of NZ IAS 8ccounting Policies, Changes in Accounting
Estimates and Errorsrequires the chosen policy to result in the finainc

statements providing reliable and more relevararimftion about the effects of
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transactions, other events and conditions on thiity'snfinancial position,
financial performance or cash flows. In the caseledignation as at fair value
through profit or loss, paragraph 9 sets out the tivoumstances when the
requirement for more relevant information will betme\ccordingly, to choose
such designation in accordance with paragraph ki needs to demonstrate
that it falls within one (or both) of these two cinestances.

Paragraph 9(b)(i): Designation eliminates or significantly
reduces a measurement or recognition inconsistency that would
otherwise arise.

Under NZ IAS 39, measurement of a financial assefinancial liability and
classification of recognised changes in its valoe determined by the item’s
classification and whether the item is part of aigieted hedging relationship.
Those requirements can create a measurement ognitoa inconsistency
(sometimes referred to as an ‘accounting mismatetgn, for example, in the
absence of designation as at fair value througffitpso loss, a financial asset
would be classified as available for sale (with moktanges in fair value
recognised in other comprehensive income) andhilitiathe entity considers
related would be measured at amortised cost (witmggs in fair value not
recognised). In such circumstances, an entity oanclude that its financial
statements would provide more relevant informatibibath the asset and the
liability were classified as at fair value througiofit or loss.

The following examples show when this conditionldde met. In all cases, an
entity may use this condition to designate finanassets or financial liabilities as
at fair value through profit or loss only if it nteethe principle in
paragraph 9(b)(i).

(@) An entity has liabilities whose cash flows aretrawtually based on the
performance of assets that would otherwise be cledsifs available for
sale. For example, an insurer may have liabilitmentaining a
discretionary participation feature that pay besefiased on realised
and/or unrealised investment returns of a specifiedl of the insurer's
assets. If the measurement of those liabilitifeets current market
prices, classifying the assets as at fair valueutin profit or loss means
that changes in the fair value of the financialetssare recognised in
profit or loss in the same period as related changethe value of the
liabilities.

(b) An entity has liabilities under insurance cootsawhose measurement
incorporates current information (as permitted by IRRS 4 Insurance
Contracts paragraph 24), and financial assets it consideleted that
would otherwise be classified as available for satem®asured at
amortised cost.

(c) An entity has financial assets, financial ligldk or both that share a risk,
such as interest rate risk, that gives rise to sipgpahanges in fair value
that tend to offset each other. However, only somée instruments
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AGAF

AG4G

would be measured at fair value through profit @sl@ie are derivatives,
or are classified as held for trading). It mayoal®e the case that the
requirements for hedge accounting are not metexample because the
requirements for effectiveness in paragraph 8&atenet.

(d) An entity has financial assets, financial ligtak or both that share a risk,
such as interest rate risk, that gives rise to sipgahanges in fair value
that tend to offset each other and the entity dussqualify for hedge
accounting because none of the instruments isiaadiee. Furthermore,
in the absence of hedge accounting there is afisigni inconsistency in
the recognition of gains and losses. For example:

0] the entity has financed a portfolio of fixedtgaassets that would
otherwise be classified as available for sale witkedi rate
debentures whose changes in fair value tend totoéiseh other.
Reporting both the assets and the debenturesratafaie through
profit or loss corrects the inconsistency that wantlderwise arise
from measuring the assets at fair value with changesgnised in
other comprehensive income and the debenturesatiaed cost.

(i) the entity has financed a specified groupazts by issuing traded
bonds whose changes in fair value tend to offsét etteer. If, in
addition, the entity regularly buys and sells toads but rarely, if
ever, buys and sells the loans, reporting bothldhes and the
bonds at fair value through profit or loss elimestthe
inconsistency in the timing of recognition of gasrsd losses that
would otherwise result from measuring them both abréised
cost and recognising a gain or loss each time ad bisn
repurchased.

In cases such as those described in the precpdiagraph, to designate, at initial
recognition, the financial assets and financiabilises not otherwise so
measured as at fair value through profit or losy miéminate or significantly
reduce the measurement or recognition inconsistandyproduce more relevant
information. For practical purposes, the entitgch@ot enter into all of the assets
and liabilities giving rise to the measurement ecognition inconsistency at
exactly the same time. A reasonable delay is ptrdhiprovided that each
transaction is designated as at fair value thropgifit or loss at its initial
recognition and, at that time, any remaining tratisas are expected to occur.

It would not be acceptable to designate only sofmthe financial assets and
financial liabilities giving rise to the inconsisiey as at fair value through profit
or loss if to do so would not eliminate or signifitig reduce the inconsistency
and would therefore not result in more relevantrimiation. However, it would
be acceptable to designate only some of a numbsimifar financial assets or
similar financial liabilities if doing so achieves significant reduction (and
possibly a greater reduction than other allowablesigiations) in the
inconsistency. For example, assume an entity hasn@ber of similar financial
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liabilities that sum to CU10Gand a number of similar financial assets that sum
CU50 but are measured on a different basis. Thigyenay significantly reduce
the measurement inconsistency by designating #alimecognition all of the
assets but only some of the liabilities (for exaepphdividual liabilities with a
combined total of CU45) as at fair value throughfipror loss. However,
because designation as at fair value through poofibss can be applied only to
the whole of a financial instrument, the entity mistexample must designate one
or more liabilities in their entirety. It could hdesignate either a component of a
liability (eg changes in value attributable to owlye risk, such as changes in a
benchmark interest rate) or a proportion (ie paage) of a liability.

Paragraph 9(b)(ii): A group of financial assets, financial
liabilities or both is managed and its performance is evaluated
on a fair value basis, in accordance with a documented risk
management or investment strategy

An entity may manage and evaluate the performanice group of financial
assets, financial liabilities or both in such a wlagt measuring that group at fair
value through profit or loss results in more relgvimformation. The focus in
this instance is on the way the entity manages aatliates performance, rather
than on the nature of its financial instruments.

The following examples show when this conditiomldobe met. In all cases, an
entity may use this condition to designate finanassets or financial liabilities as
at fair value through profit or loss only if it nteethe principle in
paragraph 9(b)(ii).

(a) The entity is a venture capital organisationfual fund, unit trust or similar
entity whose business is investing in financiabtssvith a view to profiting
from their total return in the form of interestdividends and changes in fair
value. NZ IAS 28 and NZ IAS 31 allow such investtseto be excluded
from their scope provided they are measured atédire through profit or
loss. An entity may apply the same accountingcpdlb other investments
managed on a total return basis but over whicinitsence is insufficient
for them to be within the scope of NZ IAS 28 or N¥SI31.

(b) The entity has financial assets and finand&ilities that share one or
more risks and those risks are managed and evdloata fair value basis
in accordance with a documented policy of asset dability
management. An example could be an entity thatidsaged ‘structured
products’ containing multiple embedded derivativeesd manages the
resulting risks on a fair value basis using a nfixderivative and non-
derivative financial instruments. A similar exammleuld be an entity
that originates fixed interest rate loans and maesathe resulting

In this Standard, monetary amounts are denondnateurrency units’ (CU).
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AG4J

AG4K

AG5

AG6

benchmark interest rate risk using a mix of deiwatind nonderivative
financial instruments.

(c) The entity is an insurer that holds a portfafdinancial assets, manages
that portfolio so as to maximise its total retui@ ifiterest or dividends
and changes in fair value), and evaluates its pedoce on that basis.
The portfolio may be held to back specific liald#t, equity or both. If
the portfolio is held to back specific liabilitieshe condition in
paragraph 9(b)(ii) may be met for the assets régssdof whether the
insurer also manages and evaluates the liabildiesa fair value basis.
The condition in paragraph 9(b)(i) may be met whie insurer's
objective is to maximise total return on the assetsr the longer term
even if amounts paid to holders of participatingtcacts depend on other
factors such as the amount of gains realised hoder period (eg a year)
or are subject to the insurer’s discretion.

As noted above, this condition relies on the Wkayentity manages and evaluates
performance of the group of financial instrumentader consideration.
Accordingly, (subject to the requirement of desigmatt initial recognition) an
entity that designates financial instruments afiatvalue through profit or loss
on the basis of this condition shall so designdtel@ible financial instruments
that are managed and evaluated together.

Documentation of the entity's strategy need net éxtensive but should
be sufficient to demonstrate compliance with panalgrad(b)(ii). Such
documentation is not required for each individdair, but may be on a portfolio
basis. For example, if the performance managesystém for a department — as
approved by the entity’'s key management personraéarly demonstrates that
its performance is evaluated on a total return $agquired to demonstrate
compliance with paragraph 9(b)(ii).

Effective interest rate

In some cases, financial assets are acquired ddep discount that reflects
incurred credit losses. Entities include such iremi credit losses in the
estimated cash flows when computing the effectiverédt rate.

When applying the effective interest method, atitye generally amortises any
fees, points paid or received, transaction costsaher premiums or discounts
included in the calculation of the effective intgreate over the expected life of
the instrument. However, a shorter period is uk#ds is the period to which the
fees, points paid or received, transaction costmjums or discounts relate.
This will be the case when the variable to which #esf points paid or received,
transaction costs, premiums or discounts relatedgced to market rates before
the expected maturity of the instrument. In suchcase, the appropriate
amortisation period is the period to the next stegricing date. For example, if
a premium or discount on a floating rate instrumegftects interest that has
accrued on the instrument since interest was ladt pachanges in market rates
since the floating interest rate was reset to magkes, it will be amortised to the
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next date when the floating interest is reset toketarates. This is because the
premium or discount relates to the period to thet ingerest reset date because,
at that date, the variable to which the premium igcalint relates (ie interest
rates) is reset to market rates. If, however, teenpum or discount results from a
change in the credit spread over the floating stecified in the instrument,
or other variables that are not reset to markegsrait is amortised over the
expected life of the instrument.

For floating rate financial assets and floatiage rfinancial liabilities, periodic re-
estimation of cash flows to reflect movements inkearates of interest alters the
effective interest rate. If a floating rate fin&@icasset or floating rate financial
liability is recognised initially at an amount edjta the principal receivable or
payable on maturity, re-estimating the future iesérpayments normally has no
significant effect on the carrying amount of theeisor liability.

If an entity revises its estimates of paymenteeoeipts, the entity shall adjust the
carrying amount of the financial asset or finantiability (or group of financial
instruments) to reflect actual and revised estichatash flows. The entity
recalculates the carrying amount by computing thesgnt value of estimated
future cash flows at the financial instrument’s oréy effective interest rate or,
when applicable, the revised effective interest cateulated in accordance with
paragraph 92. The adjustment is recognised initpoof loss as income or
expense. If a financial asset is reclassified dooedance with paragraph 50B,
50D or 50E, and the entity subsequently increasegstimates of future cash
receipts as a result of increased recoverabilittho§e cash receipts, the effect of
that increase shall be recognised as an adjusttuethe effective interest rate
from the date of the change in estimate rather theran adjustment to the
carrying amount of the asset at the date of thagdhé estimate.

Derivatives

Typical examples of derivatives are futures aodvérd, swap and option
contracts. A derivative usually has a notional amipwhich is an amount of
currency, a number of shares, a number of unitwe§ht or volume or other
units specified in the contract. However, a denxatnstrument does not require
the holder or writer to invest or receive the nosiloamount at the inception of the
contract. Alternatively, a derivative could requaréixed payment or payment of
an amount that can change (but not proportionallthwa change in the
underlying) as a result of some future event thainrelated to a notional amount.
For example, a contract may require a fixed payneér€U1,000 if six-month
LIBOR increases by 100 basis points. Such a cdngacderivative even though
a notional amount is not specified.

The definition of a derivative in this Standamdludes contracts that are settled
gross by delivery of the underlying item (eg a famlvaontract to purchase a
fixed rate debt instrument). An entity may haveoatract to buy or sell a non-

In this Standard, monetary amounts are denondnateurrency units’ (CU).
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AG11

AG12

AG12A

AG13

financial item that can be settled net in cashrmmtlzer financial instrument or by
exchanging financial instruments (eg a contradbug or sell a commodity at a
fixed price at a future date). Such a contraetithin the scope of this Standard
unless it was entered into and continues to befbelithe purpose of delivery of a
non-financial item in accordance with the entity’spected purchase, sale or
usage requirements (see paragraphs 5-7).

One of the defining characteristics of a densatis that it has an initial net
investment that is smaller than would be requiredftber types of contracts that
would be expected to have a similar response togdsaimn market factors.
An option contract meets that definition because ghemium is less than the
investment that would be required to obtain the dgihg financial instrument to
which the option is linked. A currency swap thatuiegs an initial exchange of
different currencies of equal fair values meetsdagnition because it has a zero
initial net investment.

A regular way purchase or sale gives rise txedfiprice commitment between
trade date and settlement date that meets theitaefiof a derivative. However,
because of the short duration of the commitmenis inot recognised as a
derivative financial instrument. Rather, this S provides for special
accounting for such regular way contracts (see paphg 38 and AG53—-AG56).

The definition of a derivative refers to nondirtial variables that are not specific
to a party to the contract. These include an indkearthquake losses in a
particular region and an index of temperatures jpaiicular city. Non-financial
variables specific to a party to the contract ideluthe occurrence or non-
occurrence of a fire that damages or destroys set @ a party to the contract.
A change in the fair value of a non-financial assetpecific to the owner if the
fair value reflects not only changes in market gsi¢or such assets (a financial
variable) but also the condition of the specifimdmancial asset held (a non-
financial variable). For example, if a guaranté¢he residual value of a specific
car exposes the guarantor to the risk of changékeircar's physical condition,
the change in that residual value is specific eodtvner of the car.

Transaction costs

Transaction costs include fees and commissicid o agents (including
employees acting as selling agents), advisers,ebsoknd dealers, levies by
regulatory agencies and securities exchanges, m$fér taxes and duties.
Transaction costs do not include debt premiumsismodints, financing costs or
internal administrative or holding costs.
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Financial assets and financial liabilities held for
trading

Trading generally reflects active and frequamitg and selling, and financial
instruments held for trading generally are used withobjective of generating a
profit from short-term fluctuations in price or deds margin.

Financial liabilities held for trading include:
(a) derivative liabilities that are not accountedds hedging instruments;

(b) obligations to deliver financial assets borrowsda short seller (ie an
entity that sells financial assets it has borrowed @oes not yet own);

(c) financial liabilities that are incurred with amention to repurchase them
in the near term (eg a quoted debt instrumentttieaissuer may buy back
in the near term depending on changes in its &lire); and

(d) financial liabilities that are part of a potifo of identified financial
instruments that are managed together and for vthide is evidence of a
recent pattern of short-term profit-taking.

The fact that a liability is used to fund tradingiaties does not in itself make
that liability one that is held for trading.

Held-to-maturity investments

An entity does not have a positive intentiondé@tto maturity an investment in a
financial asset with a fixed maturity if:

(a) the entity intends to hold the financial ageetan undefined period;

(b) the entity stands ready to sell the financided (other than if a situation
arises that is non-recurring and could not have lbeasonably anticipated
by the entity) in response to changes in markedrést rates or risks,
liquidity needs, changes in the availability of ahé yield on alternative
investments, changes in financing sources and terraBanges in foreign
currency risk; or

(c) the issuer has a right to settle the finanasalet at an amount significantly
below its amortised cost.

A debt instrument with a variable interest rate satisfy the criteria for a held-
to-maturity investment. Equity instruments cannbé held-to-maturity

investments either because they have an indefifét¢such as ordinary shares)
or because the amounts the holder may receive aanim a manner that is
not predetermined (such as for share options, wari@md similar rights). With

respect to the definition of held-to-maturity intregnts, fixed or determinable
payments and fixed maturity mean that a contractmedngement defines the
amounts and dates of payments to the holder, sactarest and principal
payments. A significant risk of non-payment doespreclude classification of a
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AG18

AG19

AG20

AG21

AG22

financial asset as held to maturity as long asdtgractual payments are fixed or
determinable and the other criteria for that cfasgion are met. If the terms of a
perpetual debt instrument provide for interest pawyts for an indefinite period,

the instrument cannot be classified as held to ritgtlbecause there is no
maturity date.

The criteria for classification as a held-to-onéy investment are met for a
financial asset that is callable by the issuehéf holder intends and is able to hold
it until it is called or until maturity and the lgr would recover substantially all
of its carrying amount. The call option of theuss if exercised, simply
accelerates the asset’'s maturity. However, if tharftial asset is callable on a
basis that would result in the holder not recovesubstantially all of its carrying
amount, the financial asset cannot be classified lasld-to-maturity investment.
The entity considers any premium paid and capédlisransaction costs in
determining whether the carrying amount would be tauisily recovered.

A financial asset that is puttable (ie the holdas the right to require that the
issuer repay or redeem the financial asset befatanty) cannot be classified as
a held-to-maturity investment because paying fputfeature in a financial asset
is inconsistent with expressing an intention to hdieé financial asset until
maturity.

For most financial assets, fair value is a naggropriate measure than amortised
cost. The held-to-maturity classification is aeption, but only if the entity has
a positive intention and the ability to hold thedéstment to maturity. When an
entity’s actions cast doubt on its intention anditgito hold such investments to
maturity, paragraph 9 precludes the use of thepgiwefor a reasonable period
of time.

A disaster scenario that is only remotely possiblich as a run on a bank or a
similar situation affecting an insurer, is not sohirgg that is assessed by an entity
in deciding whether it has the positive intentionl atility to hold an investment
to maturity.

Sales before maturity could satisfy the conditio paragraph 9—and therefore
not raise a question about the entity’s intentionhold other investments to
maturity—if they are attributable to any of theléoling:

(a) a significant deterioration in the issuer'sdit@orthiness. For example,
a sale following a downgrade in a credit rating by external rating
agency would not necessarily raise a question abeuéntity’s intention
to hold other investments to maturity if the dowrigrgrovides evidence
of a significant deterioration in the issuer's étedrthiness judged by
reference to the credit rating at initial recogmiti Similarly, if an entity
uses internal ratings for assessing exposures,gekaim those internal
ratings may help to identify issuers for which thkess been a significant
deterioration in creditworthiness, provided the tgigi approach to
assigning internal ratings and changes in thosegsaigive a consistent,
reliable and objective measure of the credit qualitthe issuers. If there
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is evidence that a financial asset is impaired (sagraphs 58 and 59),
the deterioration in creditworthiness is often relgdras significant.

(b) a change in tax law that eliminates or sigaifity reduces the tax-exempt
status of interest on the held-to-maturity investtm@ut not a change in
tax law that revises the marginal tax rates applécabinterest income).

(c) a major business combination or major dispmsiisuch as a sale of a
segment) that necessitates the sale or transfehedd-to-maturity
investments to maintain the entity’s existing iesrrate risk position or
credit risk policy (although the business combiratis an event within
the entity’s control, the changes to its investnortfolio to maintain an
interest rate risk position or credit risk policyaynbe consequential rather
than anticipated).

(d) a change in statutory or regulatory requiremesignificantly modifying
either what constitutes a permissible investmerthermaximum level of
particular types of investments, thereby causingtatity to dispose of a
held-to-maturity investment.

(e) a significant increase in the industry’s regua capital requirements that
causes the entity to downsize by selling held-todmitgtinvestments.

)] a significant increase in the risk weights ofdato-maturity investments
used for regulatory risk-based capital purposes.

An entity does not have a demonstrated abilitydiol to maturity an investment
in a financial asset with a fixed maturity if:

(@) it does not have the financial resources aviglto continue to finance the
investment until maturity; or

(b) it is subject to an existing legal or other saint that could frustrate its
intention to hold the financial asset to maturifidiowever, an issuer’s call
option does not necessarily frustrate an entityiterition to hold a
financial asset to maturitysee paragraph AG18.)

Circumstances other than those described ingmgrhs AG16-AG23 can
indicate that an entity does not have a positivenition or the ability to hold an
investment to maturity.

An entity assesses its intention and abilitydlul lits held-to-maturity investments
to maturity not only when those financial assetsimitéally recognised, but also
at the end of each subsequent reporting period.

Loans and receivables

Any non-derivative financial asset with fixed oeterminable payments
(including loan assets, trade receivables, investsnen debt instruments and
deposits held in banks) could potentially meet tedinition of loans and
receivables. However, a financial asset that isequt an active market (such as
a quoted debt instrument, see paragraph AG71) daegabfy for classification
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as a loan or receivable. Financial assets thatadaneet the definition of loans
and receivables may be classified as held-to-mgtumvestments if they meet the
conditions for that classification (see paragrapland AG16-AG25). On initial
recognition of a financial asset that would otheenire classified as a loan or
receivable, an entity may designate it as a fir@nasset at fair value through
profit or loss, or available for sale.

Embedded derivatives (paragraphs 10-13)

AG27

AG28

AG29

AG30

If a host contract has no stated or predetechmimaturity and represents a
residual interest in the net assets of an entitgn tits economic characteristics
and risks are those of an equity instrument, anérabedded derivative would
need to possess equity characteristics relatedetsame entity to be regarded as
closely related. If the host contract is not amigginstrument and meets the
definition of a financial instrument, then its eoomic characteristics and risks are
those of a debt instrument.

An embedded non-option derivative (such as anedddd forward or swap)
is separated from its host contract on the basits gttated or implied substantive
terms, so as to result in it having a fair valuezefo at initial recognition.
An embedded option-based derivative (such as an duhebleput, call, cap, floor
or swaption) is separated from its host contracthenbasis of the stated terms of
the option feature. The initial carrying amounttbé host instrument is the
residual amount after separating the embeddedatiéy

Generally, multiple embedded derivatives in glsinnstrument are treated as a
single compound embedded derivative. However, ermdzbddrivatives that are
classified as equity (see NZIAS 32 Financial Instats: Presentation) are
accounted for separately from those classifiedsasta or liabilities. In addition,
if an instrument has more than one embedded dsévand those derivatives
relate to different risk exposures and are reasilgarable and independent of
each other, they are accounted for separately &ach other.

The economic characteristics and risks of aneelided derivative are not closely
related to the host contract (paragraph 11(a)hénfollowing examples. In these
examples, assuming the conditions in paragraph) Hi(8 (c) are met, an entity
accounts for the embedded derivative separatety fh@ host contract.

(a) A put option embedded in an instrument that kssatine holder to require
the issuer to reacquire the instrument for an amofioash or other assets
that varies on the basis of the change in an equigommodity price or
index is not closely related to a host debt inseoin

(b) A call option embedded in an equity instrumédnatt tenables the issuer to
reacquire that equity instrument at a specifiedeis not closely related
to the host equity instrument from the perspectivéhe holder (from the
issuer's perspective, the call option is an eqinstrument provided it
meets the conditions for that classification unblet IAS 32, in which
case it is excluded from the scope of this Starjdard
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An option or automatic provision to extend teenaining term to maturity

of a debt instrument is not closely related to Huest debt instrument
unless there is a concurrent adjustment to theoappate current market
rate of interest at the time of the extension.arlf entity issues a debt
instrument and the holder of that debt instrumeritewra call option on

the debt instrument to a third party, the issugards the call option as
extending the term to maturity of the debt instramgrovided the issuer
can be required to participate in or facilitate thenarketing of the debt
instrument as a result of the call option beingezed.

Equity-indexed interest or principal paymentsbedded in a host debt
instrument or insurance contraeby which the amount of interest or
principal is indexed to the value of equity instemts—are not closely
related to the host instrument because the risler@émt in the host and the
embedded derivative are dissimilar.

Commodity-indexed interest or principal paynseatnbedded in a host
debt instrument or insurance contradty which the amount of interest or
principal is indexed to the price of a commodityqs as gold}-are not
closely related to the host instrument becauseiske inherent in the host
and the embedded derivative are dissimilar.

An equity conversion feature embedded in a cdible debt instrument is
not closely related to the host debt instrumentnfitbe perspective of the
holder of the instrument (from the issuer's persipec the equity

conversion option is an equity instrument and edetufrom the scope of
this Standard provided it meets the conditiongtiat classification under
NZ IAS 32).

A call, put, or prepayment option embedded fost debt contract or host
insurance contract is not closely related to th&t bontract unless:

0] the option’s exercise price is approximatelyialgon each exercise
date to the amortised cost of the host debt instninor the
carrying amount of the host insurance contract; or

(i) the exercise price of a prepayment option fainses the lender for
an amount up to the approximate present valuestfifiierest for
the remaining term of the host contract. Lost riege is the
product of the principal amount prepaid multiplieg the interest
rate differential. The interest rate differentiglthe excess of the
effective interest rate of the host contract ohereffective interest
rate the entity would receive at the prepayment iiétteeinvested
the principal amount prepaid in a similar contrdor the
remaining term of the host contract.

The assessment of whether the call or put optiatorsely related to the
host debt contract is made before separating thityeglement of a
convertible debt instrument in accordance with NZ B£S

Credit derivatives that are embedded in a Hest instrument and allow
one party (the ‘beneficiary’) to transfer the ctedsk of a particular
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AG32

AG33

reference asset, which it may not own, to anothey #re ‘guarantor’)
are not closely related to the host debt instrumé&nich credit derivatives
allow the guarantor to assume the credit risk aasetiwith the reference
asset without directly owning it.

An example of a hybrid instrument is a finanawstrument that gives the holder
a right to put the financial instrument back to tksuer in exchange for an
amount of cash or other financial assets that sasiethe basis of the change in
an equity or commodity index that may increase ecrease (a ‘puttable

instrument’). Unless the issuer on initial recogmitdesignates the puttable
instrument as a financial liability at fair valuereugh profit or loss, it is required
to separate an embedded derivative (ie the indgxedtipal payment) under

paragraph 11 because the host contract is a destruiment under

paragraph AG27 and the indexed principal paymentotsciosely related to a

host debt instrument under paragraph AG30(a). Becthes principal payment

can increase and decrease, the embedded derivatavenon-option derivative

whose value is indexed to the underlying variable.

In the case of a puttable instrument that capubdack at any time for cash equal
to a proportionate share of the net asset valugnoéntity (such as units of an
open-ended mutual fund or some unit-linked investnpeoducts), the effect of

separating an embedded derivative and accountingedoh component is to

measure the combined instrument at the redemptimuat that is payable at the
end of the reporting period if the holder exercigsdight to put the instrument

back to the issuer.

The economic characteristics and risks of aneeluiéd derivative are closely
related to the economic characteristics and riskshe host contract in the
following examples. In these examples, an entitgsdaot account for the
embedded derivative separately from the host contra

(@) An embedded derivative in which the underlyisgan interest rate or
interest rate index that can change the amountnigfrest that would
otherwise be paid or received on an interest-bgdrst debt contract or
insurance contract is closely related to the hostract unless the combined
instrument can be settled in such a way that théehavould not recover
substantially all of its recognised investment loe €mbedded derivative
could at least double the holder’s initial ratereturn on the host contract
and could result in a rate of return that is astd@wice what the market
return would be for a contract with the same tersntha host contract.

(b) An embedded floor or cap on the interest rateaodebt contract or
insurance contract is closely related to the hostract, provided the cap
is at or above the market rate of interest andfldar is at or below the
market rate of interest when the contract is issaad,the cap or floor is
not leveraged in relation to the host contract. milrly, provisions
included in a contract to purchase or sell an a&gt commodity) that
establish a cap and a floor on the price to be paigceived for the asset
are closely related to the host contract if bo#hdap and floor were out of
the money at inception and are not leveraged.
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An embedded foreign currency derivative thawjates a stream of principal
or interest payments that are denominated in agforeurrency and is
embedded in a host debt instrument (eg a dual ryrbond) is closely
related to the host debt instrument. Such a dérevés not separated from
the host instrument because NZ IAS 21 requiresdoreurrency gains and
losses on monetary items to be recognised in pofiss.

An embedded foreign currency derivative in athmmntract that is an
insurance contract or not a financial instrumentksas a contract for the
purchase or sale of a non-financial item where tiweps denominated in
a foreign currency) is closely related to the homsttract provided it is not
leveraged, does not contain an option feature, r@ogiires payments
denominated in one of the following currencies:

0] the functional currency of any substantial paa that contract;

(i) the currency in which the price of the relatgabd or service that
is acquired or delivered is routinely denominatadcommercial
transactions around the world (such as the US dfalacrude oil
transactions); or

(i) a currency that is commonly used in contraittspurchase or sell
non-financial items in the economic environmentwhich the
transaction takes place (eg a relatively stabldigodl currency that
is commonly used in local business transactiorextarnal trade).

An embedded prepayment option in an interest-aml principal-only
strip is closely related to the host contract piledi the host contract
(i) initially resulted from separating the right teceive contractual cash
flows of a financial instrument that, in and of Ifs&lid not contain an
embedded derivative, and (ii) does not contain @nys not present in
the original host debt contract.

An embedded derivative in a host lease contiaciosely related to the
host contract if the embedded derivative is (i)isftation-related index
such as an index of lease payments to a consurnuer ipdex (provided
that the lease is not leveraged and the indexeltd inflation in the
entity’s own economic environment), (ii) contingemntals based on
related sales or (iii) contingent rentals basedanable interest rates.

A unit-linking feature embedded in a host finahénstrument or host
insurance contract is closely related to the hasttiment or host contract
if the unit-denominated payments are measuredra¢rtuunit values that
reflect the fair values of the assets of the fuAdunit-linking feature is a
contractual term that requires payments denominatedinits of an
internal or external investment fund.

A derivative embedded in an insurance contraatlasely related to the
host insurance contract if the embedded derivatind host insurance
contract are so interdependent that an entity dameasure the embedded
derivative separately (ie without considering thettoontract).
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Instruments containing embedded derivatives

When an entity becomes a party to a hybrid @aed) instrument that contains
one or more embedded derivatives, paragraph 1llresqthe entity to identify
any such embedded derivative, assess whetheretjisred to be separated from
the host contract and, for those that are requioede separated, measure the
derivatives at fair value at initial recognition darsubsequently.  These
requirements can be more complex, or result in hefiable measures, than
measuring the entire instrument at fair value tgropwrofit or loss. For that
reason this Standard permits the entire instruteebé designated as at fair value
through profit or loss.

Such designation may be used whether paragrapreduires the embedded
derivatives to be separated from the host contagirohibits such separation.
However, paragraph 11A would not justify designating tybrid (combined)

instrument as at fair value through profit or loss the cases set out in
paragraph 11A(a) and (b) because doing so would ediice complexity or

increase reliability.

Recognition and derecognition (paragraphs 14—-42)

AG34

AG35

Initial recognition (paragraph 14)

As a consequence of the principle in paragraptad4ntity recognises all of its
contractual rights and obligations under derivatiye its statement of financial
position as assets and liabilities, respectivetgept for derivatives that prevent a
transfer of financial assets from being accounted &s a sale (see
paragraph AG49). If a transfer of a financial asdees not qualify for
derecognition, the transferee does not recognisdréimsferred asset as its asset
(see paragraph AG50).

The following are examples of applying the primeiin paragraph 14:

(a) unconditional receivables and payables are grésed as assets or
liabilities when the entity becomes a party to tlfmntact and, as a
consequence, has a legal right to receive or & ddajigation to pay cash.

(b) assets to be acquired and liabilities to beurired as a result of a firm
commitment to purchase or sell goods or services gamerally not
recognised until at least one of the parties hasopeed under the
agreement. For example, an entity that receivéismaorder does not
generally recognise an asset (and the entity thatep the order does not
recognise a liability) at the time of the commitrhdut, rather, delays
recognition until the ordered goods or servicesehdeen shipped,
delivered or rendered. If a firm commitment to karysell non-financial
items is within the scope of this Standard undeagaphs 5-7, its net
fair value is recognised as an asset or liabilitytoe commitment date
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(see (c) below). In addition, if a previously urogoised firm
commitment is designated as a hedged item in avidue hedge, any
change in the net fair value attributable to thédeal risk is recognised as
an asset or liability after the inception of the dge (see
paragraphs 93 and 94).

a forward contract that is within the scope ofs tiStandard (see
paragraphs 2—7) is recognised as an asset orilétylian the commitment
date, rather than on the date on which settlemdwestplace. When an
entity becomes a party to a forward contract, thevaues of the right
and obligation are often equal, so that the netviaue of the forward is
zero. If the net fair value of the right and oblign is not zero, the
contract is recognised as an asset or liability.

option contracts that are within the scope ofs tiStandard (see
paragraphs 2—7) are recognised as assets ortlegilvhen the holder or
writer becomes a party to the contract.

planned future transactions, no matter how YVikelre not assets and
liabilities because the entity has not become typara contract.
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Derecognition of a financial asset
(paragraphs 15-37)

The following flow chart illustrates the evaluatiof whether and to what extent
a financial asset is derecognised.

| Consolidate all subsidiaries (including any SPE) [Paragraph 15] |

Determine whether the derecognition principles below are applied to a
part or all of an asset (or group of similar assets) [Paragraph 16]

v

Have the rights to the ves
Derecognise the asset
cash flows from the asset expired? '_F‘ 9
Paragraph 17(a)

No

v
Has the entity transferred

its rights to receive the cash flows

from the asset? [Paragraph 18(a)]

Has the entity assumed
an obligation to pay the cash flows from

the asset that meets the conditions in
paragraph 19? [Paragraph 18(b

No

Continue to recognise
the asset

Has the entity transferred
substantially all risks and rewards?
Paragraph 20(a

Derecognise the asset

Yes

Has the entity retained
substantially all risks and rewards?
Paragraph 20(b

Continue to recognise
the asset

No

Has the entity retained No

control of the asset?
[Paragraph 20(c)]

Derecognise the asset

Yes

A 4

Continue to recognise the asset to the extent of the entity’s continuing involvement
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Arrangements under which an entity retains the contractual
rights to receive the cash flows of a financial asset, but
assumes a contractual obligation to pay the cash flows to one
or more recipients (paragraph 18(b))

The situation described in paragraph 18(b) (wdreentity retains the contractual
rights to receive the cash flows of the financiaeasbut assumes a contractual
obligation to pay the cash flows to one or morapieats) occurs, for example,

if the entity is a special purpose entity or trustd issues to investors beneficial
interests in the underlying financial assets thatins and provides servicing of

those financial assets. In that case, the findasisets qualify for derecognition

if the conditions in paragraphs 19 and 20 are met.

In applying paragraph 19, the entity could loe,eéxample, the originator of the
financial asset, or it could be a group that inekid consolidated special purpose
entity that has acquired the financial asset arsdgmon cash flows to unrelated
third party investors.

Evaluation of the transfer of risks and rewards of ownership
(paragraph 20)

Examples of when an entity has transferred saotialig all the risks and rewards
of ownership are:
(@) an unconditional sale of a financial asset;

(b) a sale of a financial asset together with arioapto repurchase the
financial asset at its fair value at the time gfuechase; and

(c) a sale of a financial asset together with agoutall option that is deeply
out of the money (ie an option that is so far duthe money it is highly
unlikely to go into the money before expiry).

Examples of when an entity has retained subatyrdll the risks and rewards of
ownership are:

(@) a sale and repurchase transaction where thecrtegse price is a fixed
price or the sale price plus a lender’s return;

(b) a securities lending agreement;

(c) a sale of a financial asset together with al tarn swap that transfers
the market risk exposure back to the entity;

(d) a sale of a financial asset together with a deg¢he-money put or call
option (ie an option that is so far in the moneat i is highly unlikely to
go out of the money before expiry); and

(e) a sale of short-term receivables in which theityerguarantees to
compensate the transferee for credit losses thdikaty to occur.
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If an entity determines that as a result of thensfer, it has transferred
substantially all the risks and rewards of ownerstipthe transferred asset,
it does not recognise the transferred asset agaia future period, unless it
reacquires the transferred asset in a new transactio

Evaluation of the transfer of control

An entity has not retained control of a trangfdrasset if the transferee has the
practical ability to sell the transferred asset. eftity has retained control of a
transferred asset if the transferee does not hawepttactical ability to sell the
transferred asset. A transferee has the practichty to sell the transferred asset
if it is traded in an active market because thedieree could repurchase the
transferred asset in the market if it needs tornetilhe asset to the entity.
For example, a transferee may have the practicltlyaio sell a transferred asset
if the transferred asset is subject to an optiat #iows the entity to repurchase
it, but the transferee can readily obtain the fiemed asset in the market if the
option is exercised. A transferee does not haeeptiactical ability to sell the
transferred asset if the entity retains such amoopand the transferee cannot
readily obtain the transferred asset in the mafkbe entity exercises its option.

The transferee has the practical ability to #ed transferred asset only if the
transferee can sell the transferred asset in tisegnto an unrelated third party
and is able to exercise that ability unilateralhydavithout imposing additional
restrictions on the transfer. The critical queasti® what the transferee is able to
do in practice, not what contractual rights the $faree has concerning what it
can do with the transferred asset or what contracprahibitions exist.
In particular:

(a) a contractual right to dispose of the transfitrasset has little practical
effect if there is no market for the transferregegisand

(b) an ability to dispose of the transferred abset little practical effect if it
cannot be exercised freely. For that reason:

0] the transferee’s ability to dispose of the gfmmred asset must be
independent of the actions of others (ie it mustabanilateral
ability); and

(i)  the transferee must be able to dispose of tthaesferred asset
without needing to attach restrictive conditions'sirings’ to the
transfer (eg conditions about how a loan assetngcgsl or an
option giving the transferee the right to repurehtéhe asset).

That the transferee is unlikely to sell the $farred asset does not, of itself, mean
that the transferor has retained control of thedfierred asset. However, if a put
option or guarantee constrains the transferee feliing the transferred asset,
then the transferor has retained control of thesferred asset. For example, if a
put option or guarantee is sufficiently valuablednstrains the transferee from
selling the transferred asset because the tramsfesald, in practice, not sell the

transferred asset to a third party without attachengimilar option or other
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restrictive conditions. Instead, the transferee ldidwold the transferred asset so
as to obtain payments under the guarantee or ptibnop Under these
circumstances the transferor has retained contithleotransferred asset.

Transfers that qualify for derecognition

An entity may retain the right to a part of thierest payments on transferred assets
as compensation for servicing those assets. Thepthe interest payments that
the entity would give up upon termination or tramsdf the servicing contract is
allocated to the servicing asset or servicing ligbi The part of the interest
payments that the entity would not give up is d@argst-only strip receivable. For
example, if the entity would not give up any instrepon termination or transfer of
the servicing contract, the entire interest spisaah interest-only strip receivable.
For the purposes of applying paragraph 27, thev/éires of the servicing asset and
interest-only strip receivable are used to allocde carrying amount of the
receivable between the part of the asset that iscdgnised and the part that
continues to be recognised. If there is no sergidee specified or the fee to be
received is not expected to compensate the erditguately for performing the
servicing, a liability for the servicing obligatiasi recognised at fair value.

In estimating the fair values of the part thahtmues to be recognised and
the part that is derecognised for the purposes ppiyang paragraph 27, an
entity applies the fair value measurement requirégmn paragraphs 48, 49 and
AG69-AG82 in addition to paragraph 28.

Transfers that do not qualify for derecognition

The following is an application of the princippetlined in paragraph 29. If a
guarantee provided by the entity for default lossesthe transferred asset
prevents a transferred asset from being derecajrieeause the entity has
retained substantially all the risks and rewardowhership of the transferred
asset, the transferred asset continues to be riseagim its entirety and the
consideration received is recognised as a liability

Continuing involvement in transferred assets

The following are examples of how an entity meesar transferred asset and the
associated liability under paragraph 30.

All assets

(a) If a guarantee provided by an entity to pay default losses on a
transferred asset prevents the transferred assetifeing derecognised to
the extent of the continuing involvement, the tfaned asset at the date
of the transfer is measured at the lower of (i) ¢hgying amount of the
asset and (ii) the maximum amount of the considerateceived in the
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transfer that the entity could be required to regéhe guarantee
amount’). The associated liability is initially mured at the guarantee
amount plus the fair value of the guarantee (whishnormally the
consideration received for the guarantee). Sulesdty the initial fair
value of the guarantee is recognised in profitosslon a time proportion
basis (see NZ IAS 18) and the carrying value of tgetis reduced by
any impairment losses.

Assets measured at amortised cost

(b)

If a put option obligation written by an entiby call option right held by
an entity prevents a transferred asset from beemgabgnised and the
entity measures the transferred asset at amortiest the associated
liability is measured at its cost (ie the consitierareceived) adjusted for
the amortisation of any difference between that ewst the amortised
cost of the transferred asset at the expiratioe détthe option. For
example, assume that the amortised cost and cgrayimount of the asset
on the date of the transfer is CU98 and that thesidenation received is
CU95. The amortised cost of the asset on the optiencise date will be
CU100. The initial carrying amount of the assodaliability is CU95
and the difference between CU95 and CU100 is recagjnis@rofit or
loss using the effective interest method. If tipdian is exercised, any
difference between the carrying amount of the aasediliability and the
exercise price is recognised in profit or loss.

Assets measured at fair value

(©

(d)

© Copyright

If a call option right retained by an entityepents a transferred asset from
being derecognised and the entity measures thef¢raed asset at fair
value, the asset continues to be measured airitgalae. The associated
liability is measured at (i) the option exercisé&erless the time value of
the option if the option is in or at the money,(idr the fair value of the
transferred asset less the time value of the ojiftittre option is out of the
money. The adjustment to the measurement of thecksed liability
ensures that the net carrying amount of the assétthe associated
liability is the fair value of the call option righ For example, if the fair
value of the underlying asset is CU80, the optixerase price is CU95 and
the time value of the option is CU5, the carryimgoant of the associated
liability is CU75 (CU80 — CUS5) and the carrying amo of the transferred
asset is CU8O (ie its fair value).

If a put option written by an entity preventsransferred asset from being
derecognised and the entity measures the trandfasset at fair value,
the associated liability is measured at the opémearcise price plus the
time value of the option. The measurement of teetat fair value is
limited to the lower of the fair value and the optiexercise price because
the entity has no right to increases in the falugaf the transferred asset
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above the exercise price of the option. This esstinat the net carrying
amount of the asset and the associated liabilitgigsfair value of the put
option obligation. For example, if the fair valokthe underlying asset is
CU120, the option exercise price is CU100 and thes tiralue of the
option is CU5, the carrying amount of the associdiility is CU105
(CU100 + CU5) and the carrying amount of the ass€@U400 (in this
case the option exercise price).

If a collar, in the form of a purchased callanritten put, prevents a
transferred asset from being derecognised and rkity eneasures the
asset at fair value, it continues to measure tisetaat fair value. The
associated liability is measured at (i) the surthefcall exercise price and
fair value of the put option less the time valuetef call option, if the call
option is in or at the money, or (ii) the sum oé thair value of the asset
and the fair value of the put option less the tirakie of the call option if
the call option is out of the money. The adjustimienthe associated
liability ensures that the net carrying amount b tasset and the
associated liability is the fair value of the opoheld and written by the
entity. For example, assume an entity transfefinancial asset that is
measured at fair value while simultaneously puraitasi call with an
exercise price of CU120 and writing a put with an eiser price of CU80.
Assume also that the fair value of the asset is CUitOfie date of the
transfer. The time value of the put and call argdlCand CU5
respectively. In this case, the entity recogn@easset of CU100 (the fair
value of the asset) and a liability of CU96 [(CU10€W1) — CU5]. This
gives a net asset value of CU4, which is the fainealf the options held
and written by the entity.

All transfers

To the extent that a transfer of a financiabadses not qualify for derecognition,
the transferor's contractual rights or obligatioetated to the transfer are not
accounted for separately as derivatives if recaggidoth the derivative and

either the transferred asset or the liability agsirom the transfer would result in
recognising the same rights or obligations twiceor Example, a call option

retained by the transferor may prevent a transfdmancial assets from being
accounted for as a sale. In that case, the ctibrops not separately recognised
as a derivative asset.

To the extent that a transfer of a financiabadses not qualify for derecognition,
the transferee does not recognise the transfesset as its asset. The transferee
derecognises the cash or other consideration paidrecognises a receivable
from the transferor. If the transferor has bothight and an obligation to
reacquire control of the entire transferred assetffixed amount (such as under
a repurchase agreement), the transferee may adwoutst receivable as a loan or
receivable.
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AG51  The following examples illustrate the applicatminthe derecognition principles
of this Standard.
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Repurchase agreements and securities lendifhg.financial asset is sold
under an agreement to repurchase it at a fixed micat the sale price
plus a lender’s return or if it is loaned underaagneement to return it to
the transferor, it is not derecognised because tthesferor retains
substantially all the risks and rewards of ownership.the transferee
obtains the right to sell or pledge the assetttéwesferor reclassifies the
asset in its statement of financial position, feamaple, as a loaned asset
or repurchase receivable.

Repurchase agreements and securities lending-assktd are
substantially the samelf a financial asset is sold under an agreement to
repurchase the same or substantially the same asaefixed price or at
the sale price plus a lender’s return or if a firiahasset is borrowed or
loaned under an agreement to return the same atasuially the same
asset to the transferor, it is not derecognisedussz the transferor retains
substantially all the risks and rewards of ownership.

Repurchase agreements and securities lending-ri§lsubstitution. If a
repurchase agreement at a fixed repurchase prieepoice equal to the
sale price plus a lender’s return, or a similausiéies lending transaction,
provides the transferee with a right to substitsgets that are similar and
of equal fair value to the transferred asset atréjperchase date, the asset
sold or lent under a repurchase or securities t@ndiiansaction is not
derecognised because the transferor retains stib#liaall the risks and
rewards of ownership.

Repurchase right of first refusal at fair valué.an entity sells a financial
asset and retains only a right of first refusatedpurchase the transferred
asset at fair value if the transferee subsequesels it, the entity
derecognises the asset because it has transfetvetastially all the risks
and rewards of ownership.

Wash sale transactionThe repurchase of a financial asset shortly after i
has been sold is sometimes referred to as a wash Saich a repurchase
does not preclude derecognition provided that tigral transaction met
the derecognition requirements. However, if an agesg to sell a
financial asset is entered into concurrently with agreement to
repurchase the same asset at a fixed price ofathesce plus a lender's
return, then the asset is not derecognised.

Put options and call options that are deeply in theney. If a transferred
financial asset can be called back by the transfend the call option is
deeply in the money, the transfer does not quélifly derecognition
because the transferor has retained substantiatiyearisks and rewards
of ownership. Similarly, if the financial asset cha put back by the
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transferee and the put option is deeply in the mpothe transfer does not
qualify for derecognition because the transfera feained substantially
all the risks and rewards of ownership.

Put options and call options that are deeply outhef money A financial
asset that is transferred subject only to a deépfetihe-money put option
held by the transferee or a deep out-of-the-mormédlyoption held by the
transferor is derecognised. This is because #resferor has transferred
substantially all the risks and rewards of ownership.

Readily obtainable assets subject to a call opthwat is neither deeply in
the money nor deeply out of the mand#yan entity holds a call option on
an asset that is readily obtainable in the markettae option is neither
deeply in the money nor deeply out of the moneyw tsset is
derecognised. This is because the entity (i) heither retained nor
transferred substantially all the risks and rewaofisownership, and
(i) has not retained control. However, if the assetnot readily
obtainable in the market, derecognition is preadilite the extent of the
amount of the asset that is subject to the calbogiecause the entity has
retained control of the asset.

A not readily obtainable asset subject to a puiaptvritten by an entity
that is neither deeply in the money nor deeply duthe money.If an
entity transfers a financial asset that is not itgadbtainable in the
market, and writes a put option that is not deeply af the money, the
entity neither retains nor transfers substantiallyhe risks and rewards of
ownership because of the written put option. Théyergtains control of
the asset if the put option is sufficiently valualb prevent the transferee
from selling the asset, in which case the assetrageg to be recognised
to the extent of the transferor's continuing inwtent (see
paragraph AG44). The entity transfers control of #sset if the put
option is not sufficiently valuable to prevent ttransferee from selling
the asset, in which case the asset is derecognised.

Assets subject to a fair value put or call optianacforward repurchase
agreement. A transfer of a financial asset that is subject doly put or
call option or a forward repurchase agreement tlaat dn exercise or
repurchase price equal to the fair value of tharfgial asset at the time of
repurchase results in derecognition because dfainefer of substantially
all the risks and rewards of ownership.

Cash settled call or put optionsAn entity evaluates the transfer of a
financial asset that is subject to a put or caltiasp or a forward
repurchase agreement that will be settled net ih tagdetermine whether
it has retained or transferred substantially a#i tisks and rewards of
ownership. If the entity has not retained subsadgtiall the risks and
rewards of ownership of the transferred asset, @rdehes whether it has
retained control of the transferred asset. Thatpht or the call or the
forward repurchase agreement is settled net in d@asb not automatically
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mean that the entity has transferred control (seaguaphs AG44 and (g),
(h) and (i) above).

Removal of accounts provisionA removal of accounts provision is an
unconditional repurchase (call) option that gives emtity the right to
reclaim assets transferred subject to some rastrict Provided that such
an option results in the entity neither retainingr ntransferring
substantially all the risks and rewards of ownership precludes
derecognition only to the extent of the amount scbjto repurchase
(assuming that the transferee cannot sell the §ss€br example, if the
carrying amount and proceeds from the transfer aainl assets are
CU100,000 and any individual loan could be calleckdzut the aggregate
amount of loans that could be repurchased coulderoéed CU10,000,
CU90,000 of the loans would qualify for derecogmitio

Clean-up calls. An entity, which may be a transferor, that services
transferred assets may hold a clean-up call to hase remaining
transferred assets when the amount of outstandisgtsadalls to a
specified level at which the cost of servicing thasssets becomes
burdensome in relation to the benefits of servicifyovided that such a
clean-up call results in the entity neither retagninor transferring
substantially all the risks and rewards of ownershiyg the transferee
cannot sell the assets, it precludes derecognitity to the extent of the
amount of the assets that is subject to the céilbiop

Subordinated retained interests and credit guarasteAn entity may
provide the transferee with credit enhancement lpplinating some or
all of its interest retained in the transferredeassAlternatively, an entity
may provide the transferee with credit enhancemetite form of a credit
guarantee that could be unlimited or limited tepacified amount. If the
entity retains substantially all the risks and redgaof ownership of the
transferred asset, the asset continues to be riseagim its entirety. If the
entity retains some, but not substantially alltheé risks and rewards of
ownership and has retained control, derecognitiopreciuded to the
extent of the amount of cash or other assets tmatentity could be
required to pay.

Total return swaps.An entity may sell a financial asset to a trandere
and enter into a total return swap with the traesfewhereby all of the
interest payment cash flows from the underlying taase remitted to the
entity in exchange for a fixed payment or variatdte payment and any
increases or declines in the fair value of the dyitey asset are absorbed
by the entity. Insuch a case, derecognition df cdl the asset is
prohibited.

Interest rate swaps.An entity may transfer to a transferee a fixed rate
financial asset and enter into an interest ratepswith the transferee to
receive a fixed interest rate and pay a variableré@st rate based on a
notional amount that is equal to the principal antoof the transferred
financial asset. The interest rate swap does maiymte derecognition of
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the transferred asset provided the payments on sthap are not
conditional on payments being made on the trareddemsset.

(@)  Amortising interest rate swapsAn entity may transfer to a transferee a
fixed rate financial asset that is paid off ovendi and enter into an
amortising interest rate swap with the transfereeteive a fixed interest
rate and pay a variable interest rate based ortianab amount. If the
notional amount of the swap amortises so that italsqthe principal
amount of the transferred financial asset outstandi any point in time,
the swap would generally result in the entity retanisubstantial
prepayment risk, in which case the entity eithertionies to recognise all
of the transferred asset or continues to recoghisdransferred asset to
the extent of its continuing involvement. Convérsé the amortisation
of the notional amount of the swap is not linkedhe principal amount
outstanding of the transferred asset, such a swapdwat result in the
entity retaining prepayment risk on the asset. Ident would not
preclude derecognition of the transferred assetiged the payments on
the swap are not conditional on interest paymenisgbmade on the
transferred asset and the swap does not resuleieritity retaining any
other significant risks and rewards of ownershigtentransferred asset.

AG52  This paragraph illustrates the application ef ¢bntinuing involvement approach
when the entity’s continuing involvement is in atpafra financial asset.

Assume an entity has a portfolio of prepayable logingse coupon and effectiye
interest rate is 10 per cent and whose principalusriand amortised cost is
CU10,000. It enters into a transaction in whiclreiturn for a payment of
CU9,115, the transferee obtains the right to CU9diGthy collections of
principal plus interest thereon at 9.5 per certie @ntity retains rights to
CU1,000 of any collections of principal plus inteérégereon at 10 per cent, plu
the excess spread of 0.5 per cent on the rema@lify000 of principal.
Collections from prepayments are allocated betwkerentity and the transferge
proportionately in the ratio of 1:9, but any defawdre deducted from the entit
interest of CU1,000 until that interest is exhaust€&te fair value of the loans pt
the date of the transaction is CU10,100 and thmattd fair value of the excess
spread of 0.5 per cent is CU40.

(2]

The entity determines that it has transferred ssigr@ficant risks and rewards
of ownership (for example, significant prepaymeskYyibut has also retained
some significant risks and rewards of ownership (beeaf its subordinated
retained interest) and has retained control. eltefore applies the continuing
involvement approach.

To apply this Standard, the entity analyses thestation as (a) a retention of
fully proportionate retained interest of CU1,00usp(b) the subordination of

that retained interest to provide credit enhanceérntethe transferee for credit
losses.

j2¥)

continued..
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...continued

The entity calculates that CU9,090 (90 per cent4@100) of the consideration
received of CU9,115 represents the consideratioa folly proportionate
90 per cent share. The remainder of the considenadceived (CU25) represents
consideration received for subordinating its regdiimterest to provide credit
enhancement to the transferee for credit losseaddition, the excess spread qgf
0.5 per cent represents consideration receivetthéocredit enhancement.
Accordingly, the total consideration received fog tredit enhancement is CUG5
(CU25 + CU40).

The entity calculates the gain or loss on the githe 90 per cent share of cash
flows. Assuming that separate fair values of th@@&0cent part transferred apd
the 10 per cent part retained are not availablleeatiate of the transfer, the
entity allocates the carrying amount of the agsecicordance with
paragraph 28 as follows:

Allocated

Estimated Carrying

Fair Value  Percentage Amount

Portion transferred 9,090 90% 9,000
Portion retained 1,010 10% 1,000

Total 10,100 10,000

The entity computes its gain or loss on the sath@BO0 per cent share of the
cash flows by deducting the allocated carrying arofithe portion transferred
from the consideration received, ie CU90 (CU9,09J9,000). The carrying
amount of the portion retained by the entity is (D00.

In addition, the entity recognises the continuimgplvement that results from
the subordination of its retained interest for dribses. Accordingly, it
recognises an asset of CU1,000 (the maximum anaduhe cash flows it
would not receive under the subordination), andsmoaated liability of
CU1,065 (which is the maximum amount of the cash flawsould not receive
under the subordination, ie CU1,000 plus the fdine®f the subordination of
CU65).

continued...
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...continued

The entity uses all of the above information tocact for the transaction as
follows:

Debit Credit
Original asset - 9,000
Asset recognised for subordination of
the residual interest 1,000 -
Asset for the consideration received in the

90

form of excess spread 40
Profit or loss (gain on transfer) - 1,065
Liability - -
Cash received 9,115 10,155
Total 10,155

Immediately following the transaction, the carrysngount of the asset is
CU2,040 comprising CU1,000, representing the allatatest of the portion
retained, and CU1,040, representing the entity'stade| continuing
involvement from the subordination of its retainegkrest for credit losses
(which includes the excess spread of CU40).

Regular way purchase or sale of a financial asset
(paragraph 38)

A regular way purchase or sale of financial asseatscognised using either trade
date accounting or settlement date accounting ssrided in paragraphs AG55
and AG56. The method used is applied consistentlglfgpurchases and sales of
financial assets that belong to the same categbfinancial assets defined in

paragraph 9. For this purpose assets that arefbelglading form a separate

category from assets designated at fair value girquiofit or loss.

A contract that requires or permits net settldroéthe change in the value of the

contract is not a regular way contract. Insteadhsucontract is accounted for as
a derivative in the period between the trade datietlaa settlement date.

The trade date is the date that an entity cosnitsi¢lf to purchase or sell an asset.
Trade date accounting refers to (a) the recognitioan asset to be received and
the liability to pay for it on the trade date, gl derecognition of an asset that is
sold, recognition of any gain or loss on disposatl dhe recognition of a

receivable from the buyer for payment on the tdalie. Generally, interest does

87 © Copyright



NZ IAS 39

AG56

AG57

AG58

AG59

AG60

AG61

not start to accrue on the asset and correspordibijty until the settlement
date when title passes.

The settlement date is the date that an assétligsered to or by an entity.
Settlement date accounting refers to (a) the ratiogrof an asset on the day it is
received by the entity, and (b) the derecognitibraro asset and recognition of
any gain or loss on disposal on the day that delvered by the entity. When
settlement date accounting is applied an entitpacts for any change in the fair
value of the asset to be received during the pdyadeen the trade date and the
settlement date in the same way as it accountthvacquired asset. In other
words, the change in value is not recognised faetagsrried at cost or amortised
cost; it is recognised in profit or loss for assgssified as financial assets at fair
value through profit or loss; and it is recognisedther comprehensive income
for assets classified as available for sale.

Derecognition of a financial liability
(paragraphs 39-42)

A financial liability (or part of it) is extingehed when the debtor either:

(a) discharges the liability (or part of it) by jay the creditor, normally with
cash, other financial assets, goods or services; or

(b) is legally released from primary responsibility the liability (or part of
it) either by process of law or by the creditorf tfle debtor has given a
guarantee this condition may still be met.)

If an issuer of a debt instrument repurchases thstrument, the debt is
extinguished even if the issuer is a market makehat instrument or intends to
resell it in the near term.

Payment to a third party, including a trust (stimes called ‘in-substance
defeasance’), does not, by itself, relieve the alebt its primary obligation to the
creditor, in the absence of legal release.

If a debtor pays a third party to assume argabbtin and notifies its creditor that
the third party has assumed its debt obligatioa, débtor does not derecognise
the debt obligation unless the condition in parprAG57(b) is met. If the
debtor pays a third party to assume an obligati@habtains a legal release from
its creditor, the debtor has extinguished the délmiwever, if the debtor agrees to
make payments on the debt to the third party actlito its original creditor, the
debtor recognises a new debt obligation to the therdy.

Although legal release, whether judicially or blye tcreditor, results in
derecognition of a liability, the entity may recdgg a new liability if the
derecognition criteria in paragraphs 15-37 aremet for the financial assets
transferred.  If those criteria are not met, thans$ferred assets are not
derecognised, and the entity recognises a newitiabdlating to the transferred
assets.
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For the purpose of paragraph 40, the terms abstantially different if the
discounted present value of the cash flows undem#éve terms, including any
fees paid net of any fees received and discounsitguhe original effective
interest rate, is at least 10 per cent differeatnfrthe discounted present value
of the remaining cash flows of the original finadiability. If an exchange of
debt instruments or modification of terms is acdedrfor as an extinguishment,
any costs or fees incurred are recognised as paftieogain or loss on the
extinguishment. If the exchange or modificationnist accounted for as an
extinguishment, any costs or fees incurred adjhst darrying amount of the
liability and are amortised over the remaining tefmthe modified liability.

In some cases, a creditor releases a debtor ftenpresent obligation to
make payments, but the debtor assumes a guardritgation to pay if the party
assuming primary responsibility defaults. In tiilcumstance the debtor:

(a) recognises a new financial liability based anftir value of its obligation
for the guarantee; and

(b) recognises a gain or loss based on the difterbetween (i) any proceeds
paid and (ii) the carrying amount of the originalaincial liability less the
fair value of the new financial liability.

Measurement (paragraphs 43—70)

AG64

AG65

Initial measurement of financial assets and
financial liabilities (paragraph 43)

The fair value of a financial instrument on iaitrecognition is normally the
transaction price (ie the fair value of the consatien given or received, see also
paragraph AG76). However, if part of the consideragimen or received is for
something other than the financial instrument, fhie value of the financial
instrument is estimated, using a valuation techmigsee paragraphs AG74—
AG79). For example, the fair value of a long-termn®r receivable that carries
no interest can be estimated as the present vdlwEl duture cash receipts
discounted using the prevailing market rate(s)tdrest for a similar instrument
(similar as to currency, term, type of intereserand other factors) with a similar
credit rating. Any additional amount lent is an expe or a reduction of income
unless it qualifies for recognition as some otlypetof asset.

If an entity originates a loan that bears annudifket interest rate (eg 5 per cent
when the market rate for similar loans is 8 per ;eantd receives an upfront fee
as compensation, the entity recognises the lodéa ftir value, ie net of the fee it
receives. The entity accretes the discount toitpasfloss using the effective
interest rate method.
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AG66

AG67

AG68

AG69

AG70

AG71

Subsequent measurement of financial assets
(paragraphs 45 and 46)

If a financial instrument that was previouslyageised as a financial asset is
measured at fair value and its fair value fallobekero, it is a financial liability
measured in accordance with paragraph 47.

The following example illustrates the accountiiog transaction costs on the
initial and subsequent measurement of an avaifaleale financial asset.
An asset is acquired for CU100 plus a purchase cosioniof CU2. Initially,
the asset is recognised at CU102. The end of ffartieg period occurs one day
later, when the quoted market price of the assti$00. If the asset were sold,
a commission of CU3 would be paid. On that date,ab®set is measured at
CU100 (without regard to the possible commissionale)sand a loss of CU2 is
recognised in other comprehensive income. If thailable-for-sale financial
asset has fixed or determinable payments, thedctios costs are amortised to
profit or loss using the effective interest methodf the available-for-sale
financial asset does not have fixed or determinglalgments, the transaction
costs are recognised in profit or loss when thetass#gerecognised or becomes
impaired.

Instruments that are classified as loans arelvasles are measured at amortised
cost without regard to the entity’s intention todhthem to maturity.

Fair value measurement considerations
(paragraphs 48 and 49)

Underlying the definition of fair value is a puesption that an entity is a going
concern without any intention or need to liquidatecurtail materially the scale

of its operations or to undertake a transactiomdverse terms. Fair value is not,
therefore, the amount that an entity would receivpay in a forced transaction,
involuntary liquidation or distress sale. Howeviir value reflects the credit

quality of the instrument.

This Standard uses the terms ‘bid price’ anHiregsprice’ (sometimes referred to
as ‘current offer price’) in the context of quotedrket prices, and the term ‘the
bid-ask spread’ to include only transaction costther adjustments to arrive at
fair value (eg for counterparty credit risk) aret mcluded in the term ‘bid-ask
spread’.

Active market: quoted price

A financial instrument is regarded as quotedniraetive market if quoted prices
are readily and regularly available from an excleardgaler, broker, industry
group, pricing service or regulatory agency, arabéhprices represent actual and
regularly occurring market transactions on an arergyth basis. Fair value is
defined in terms of a price agreed by a willing bugad a willing seller in an
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arm’s length transaction. The objective of deteing fair value for a financial
instrument that is traded in an active market ignive at the price at which a
transaction would occur at the end of the reporpegiod in that instrument
(ie without modifying or repackaging the instrumeint)the most advantageous
active market to which the entity has immediate ssceHowever, the entity
adjusts the price in the more advantageous maokegftect any differences in
counterparty credit risk between instruments traiglethat market and the one
being valued. The existence of published pricetafians in an active market is
the best evidence of fair value and when they eResy are used to measure the
financial asset or financial liability.

The appropriate quoted market price for an dsslet or liability to be issued is
usually the current bid price and, for an assdte@cquired or liability held, the
asking price. When an entity has assets and itiabilwith offsetting market
risks, it may use mid-market prices as a basieftablishing fair values for the
offsetting risk positions and apply the bid or agkprice to the net open position
as appropriate. When current bid and asking p@cesunavailable, the price of
the most recent transaction provides evidenceetthrent fair value as long as
there has not been a significant change in economiamstances since the time
of the transaction. If conditions have changedsesithe time of the transaction
(eg a change in the risk-free interest rate follgatime most recent price quote for
a corporate bond), the fair value reflects the gean conditions by reference to
current prices or rates for similar financial instrents, as appropriate. Similarly,
if the entity can demonstrate that the last tratisacprice is not fair value
(eg because it reflected the amount that an entityld receive or pay in a forced
transaction, involuntary liquidation or distressle¥a that price is adjusted.
The fair value of a portfolio of financial instrumis is the product of the number
of units of the instrument and its quoted markeatepr If a published price
guotation in an active market does not exist folinancial instrument in its
entirety, but active markets exist for its compdrarts, fair value is determined
on the basis of the relevant market prices forcttraponent parts.

If a rate (rather than a price) is quoted inaative market, the entity uses that
market-quoted rate as an input into a valuatiohrtepie to determine fair value.

If the market-quoted rate does not include cradi or other factors that market

participants would include in valuing the instrumethie entity adjusts for those

factors.

No active market: valuation technique

If the market for a financial instrument is ramtive, an entity establishes fair
value by using a valuation technique. Valuatiorhtégues include using recent
arm’s length market transactions between knowledgeablilling parties,

if available, reference to the current fair valuk amother instrument that is
substantially the same, discounted cash flow arsbsd option pricing models.
If there is a valuation technique commonly usedhiarket participants to price
the instrument and that technique has been denabedtto provide reliable
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AG75

AG76

AGT76A

AGT7

estimates of prices obtained in actual market &etisns, the entity uses that
technique.

The objective of using a valuation techniquéigstablish what the transaction
price would have been on the measurement date iarrais length exchange
motivated by normal business considerations. \dire is estimated on the basis
of the results of a valuation technigue that makagimum use of market inputs,
and relies as little as possible on entity-spedifjputs. A valuation technique
would be expected to arrive at a realistic estimafethe fair value if
(a) it reasonably reflects how the market could dgected to price the
instrument and (b) the inputs to the valuation téghe reasonably represent
market expectations and measures of the risk-refactors inherent in the
financial instrument.

Therefore, a valuation technique (a) incorparatdl factors that market
participants would consider in setting a price dndig consistent with accepted
economic methodologies for pricing financial instents. Periodically, an entity
calibrates the valuation technique and tests itvldidity using prices from any
observable current market transactions in the sams@ument (ie without

modification or repackaging) or based on any ab&labservable market data.
An entity obtains market data consistently in thenesamarket where the
instrument was originated or purchased. The bedepege of the fair value of a
financial instrument at initial recognition is ttransaction price (ie the fair value
of the consideration given or received) unlessfétirevalue of that instrument is
evidenced by comparison with other observable ctimamket transactions in the
same instrument (ie without modification or repadkgyor based on a valuation
technique whose variables include only data froseolable markets.

The subsequent measurement of the financiat assfinancial liability and the
subsequent recognition of gains and losses shallcdmesistent with the
requirements of this Standard. The applicatioparhigraph AG76 may result in
no gain or loss being recognised on the initiabgedtion of a financial asset or
financial liability. In such a case, NZ IAS 39 re@s that a gain or loss shall be
recognised after initial recognition only to thetemt that it arises from a change
in a factor (including time) that market participgmwould consider in setting a
price.

The initial acquisition or origination of a fineial asset or incurrence of a
financial liability is a market transaction thabpides a foundation for estimating
the fair value of the financial instrument. Inp@rlar, if the financial instrument
is a debt instrument (such as a loan), its fainealan be determined by reference
to the market conditions that existed at its adtjais or origination date and
current market conditions or interest rates culyecharged by the entity or by
others for similar debt instruments (ie similar ening maturity, cash flow
pattern, currency, credit risk, collateral and liest basis). Alternatively,
provided there is no change in the credit riskhaf debtor and applicable credit
spreads after the origination of the debt instruman estimate of the current
market interest rate may be derived by using aleack interest rate reflecting
a better credit quality than the underlying deldtimment, holding the credit
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spread constant, and adjusting for the changeeitb&mchmark interest rate from
the origination date. If conditions have changettes the most recent market
transaction, the corresponding change in the firevof the financial instrument
being valued is determined by reference to curpiges or rates for similar
financial instruments, adjusted as appropriate, doy differences from the
instrument being valued.

The same information may not be available atheaweasurement date.
For example, at the date that an entity makesradoacquires a debt instrument
that is not actively traded, the entity has a taatisn price that is also a market
price. However, no new transaction information mayabeilable at the next
measurement date and, although the entity canndieierthe general level of
market interest rates, it may not know what levetfdit or other risk market
participants would consider in pricing the instrumen that date. An entity may
not have information from recent transactions ttedeine the appropriate credit
spread over the basic interest rate to use in metgrg a discount rate for a
present value computation. It would be reasonabkessume, in the absence of
evidence to the contrary, that no changes haventgkace in the spread that
existed at the date the loan was made. However ntiitg ould be expected to
make reasonable efforts to determine whether tremvidence that there has
been a change in such factors. When evidence dfaage exists, the entity
would consider the effects of the change in detangirthe fair value of the
financial instrument.

In applying discounted cash flow analysis, antyenises one or more discount
rates equal to the prevailing rates of return fioaricial instruments having
substantially the same terms and characteristickjding the credit quality of the
instrument, the remaining term over which the cantral interest rate is fixed,

the remaining term to repayment of the principatl dhe currency in which

payments are to be made. Short-term receivabldspagables with no stated
interest rate may be measured at the original aev@mount if the effect of

discounting is immaterial.

No active market: equity instruments

The fair value of investments in equity instrumsethat do not have a quoted
market price in an active market and derivatives #re linked to and must be
settled by delivery of such an unquoted equityrimaent (see paragraphs 46(c)
and 47) is reliably measurable if (a) the variapiln the range of reasonable fair
value estimates is not significant for that instewntnor (b) the probabilities of the
various estimates within the range can be reasonabbgssed and used in
estimating fair value.

There are many situations in which the varigbilitthe range of reasonable fair
value estimates of investments in equity instrumehat do not have a quoted
market price and derivatives that are linked to anut be settled by delivery of
such an unquoted equity instrument (see paragré®fcs and 47) is likely not to
be significant. Normally it is possible to estimahe fair value of a financial
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asset that an entity has acquired from an outsidiy.p However, if the range of
reasonable fair value estimates is significant gaedprobabilities of the various
estimates cannot be reasonably assessed, an ienpitgcluded from measuring
the instrument at fair value.

Inputs to valuation techniques

AG82  An appropriate technique for estimating the failue of a particular financial
instrument would incorporate observable market dhataut the market conditions
and other factors that are likely to affect thetrinment’'s fair value. The fair
value of a financial instrument will be based on @memore of the following
factors (and perhaps others):

(@)  The time value of money (ie interest at the basigstrfree rate). Basic
interest rates can usually be derived from obséevgbvernment bond
prices and are often quoted in financial publicadio These rates typically
vary with the expected dates of the projected céshsfalong a yield
curve of interest rates for different time horizornSor practical reasons,
an entity may use a well-accepted and readily obséevgeneral rate,
such as LIBOR or a swap rate, as the benchmark @ecause a rate
such as LIBOR is not the risk-free interest rate, ¢redit risk adjustment
appropriate to the particular financial instrumésntdetermined on the
basis of its credit risk in relation to the credsk in this benchmark rate.)
In some countries, the central government’s bonag carry a significant
credit risk and may not provide a stable benchnbardic interest rate for
instruments denominated in that currency. Somadtiesitin these
countries may have a better credit standing anower borrowing rate
than the central government. In such a case, latgest rates may be
more appropriately determined by reference to @sterates for the
highest rated corporate bonds issued in the cuyrefihat jurisdiction.

(b)  Credit risk. The effect on fair value of credit risk (ie the mmiem over
the basic interest rate for credit risk) may beivéer from observable
market prices for traded instruments of differergdit quality or from
observable interest rates charged by lenders famslmf various credit
ratings.

(c) Foreign currency exchange pricesActive currency exchange markets
exist for most major currencies, and prices aretegli@aily in financial
publications.

(d)  Commodity prices. There are observable market prices for many
commodities.

(e) Equity prices. Prices (and indexes of prices) of traded equityrimsents
are readily observable in some markets. Presduée\zsed techniques
may be used to estimate the current market priegoity instruments for
which there are no observable prices.
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® Volatility (ie magnitude of future changes in pricé the financial
instrument or other item).Measures of the volatility of actively traded
items can normally be reasonably estimated on #mEsbof historical
market data or by using volatilities implied in @mt market prices.

(9) Prepayment risk and surrender riskexpected prepayment patterns for
financial assets and expected surrender patterrismémcial liabilities can
be estimated on the basis of historical data. (&frevalue of a financial
liability that can be surrendered by the countdgpeannot be less than
the present value of the surrender amount — segjzgoh 49.)

(h)  Servicing costs for a financial asset or a finahdiability. Costs of
servicing can be estimated using comparisons withentifees charged
by other market participants. If the costs of g@ng a financial asset or
financial liability are significant and other matkgarticipants would face
comparable costs, the issuer would consider thedetiaermining the fair
value of that financial asset or financial lialyilitIt is likely that the fair
value at inception of a contractual right to futuiges equals the
origination costs paid for them, unless future feied related costs are out
of line with market comparables.

Gains and losses (paragraphs 55-57)

An entity applies NZ IAS 21 to financial assets éindncial liabilities that are
monetary items in accordance with NZ IAS 21 and denataed in a foreign
currency. Under NZ IAS 21, any foreign exchange gairglosses on monetary
assets and monetary liabilities are recognisedafitpr loss. An exception is a
monetary item that is designated as a hedginguimsnt in either a cash flow
hedge (see paragraphs 95-101) or a hedge of a nwestinent (see
paragraph 102). For the purpose of recognisingigor exchange gains and
losses under NZ IAS 21, a monetary available-for-S8abncial asset is treated as
if it were carried at amortised cost in the foreggmrency. Accordingly, for such
a financial asset, exchange differences resultiog fchanges in amortised cost
are recognised in profit or loss and other chanigesarrying amount are
recognised in accordance with paragraph 55(b). aWailable-for-sale financial
assets that are not monetary items under NZIAS 2t ékample, equity
instruments), the gain or loss that is recognisedther comprehensive income
under paragraph 55(b) includes any related foreiginange component. If there
is a hedging relationship between a non-derivathanetary asset and a non-
derivative monetary liability, changes in the fgreicurrency component of those
financial instruments are recognised in profitasd.
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Impairment and uncollectibility of financial assets
(paragraphs 58-70)

Financial assets carried at amortised cost
(paragraphs 63—65)

Impairment of a financial asset carried at aisedt cost is measured using the
financial instrument’s original effective interestte because discounting at the
current market rate of interest would, in effectpogse fair value measurement on
financial assets that are otherwise measured attize cost. If the terms of a
loan, receivable or held-to-maturity investment ageegotiated or otherwise
modified because of financial difficulties of therower or issuer, impairment is
measured using the original effective interest fagéore the modification of
terms. Cash flows relating to short-term receivaldes not discounted if the
effect of discounting is immaterial. If a loanceévable or held-to-maturity
investment has a variable interest rate, the distcoate for measuring any
impairment loss under paragraph 63 is the currdfécteve interest rate(s)
determined under the contract. As a practical ep¢da creditor may measure
impairment of a financial asset carried at amadtisest on the basis of an
instrument’s fair value using an observable magtate. The calculation of the
present value of the estimated future cash flows odllateralised financial asset
reflects the cash flows that may result from forsale less costs for obtaining
and selling the collateral, whether or not forectesa probable.

The process for estimating impairment considdir&redit exposures, not only
those of low credit quality. For example, if antignuses an internal credit
grading system it considers all credit grades, amdy those reflecting a severe
credit deterioration.

The process for estimating the amount of an imygant loss may result either in
a single amount or in a range of possible amouirighe latter case, the entity
recognises an impairment loss equal to the beishatst within the rangetaking
into account all relevant information available dref the financial statements are
issued about conditions existing at the end oféperting period.

For the purpose of a collective evaluation opamment, financial assets are
grouped on the basis of similar credit risk charastics that are indicative of the
debtors’ ability to pay all amounts due accordimy the contractual terms

(for example, on the basis of a credit risk evatuator grading process that
considers asset type, industry, geographical logatcollateral type, past-due
status and other relevant factors). The charatiesichosen are relevant to the
estimation of future cash flows for groups of sueBets by being indicative of

the debtors’ ability to pay all amounts due acauwgdio the contractual terms of
the assets being evaluated. However, loss probebilind other loss statistics

NZ IAS 37, paragraph 39 contains guidance on twodetermine the best estimate in a range of plessib
outcomes.
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differ at a group level between (a) assets that baea individually evaluated for
impairment and found not to be impaired and (b)et@sshat have not been
individually evaluated for impairment, with the réisihat a different amount of
impairment may be required. If an entity does Imate a group of assets with
similar risk characteristics, it does not makedtditional assessment.

Impairment losses recognised on a group bagiegent an interim step pending
the identification of impairment losses on indivadluassets in the group
of financial assets that are collectively assedsedimpairment. As soon as
information is available that specifically identi§i losses on individually impaired
assets in a group, those assets are removed feogrdhp.

Future cash flows in a group of financial astets are collectively evaluated for
impairment are estimated on the basis of histotasd experience for assets with
credit risk characteristics similar to those in tgmup. Entities that have
no entity-specific loss experience or insufficiestperience, use peer group
experience for comparable groups of financial assetistorical loss experience
is adjusted on the basis of current observable tdateflect the effects of current
conditions that did not affect the period on whibh historical loss experience is
based and to remove the effects of conditions énhtistorical period that do not
exist currently. Estimates of changes in futurshcdlows reflect and are
directionally consistent with changes in relatedenbable data from period to
period (such as changes in unemployment rates,edsorices, commodity
prices, payment status or other factors that afieative of incurred losses in the
group and their magnitude). The methodology ansumagtions used for
estimating future cash flows are reviewed reguladlyréduce any differences
between loss estimates and actual loss experience.

As an example of applying paragraph AG89, an entity determine, on the
basis of historical experience, that one of thenncauses of default on credit card
loans is the death of the borrower. The entity mlagerve that the death rate is
unchanged from one year to the next. Neverthetesse of the borrowers in the
entity’s group of credit card loans may have diedhat year, indicating that an
impairment loss has occurred on those loans, dyahthe year-end, the entity is
not yet aware which specific borrowers have diedvolild be appropriate for an
impairment loss to be recognised for these ‘inclpeit not reported’ losses.
However, it would not be appropriate to recognisemapairment loss for deaths
that are expected to occur in a future period, beeahe necessary loss event
(the death of the borrower) has not yet occurred.

When using historical loss rates in estimatiamirie cash flows, it is important

that information about historical loss rates islegabto groups that are defined in
a manner consistent with the groups for which theotital loss rates were

observed. Therefore, the method used should eealste group to be associated
with information about past loss experience in geoopassets with similar credit

risk characteristics and relevant observable detareflect current conditions.

Formula-based approaches or statistical methodg be used to determine
impairment losses in a group of financial assegsf¢e smaller balance loans) as
long as they are consistent with the requiremengaimgraphs 63—-65 and AG87—
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AG93

AG91. Any model used would incorporate the effecheftime value of money,
consider the cash flows for all of the remaining liff an asset (not only the next
year), consider the age of the loans within thefpliotand not give rise to an
impairment loss on initial recognition of a finaalcasset.

Interest income after impairment recognition

Once a financial asset or a group of similarrfaial assets has been written down
as a result of an impairment loss, interest incésniereafter recognised using
the rate of interest used to discount the futurehcfows for the purpose of
measuring the impairment loss.

Hedging (paragraphs 71-102)

AGY94

AG95

AG96

AG97

AG98

Hedging instruments (paragraphs 72—-77)
Qualifying instruments (paragraphs 72 and 73)

The potential loss on an option that an entityesrcould be significantly greater
than the potential gain in value of a related hddtem. In other words, a written
option is not effective in reducing the profit ass exposure of a hedged item.
Therefore, a written option does not qualify as ddirey instrument unless it is
designated as an offset to a purchased optiorydimg one that is embedded in
another financial instrument (for example, a wnt@all option used to hedge a
callable liability). In contrast, a purchased opthas potential gains equal to or
greater than losses and therefore has the potewetiabduce profit or loss
exposure from changes in fair values or cash floascordingly, it can qualify
as a hedging instrument.

A held-to-maturity investment carried at amodis®st may be designated as a
hedging instrument in a hedge of foreign currensly. r

An investment in an unquoted equity instrumeat th not carried at fair value
because its fair value cannot be reliably measarederivative that is linked to
and must be settled by delivery of such an unquagdity instrument

(see paragraphs 46(c) and 47) cannot be desigaat@dtiedging instrument.

An entity’s own equity instruments are not finahassets or financial liabilities
of the entity and therefore cannot be designatdtkbdging instruments.

Hedged items (paragraphs 78-84)
Quialifying items (paragraphs 78—80)

A firm commitment to acquire a business in a hess combination cannot be a
hedged item, except for foreign exchange risk, beeathe other risks being
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hedged cannot be specifically identified and messur These other risks are
general business risks.

An equity method investment cannot be a hedgad inh a fair value hedge
because the equity method recognises in profioss the investor’'s share of the
associate’s profit or loss, rather than changdkearinvestment'’s fair value. For a
similar reason, an investment in a consolidatedsigigry cannot be a hedged
item in a fair value hedge because consolidatieogsises in profit or loss the
subsidiary's profit or loss, rather than changeghe investment's fair value.
A hedge of a net investment in a foreign operat®mmlifferent because it is a
hedge of the foreign currency exposure, not aviaiue hedge of the change in
the value of the investment.

Paragraph 80 states that in consolidated fiahstatements the foreign currency
risk of a highly probable forecast intragroup tiet®on may qualify as a hedged
item in a cash flow hedge, provided the transadsatenominated in a currency
other than the functional currency of the entityeeing into that transaction and
the foreign currency risk will affect consolidatexbfit or loss. For this purpose
an entity can be a parent, subsidiary, associatet yenture or branch. If the
foreign currency risk of a forecast intragroup saction does not affect
consolidated profit or loss, the intragroup tratismccannot qualify as a hedged
item. This is usually the case for royalty paymseninterest payments or
management charges between members of the same gnbegs there is a
related external transaction. However, when the dareiurrency risk of a
forecast intragroup transaction will affect consatetl profit or loss, the
intragroup transaction can qualify as a hedged.it&m example is forecast sales
or purchases of inventories between members of dhee ggroup if there is an
onward sale of the inventory to a party externahtogroup. Similarly, a forecast
intragroup sale of plant and equipment from thaugrentity that manufactured it
to a group entity that will use the plant and equéptrin its operations may affect
consolidated profit or loss. This could occur, ésample, because the plant and
equipment will be depreciated by the purchasingteiatid the amount initially
recognised for the plant and equipment may chahgleei forecast intragroup
transaction is denominated in a currency other tharfunctional currency of the
purchasing entity.

If a hedge of a forecast intragroup transadgjoalifies for hedge accounting, any
gain or loss that is recognised in other comprekieriscome in accordance with
paragraph 95(a) shall be reclassified from equiy profit or loss as a
reclassification adjustment in the same periodesiogls during which the foreign
currency risk of the hedged transaction affectsobdated profit or loss.

AG99BA An entity can designate all changes in thér dbmwvs or fair value of a hedged

item in a hedging relationship. An entity can algsignate only changes in the
cash flows or fair value of a hedged item above elow a specified price or
other variable (a one-sided risk). The intrinsidueaof a purchased option
hedging instrument (assuming that it has the samiecipal terms as the
designated risk), but not its time value, reflecizne-sided risk in a hedged item.
For example, an entity can designate the varigholittuture cash flow outcomes
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resulting from a price increase of a forecast codiitgopurchase. In such a
situation, only cash flow losses that result fromraarease in the price above the
specified level are designated. The hedged risk doginclude the time value of
a purchased option because the time value is rmngonent of the forecast
transaction that affects profit or loss (paragrap{b)).

Designation of financial items as hedged items
(paragraphs 81 and 81a)

If a portion of the cash flows of a financialsets or financial liability is
designated as the hedged item, that designatemponust be less than the total
cash flows of the asset or liability. For exampfethe case of a liability whose
effective interest rate is below LIBOR, an entity mandesignate (a) a portion of
the liability equal to the principal amount pluserest at LIBOR and (b) a
negative residual portion. However, the entity magighate all of the cash
flows of the entire financial asset or financialbblidy as the hedged item and
hedge them for only one particular risk (eg only dbanges that are attributable
to changes in LIBOR). For example, in the case fihancial liability whose
effective interest rate is 100 basis points beloQ@R, an entity can designate as
the hedged item the entire liability (ie princigdlis interest at LIBOR minus 100
basis points) and hedge the change in the fairevatucash flows of that entire
liability that is attributable to changes in LIBORhe entity may also choose a
hedge ratio of other than one to one in order torave the effectiveness of the
hedge as described in paragraph AG100.

In addition, if a fixed rate financial instrunteis hedged some time after its
origination and interest rates have changed in riteantime, the entity can
designate a portion equal to a benchmark rateishigigher than the contractual
rate paid on the item. The entity can do so predithat the benchmark rate is
less than the effective interest rate calculatedhenassumption that the entity
had purchased the instrument on the day it firsigihates the hedged item.
For example, assume an entity originates a fixee fiaancial asset of CU100
that has an effective interest rate of 6 per cérd time when LIBOR is 4 per
cent. It begins to hedge that asset some timewdien LIBOR has increased to
8 per cent and the fair value of the asset hasedeed to CU90. The entity
calculates that if it had purchased the asset erd#ie it first designates it as the
hedged item for its then fair value of CU90, theeefifve yield would have been
9.5 per cent. Because LIBOR is less than this #ffegyield, the entity can
designate a LIBOR portion of 8 per cent that coasprtly of the contractual
interest cash flows and partly of the differencewetn the current fair value
(ie CU90) and the amount repayable on maturity (id.@D).

Paragraph 81 permits an entity to designateeong other than the entire fair
value change or cash flow variability of a finandra@trument. For example:

(a) all of the cash flows of a financial instrumemy be designated for cash
flow or fair value changes attributable to some ¢mttall) risks; or

© Copyright 100



AG99F

AG100

NZ IAS 39

(b) some (but not all) of the cash flows of a finahénstrument may be
designated for cash flow or fair value changeshattable to all or only
some risks (ie a ‘portion’ of the cash flows of treancial instrument
may be designated for changes attributable torahty some risks).

To be eligible for hedge accounting, the destiggh risks and portions must be
separately identifiable components of the finaniciatrument, and changes in the
cash flows or fair value of the entire financialtmsnent arising from changes in
the designated risks and portions must be reliatggsurable. For example:

(a) for a fixed rate financial instrument hedged &anges in fair value
attributable to changes in a risk-free or benchniatérest rate, the risk-
free or benchmark rate is normally regarded as bmtlseparately
identifiable component of the financial instrumernd reliably
measurable.

(b) inflation is not separately identifiable andiably measurable and cannot
be designated as a risk or a portion of a finanicistrument unless the
requirements in (c) are met.

(c) a contractually specified inflation portion dhe cash flows of a
recognised inflation-linked bond (assuming therends requirement to
account for an embedded derivative separatelygpmrately identifiable
and reliably measurable as long as other cash ftdwise instrument are
not affected by the inflation portion.

Designation of non-financial items as hedged items
(paragraph 82)

Changes in the price of an ingredient or corepbof a non-financial asset or
non-financial liability generally do not have a gictable, separately measurable
effect on the price of the item that is comparabléhe effect of, say, a change in
market interest rates on the price of a bond. Thuson-financial asset or non-
financial liability is a hedged item only in itstéety or for foreign exchange risk.
If there is a difference between the terms of thdghey instrument and the
hedged item (such as for a hedge of the forecasthpse of Brazilian coffee
using a forward contract to purchase Colombian eoff@ otherwise similar
terms), the hedging relationship nonetheless catifguas a hedge relationship
provided all the conditions in paragraph 88 are, imefiuding that the hedge is
expected to be highly effective. For this purpase amount of the hedging
instrument may be greater or less than that ohéuged item if this improves the
effectiveness of the hedging relationship. Forneple, a regression analysis
could be performed to establish a statistical i@tahip between the hedged item
(eg a transaction in Brazilian coffee) and the lieglghstrument (eg a transaction
in Colombian coffee). If there is a valid statisli relationship between the two
variables (ie between the unit prices of Braziliaffee and Colombian coffee),
the slope of the regression line can be used abkst the hedge ratio that will
maximise expected effectiveness. For examplégifsiope of the regression line
is 1.02, a hedge ratio based on 0.98 quantitideedfed items to 1.00 quantities
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of the hedging instrument maximises expected éffautss. However, the
hedging relationship may result in ineffectiventiest is recognised in profit or loss
during the term of the hedging relationship.

Designation of groups of items as hedged items
(paragraphs 83 and 84)

A hedge of an overall net position (eg the fetldixed rate assets and fixed rate
liabilities with similar maturities), rather than afspecific hedged item, does not
qualify for hedge accounting. However, almost theea&ffect on profit or loss

of hedge accounting for this type of hedging relaship can be achieved by
designating as the hedged item part of the undeylitems. For example, if a

bank has CU100 of assets and CU90 of liabilities vigtks and terms of a similar

nature and hedges the net CU10 exposure, it cagndés as the hedged item
CU10 of those assets. This designation can beifisedh assets and liabilities

are fixed rate instruments, in which case it isam ¥alue hedge, or if they are
variable rate instruments, in which case it isshddoow hedge.

Similarly, if an entity has a firm commitment to keaa purchase in a foreign
currency of CU100 and a firm commitment to makela gathe foreign currency
of CU9O0, it can hedge the net amount of CU10 by abouyia derivative and
designating it as a hedging instrument associatdd @10 of the firm purchase
commitment of CU100.

Hedge accounting (paragraphs 85-102)

An example of a fair value hedge is a hedgexpbsure to changes in the fair
value of a fixed rate debt instrument as a reduthanges in interest rates. Such
a hedge could be entered into by the issuer ondéyolder.

An example of a cash flow hedge is the use @fegp 40 change floating rate debt
to fixed rate debt (ie a hedge of a future trarisacivhere the future cash flows
being hedged are the future interest payments).

A hedge of a firm commitment (eg a hedge ofctienge in fuel price relating to
an unrecognised contractual commitment by an éteatility to purchase fuel at
a fixed price) is a hedge of an exposure to a ohamdair value. Accordingly,
such a hedge is a fair value hedge. However, uratagmph 87 a hedge of the
foreign currency risk of a firm commitment couldeshatively be accounted for
as a cash flow hedge.

Assessing hedge effectiveness
A hedge is regarded as highly effective onlgath of the following conditions
are met:

(a) At the inception of the hedge and in subseqpeniods, the hedge is
expected to be highly effective in achieving offisgt changes in fair
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value or cash flows attributable to the hedged dskng the period for

which the hedge is designated. Such an expectedinrbe demonstrated
in various ways, including a comparison of past geanin the fair value
or cash flows of the hedged item that are attridetad the hedged risk
with past changes in the fair value or cash flowstld hedging

instrument, or by demonstrating a high statistamatelation between the
fair value or cash flows of the hedged item and ehof the hedging

instrument. The entity may choose a hedge ratiotlvér than one to one
in order to improve the effectiveness of the hedge described in
paragraph AG100.

(b) The actual results of the hedge are within ayeaaf 80-125 per cent.
For example, if actual results are such that thes lon the hedging
instrument is CU120 and the gain on the cash ingniiris CU100, offset
can be measured by 120/100, which is 120 per oeity 100/120, which
is 83 per cent. In this example, assuming the éiedeets the condition in
(a), the entity would conclude that the hedge has tighly effective.

Effectiveness is assessed, at a minimum, dirtteean entity prepares its annual
or interim financial statements.

This Standard does not specify a single methiodssessing hedge effectiveness.
The method an entity adopts for assessing hedgetieEness depends on its risk
management strategy. For example, if the entitgls management strategy is to
adjust the amount of the hedging instrument pecelti to reflect changes in the
hedged position, the entity needs to demonstraiethie hedge is expected to be
highly effective only for the period until the amuwf the hedging instrument is
next adjusted. In some cases, an entity adoptsrelit methods for different
types of hedges. An entity’'s documentation of #slging strategy includes its
procedures for assessing effectiveness. Thoseegwoes state whether the
assessment includes all of the gain or loss ordgihg instrument or whether the
instrument’s time value is excluded.

If an entity hedges less than 100 per centhefexposure on an item, such as
85 per cent, it shall designate the hedged itenbeing 85 per cent of the
exposure and shall measure ineffectiveness basedhenchange in that
designated 85 per cent exposure. However, when tgdbe designated
85 per cent exposure, the entity may use a hedigeafaother than one to one if
that improves the expected effectiveness of thegdedas explained in
paragraph AG100.

If the principal terms of the hedging instrumand of the hedged asset, liability,
firm commitment or highly probable forecast trarigat are the same, the
changes in fair value and cash flows attributablénéorisk being hedged may be
likely to offset each other fully, both when the bedis entered into and
afterwards. For example, an interest rate swapatylto be an effective hedge if
the notional and principal amounts, term, repricifeges, dates of interest and
principal receipts and payments, and basis for ore®s interest rates are the
same for the hedging instrument and the hedged itenaddition, a hedge of a
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highly probable forecast purchase of a commodityhvatforward contract is
likely to be highly effective if:

(@) the forward contract is for the purchase ofsame quantity of the same
commodity at the same time and location as the deflyyecast purchase;

(b) the fair value of the forward contract at inéeptis zero; and

(c) either the change in the discount or premiunth@nforward contract is
excluded from the assessment of effectiveness eswhnised in profit or
loss or the change in expected cash flows on th@yhgobable forecast
transaction is based on the forward price for thrarnodity.

Sometimes the hedging instrument offsets ordyt mf the hedged risk.
For example, a hedge would not be fully effectivéhé# hedging instrument and
hedged item are denominated in different currenttiasdo not move in tandem.
Also, a hedge of interest rate risk using a denreatvould not be fully effective if

part of the change in the fair value of the denaamtis attributable to the

counterparty’s credit risk.

To qualify for hedge accounting, the hedge melste to a specific identified and
designated risk, and not merely to the entity'segahbusiness risks, and must
ultimately affect the entity’s profit or loss. Aetige of the risk of obsolescence of
a physical asset or the risk of expropriation adpgerty by a government is not
eligible for hedge accounting; effectiveness cartmomtmeasured because those
risks are not measurable reliably.

AG110A Paragraph 74(a) permits an entity to sepahaténtrinsic value and time value of

an option contract and designate as the hedgitigiiment only the change in the
intrinsic value of the option contract. Such a deation may result in a hedging
relationship that is perfectly effective in achiayioffsetting changes in cash
flows attributable to a hedged one-sided risk ofoeedast transaction, if the
principal terms of the forecast transaction andgireglinstrument are the same.

AG110B If an entity designates a purchased optidtsiantirety as the hedging instrument

AG111

AG112

of a one-sided risk arising from a forecast tratisac the hedging relationship
will not be perfectly effective. This is because tiremium paid for the option
includes time value and, as stated in paragraph AG98Rlesignated one-sided
risk does not include the time value of an opti@herefore, in this situation,
there will be no offset between the cash flows refatim the time value of the
option premium paid and the designated hedged risk.

In the case of interest rate risk, hedge effecess may be assessed by preparing
a maturity schedule for financial assets and fir@riabilities that shows the net
interest rate exposure for each time period, pexvithat the net exposure is
associated with a specific asset or liability (osgecific group of assets or
liabilities or a specific portion of them) givingse to the net exposure, and hedge
effectiveness is assessed against that assebititylia

In assessing the effectiveness of a hedgentiy generally considers the time
value of money. The fixed interest rate on a hddggm need not exactly match
the fixed interest rate on a swap designated ag a&dle hedge. Nor does the
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variable interest rate on an interest-bearing amséability need to be the same

as the variable interest rate on a swap designatedcash flow hedge. A swap’s
fair value derives from its net settlements. Tilked and variable rates on a swap
can be changed without affecting the net settlerifembth are changed by the

same amount.

If an entity does not meet hedge effectiversgieria, the entity discontinues
hedge accounting from the last date on which comeda with hedge

effectiveness was demonstrated. However, if theyeid@ntifies the event or

change in circumstances that caused the hedgirgiorthip to fail the

effectiveness criteria, and demonstrates that #dgd was effective before the
event or change in circumstances occurred, thetyediscontinues hedge
accounting from the date of the event or changgraumstances.

Fair value hedge accounting for a portfolio hedge o f
interest rate risk

For a fair value hedge of interest rate ridoamted with a portfolio of financial
assets or financial liabilities, an entity would medbke requirements of this
Standard if it complies with the procedures set oot (a)-() and
paragraphs AG115-AG132 below:

(a) As part of its risk management process theyeiraténtifies a portfolio of
items whose interest rate risk it wishes to hedgéne fortfolio may
comprise only assets, only liabilities or both #&ssend liabilities. The
entity may identify two or more portfolios (eg thatiey may group its
available-for-sale assets into a separate porjfdhowhich case it applies
the guidance below to each portfolio separately.

(b) The entity analyses the portfolio into reprgitime periods based on
expected, rather than contractual, repricing datéhe analysis into
repricing time periods may be performed in variamays including
scheduling cash flows into the periods in which tleeg expected to
occur, or scheduling notional principal amountsoirl periods until
repricing is expected to occur.

(c) On the basis of this analysis, the entity dexzithee amount it wishes to
hedge. The entity designates as the hedged iteamauint of assets or
liabilities (but not a net amount) from the ideietif portfolio equal to the
amount it wishes to designate as being hedged. @hisunt also
determines the percentage measure that is uséestorg effectiveness in
accordance with paragraph AG126(b).

(d) The entity designates the interest rate rigk fitedging. This risk could be
a portion of the interest rate risk in each of ttems in the hedged
position, such as a benchmark interest rate (e®@RB

(e) The entity designates one or more hedgingungnts for each repricing
time period.
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® Using the designations made in (c)—(e) above ¢mtity assesses at
inception and in subsequent periods, whether tlgeéés expected to be
highly effective during the period for which the lgeds designated.

(9) Periodically, the entity measures the changaeérfair value of the hedged
item (as designated in (c)) that is attributable th® hedged risk
(as designated in (d)), on the basis of the exdecepricing dates
determined in (b). Provided that the hedge isrdeted actually to have
been highly effective when assessed using the &ntdpcumented
method of assessing effectiveness, the entity réseg the change in fair
value of the hedged item as a gain or loss in paofloss and in one of
two line items in the statement of financial positias described in
paragraph 89A. The change in fair value need notalbmcated to
individual assets or liabilities.

(h) The entity measures the change in fair valuthefhedging instrument(s)
(as designated in (e)) and recognises it as agaloss in profit or loss.
The fair value of the hedging instrument(s) is pused as an asset or
liability in the statement of financial position.

0] Any ineffectivenesswill be recognised in profit or loss as the diéfiece
between the change in fair value referred to ira(g) that referred to in (h).

This approach is described in more detail beldle approach shall be applied
only to a fair value hedge of the interest rat& dssociated with a portfolio of
financial assets or financial liabilities.

The portfolio identified in paragraph AG114(a)ulcb contain assets and
liabilities. Alternatively, it could be a portfolioontaining only assets, or only
liabilities. The portfolio is used to determineettamount of the assets or
liabilities the entity wishes to hedge. However, thertfolio is not itself
designated as the hedged item.

In applying paragraph AG114(b), the entity debees the expected repricing
date of an item as the earlier of the dates whenitéra is expected to mature or
to reprice to market rates. The expected repridates are estimated at the
inception of the hedge and throughout the termhefttedge, based on historical
experience and other available information, inatgdi information and

expectations regarding prepayment rates, interagsrand the interaction
between them. Entities that have no entity-spe@fiperience or insufficient

experience use peer group experience for comparfidéecial instruments.

These estimates are reviewed periodically and ugdatéhe light of experience.

In the case of a fixed rate item that is prepayatble expected repricing date is
the date on which the item is expected to prepagssnit reprices to market rates
on an earlier date. For a group of similar itethg, analysis into time periods
based on expected repricing dates may take the dbmatiocating a percentage of
the group, rather than individual items, to eaafetiperiod. An entity may apply
other methodologies for such allocation purposémr example, it may use a

The same materiality considerations apply in toistext as apply throughout NZ IFRSs.
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prepayment rate multiplier for allocating amortgionans to time periods based on
expected repricing dates. However, the methoddiogguch an allocation shall be
in accordance with the entity’s risk managementguares and objectives.

AG118 As an example of the designation set out ingraphn AG114(c), if in a particular
repricing time period an entity estimates thatis ffixed rate assets of CU100 and
fixed rate liabilities of CU80 and decides to hedfef the net position of CU20,
it designates as the hedged item assets in theramd@CU20 (a portion of the
assets). The designation is expressed as an ‘amount ofrarmy’ (eg an amount
of dollars, euro, pounds or rand) rather than dgsidual assets. It follows that
all of the assets (or liabilities) from which thedged amount is drawsrie all of
the CU100 of assets in the above exampiaust be:

(a) items whose fair value changes in responsedaog#s in the interest rate
being hedged; and

(b) items that could have qualified for fair valwedge accounting if they had
been designated as hedged individually. In pdeticubecause the
Standard specifies that the fair value of a financial lighi with a
demand feature (such as demand deposits and sopes ©f time
deposits) is not less than the amount payable oradd, discounted from
the first date that the amount could be requirebeqaid, such an item
cannot qualify for fair value hedge accountingday time period beyond
the shortest period in which the holder can demaytnhent. In the above
example, the hedged position is an amount of asset#gence, such
liabilities are not a part of the designated hedged, but are used by the
entity to determine the amount of the asset thatesignated as being
hedged. If the position the entity wished to hedges an amount of
liabilities, the amount representing the designdtedged item must be
drawn from fixed rate liabilities other than liakiis that the entity can be
required to repay in an earlier time period, anel plercentage measure
used for assessing hedge effectiveness in accardaith paragraph
AG126(b) would be calculated as a percentage of tht#we liabilities.
For example, assume that an entity estimates rthatparticular repricing
time period it has fixed rate liabilities of CU10€omprising CU40 of
demand deposits and CU60 of liabilities with no dethéeature, and
CU70 of fixed rate assets. If the entity decidehédge all of the net
position of CU30, it designates as the edged iteniliies of CU30 or
50 per ceritof the liabilities with no demand feature.

AG119 The entity also complies with the other desigmatand documentation
requirements set out in paragraph 88(a). For #gdior hedge of interest rate
risk, this designation and documentation spectfiesentity’s policy for all of the

The Standard permits an entity to designate amguat of the available qualifying assets or lidig, ie
in this example any amount of assets between CdCai00.

see paragraph 49
¥ CU30 + (CU100 — CU40) = 50 per cent
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AG120

variables that are used to identify the amount tlsathedged and how
effectiveness is measured, including the following:

(@) which assets and liabilities are to be inclugtethe portfolio hedge and
the basis to be used for removing them from thé&fqar.

(b) how the entity estimates repricing dates, iniclgdwhat interest rate
assumptions underlie estimates of prepayment ramek the basis for
changing those estimates. The same method isfaosdabth the initial
estimates made at the time an asset or liabiliipdkided in the hedged
portfolio and for any later revisions to those resties.

(c) the number and duration of repricing time pasio

(d) how often the entity will test effectiveness amdich of the two methods
in paragraph AG126 it will use.

(e) the methodology used by the entity to deterntfireeamount of assets or
liabilities that are designated as the hedged iterd, accordingly, the
percentage measure used when the entity tests ieéfeess using the
method described in paragraph AG126(b).

® when the entity tests effectiveness using thethow described in
paragraph AG126(b), whether the entity will test effextess for each
repricing time period individually, for all time pgeds in aggregate, or by
using some combination of the two.

The policies specified in designating and docunmgnthe hedging relationship
shall be in accordance with the entity’'s risk mamaget procedures and
objectives. Changes in policies shall not be madstrarily. They shall be

justified on the basis of changes in market coadgiand other factors and be
founded on and consistent with the entity’s risk egament procedures and
objectives.

The hedging instrument referred to in paragra@ill4(e) may be a single
derivative or a portfolio of derivatives all of whiccontain exposure to the
hedged interest rate risk designated in paragraphlA@) (eg a portfolio of
interest rate swaps all of which contain exposurelBOR). Such a portfolio of
derivatives may contain offsetting risk positionslowever, it may not include
written options or net written options, because tta@ard does not permit such
options to be designated as hedging instrumenteftxvhen a written option is
designated as an offset to a purchased optionthelhedging instrument hedges
the amount designated in paragraph AG114(c) for rtitaa one repricing time
period, it is allocated to all of the time peridtiat it hedges. However, the whole
of the hedging instrument must be allocated to e¢hwepricing time periods
because the Standartbes not permit a hedging relationship to be desr for
only a portion of the time period during which a &g instrument remains
outstanding.

see paragraphs 77 and AG94

+

see paragraph 75
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AG121 When the entity measures the change in thevédire of a prepayable item in

AG122

AG123

accordance with paragraph AG114(g), a change indstentes affects the fair
value of the prepayable item in two ways: it affetite fair value of the
contractual cash flows and the fair value of theppyenent option that is
contained in a prepayable item. Paragraph 8leofthndard permits an entity to
designate a portion of a financial asset or finanability, sharing a common
risk exposure, as the hedged item, provided effecdss can be measured.
For prepayable items, paragraph 81A permits thiset@chieved by designating
the hedged item in terms of the change in thefalue that is attributable to
changes in the designated interest rate on thes lidséxpected rather than
contractual repricing dates. However, the effect that charigethe hedged
interest rate have on those expected repricingsdsiall be included when
determining the change in the fair value of thegeeditem. Consequently, if the
expected repricing dates are revised (eg to refeecthange in expected
prepayments), or if actual repricing dates differonf those expected,
ineffectiveness will arise as described in paragra@ii26. Conversely, changes
in expected repricing dates that (a) clearly afisen factors other than changes
in the hedged interest rate, (b) are uncorrelatetth whanges in the hedged
interest rate and (c) can be reliably separated frbanges that are attributable to
the hedged interest rate (eg changes in prepayratsd clearly arising from a
change in demographic factors or tax regulatiotiserathan changes in interest
rate) are excluded when determining the changearfah value of the hedged
item, because they are not attributable to the éedigk. If there is uncertainty
about the factor that gave rise to the change peeted repricing dates or the
entity is not able to separate reliably the chantpes arise from the hedged
interest rate from those that arise from otherdie;tthe change is assumed to
arise from changes in the hedged interest rate.

The Standard does not specify the techniqued ts determine the amount
referred to in paragraph AG114(g), namely the changie fair value of the

hedged item that is attributable to the hedged. risk statistical or other

estimation techniques are used for such measuremamagement must expect
the result to approximate closely that which wouldehdeen obtained from
measurement of all the individual assets or litibgi that constitute the hedged
item. It is not appropriate to assume that chamygéise fair value of the hedged
item equal changes in the value of the hedgingunstnt.

Paragraph 89A requires that if the hedged itemafparticular repricing time
period is an asset, the change in its value isepted in a separate line item
within assets. Conversely, if the hedged item fopaaticular repricing time
period is a liability, the change in its value iegented in a separate line item
within liabilities. These are the separate linemite referred to in
paragraph AG114(g). Specific allocation to individassets (or liabilities) is not
required.
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AG124 Paragraph AG114(i) notes that ineffectivenesesatrio the extent that the change
in the fair value of the hedged item that is atttible to the hedged risk differs
from the change in the fair value of the hedgingwd¢ive. Such a difference
may arise for a number of reasons, including:

(a) actual repricing dates being different fromsthexpected, or expected
repricing dates being revised;

(b) items in the hedged portfolio becoming impaioedbeing derecognised;

(c) the payment dates of the hedging instrumentthechedged item being
different; and

(d) other causes (eg when a few of the hedged iteras interest at a rate
below the benchmark rate for which they are desighasebeing hedged,
and the resulting ineffectiveness is not so grhat the portfolio as a
whole fails to qualify for hedge accounting).

Such ineffectivenesshall be identified and recognised in profit ssdo
AG125 Generally, the effectiveness of the hedge wilhiggroved:

(a) if the entity schedules items with differentgagment characteristics in a
way that takes account of the differences in pregayrbehaviour.

(b) when the number of items in the portfolio isgler. When only a few
items are contained in the portfolio, relativelyglhiineffectiveness is
likely if one of the items prepays earlier or latdran expected.
Conversely, when the portfolio contains many itertie prepayment
behaviour can be predicted more accurately.

(c) when the repricing time periods used are narrofegr 1-month as
opposed to 3-month repricing time periods). Narrowegricing time
periods reduces the effect of any mismatch betwhenrepricing and
payment dates (within the repricing time period}tieé hedged item and
those of the hedging instrument.

(d) the greater the frequency with which the amoonftthe hedging
instrument is adjusted to reflect changes in thighd item (eg because of
changes in prepayment expectations).

AG126 An entity tests effectiveness periodically.estimates of repricing dates change
between one date on which an entity assesses effieetis and the next, it shall
calculate the amount of effectiveness either:

(@) as the difference between the change in thevilire of the hedging
instrument (see paragraph AG114(h)) and the changjeeivalue of the
entire hedged item that is attributable to charigethe hedged interest
rate (including the effect that changes in the leddigterest rate have on
the fair value of any embedded prepayment option);

The same materiality considerations apply in toistext as apply throughout NZ IFRSs.
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AG129
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(b) using the following approximation. The entity:

0] calculates the percentage of the assets (oilitias) in each
repricing time period that was hedged, on the badisthe
estimated repricing dates at the last date it desfiectiveness.

(ii) applies this percentage to its revised estamadtthe amount in that
repricing time period to calculate the amount of ttedged item
based on its revised estimate.

(i)  calculates the change in the fair value sfri¢vised estimate of the
hedged item that is attributable to the hedgedaigk presents it as
set out in paragraph AG114(g).

(iv)  recognises ineffectiveness equal to the diffee between the
amount determined in (iii) and the change in thealue of the
hedging instrument (see paragraph AG114(h)).

When measuring effectiveness, the entity djsishes revisions to the estimated
repricing dates of existing assets (or liabiliti®)n the origination of new assets
(or liabilities), with only the former giving ris@ tineffectiveness. All revisions
to estimated repricing dates (other than thoseueed in accordance with
paragraph AG121), including any reallocation of emgstitems between time
periods, are included when revising the estimatedusinin a time period in
accordance with paragraph AG126(b)(ii) and hence whemasoring
effectiveness. Once ineffectiveness has been ressyras set out above, the
entity establishes a new estimate of the total as@et liabilities) in each
repricing time period, including new assets (or iliabs) that have been
originated since it last tested effectiveness, @esignates a new amount as the
hedged item and a new percentage as the hedgediagree The procedures set
out in paragraph AG126(b) are then repeated at tkiediage it tests effectiveness.

Iltems that were originally scheduled into a ickpg time period may be
derecognised because of earlier than expected ynepa or writeoffs caused by
impairment or sale. When this occurs, the amounthange in fair value
included in the separate line item referred to anagraph AG114(g) that relates
to the derecognised item shall be removed from dtatement of financial
position, and included in the gain or loss thasesion derecognition of the item.
For this purpose, it is necessary to know the remgyitime period(s) into which
the derecognised item was scheduled, because tieismitlees the repricing time
period(s) from which to remove it and hence the amhda remove from the
separate line item referred to in paragraph AG114(gihen an item is
derecognised, if it can be determined in which tpeeod it was included, it is
removed from that time period. If not, it is renedvfrom the earliest time period
if the derecognition resulted from higher than etpd prepayments, or allocated
to all time periods containing the derecognisethitsn a systematic and rational
basis if the item was sold or became impaired.

In addition, any amount relating to a particulene period that has not been
derecognised when the time period expires is rasedrin profit or loss at that
time (see paragraph 89A). For example, assume tity sochedules items into
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AG130

AG131

AG132

three repricing time periods. At the previous réglestion, the change in fair
value reported in the single line item in the staat of financial position was an
asset of CU25. That amount represents amountsuaghle to periods 1, 2 and 3
of CU7, CU8 and CU10, respectively. At the next sigieation, the assets
attributable to period 1 have been either realisedrescheduled into other
periods. Therefore, CU7 is derecognised from tatestent of financial position
and recognised in profit or loss. CU8 and CU10 ase attributable to periods 1
and 2, respectively. These remaining periodstan adjusted, as necessary, for
changes in fair value as described in paragraph A@l14

As an illustration of the requirements of theviwus two paragraphs, assume that
an entity scheduled assets by allocating a pergent#f the portfolio into
each repricing time period. Assume also that iedaled CU100 into each of the
first two time periods. When the first repricingngé period expires, CU110 of
assets are derecognised because of expected axukatesl repayments. In this
case, all of the amount contained in the separate item referred to in
paragraph AG114(g) that relates to the first timeigoeis removed from the
statement of financial position, plus 10 per centhe amount that relates to the
second time period.

If the hedged amount for a repricing time pri® reduced without the related
assets (or liabilities) being derecognised, thewarhncluded in the separate line
item referred to in paragraph AG114(g) that relateghe reduction shall be
amortised in accordance with paragraph 92.

An entity may wish to apply the approach se¢tioparagraphs AG114-AG131 to a
portfolio hedge that had previously been accouritedas a cash flow hedge in
accordance with NZ IAS 39. Such an entity woultke the previous designation of
a cash flow hedge in accordance with paragraphd),Cafd apply the requirements
set out in that paragraph. It would also redesitiee hedge as a fair value hedge and
apply the approach set out in paragraphs AG114-A@i@spectively to subsequent
accounting periods.

Transition (paragraphs 103—-108B)

AG133

An entity may have designated a forecast imvamtransaction as a hedged item
at the start of an annual period beginning on teref January 2005 (or, for the
purpose of restating comparative information, tteetf an earlier comparative
period) in a hedge accounting in accordance with 8tandard (as amended by
the last sentence of paragraph 80). Such an entty use that designation to
apply hedge accounting in consolidated financialeshents from the start of the
annual period beginning on or after 1 January 2@¥5the start of the earlier
comparative period). Such an entity shall alsohamaragraphs AG994 and
AG99B from the start of the annual period beginningoo after 1 January 2005.
However, in accordance with paragraph 108B, it need apply paragraph
AG99B to comparative information for earlier periods.
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Appendix B
Amendments to other pronouncements

The amendments in this appendix shall be appliedrioual periods beginning on or after
1 January 2005. If an entity applies this Standémdan earlier period, these amendments
shall be applied for that earlier period.

*kkkk

The amendments contained in this appendix have bemmpbrated into the relevant
pronouncements published in this volume.
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