NZ IFRIC 2

New Zealand Equivalent to IFRIC Interpretation 2

Members’ Shares in Co-operative Entities and Simila
Instruments (NZ IFRIC 2)

Issued April 2005 and incorporates amendments up tand including 30 June 2011
other than consequential amendments resulting frorearly adoption of NZ IFRS 9
Financial Instruments(2010) and NZ IFRS 13-air Value Measurement

This Interpretation was issued by the Financial Répgp Standards Board of the

New Zealand Institute of Chartered Accountants aquiey@d by the Accounting Standards
Review Board in April 2005 under the Financial Rejmgr Act 1993. This Interpretation is

a Regulation for the purpose of the Regulationsglis/ance) Act 1989.

1 © Copyright



NZ IFRIC 2

COPYRIGHT
© Crown copyright 2006

This ASRB standard contains IFRS Foundation copyrigaterial. Reproduction within
New Zealand in unaltered form (retaining this notitepermitted for personal and non-
commercial use subject to the inclusion of an askedgment of the source.

On 1 July 2011, the ASRB was reconstituted as therfiadt®eporting Board (XRB). The
content, application and legal status of this stathds unaffected by this change. However,
requests and inquiries concerning reproduction rigitds for commercial purposes within
New Zealand should be addressed to the Chief ExeglHixternal Reporting Board at the
following email address: enquiries@xrb.govt.nz

All rights in this material outside of New Zealand aeserved by the IFRS Foudnation.
Reproduction of ASRB/XRB standards outside of New Zwhlia unaltered form (retaining
this notice) is permitted for personal and non-caruial use only. Further information and
requests for authorisation to reproduce for comiakngurposes outside New Zealand
should be addressed to the IFRS Foundation.

ISBN 1-877430-53-6

© Copyright 2



NZ IFRIC 2

CONTENTS

NEW ZEALAND EQUIVALENT TO IFRIC INTERPRETATION 2

MEMBERS’ SHARES IN CO-OPERATIVE ENTITIES AND
SIMILAR INSTRUMENTS (NZ IFRIC 2)

Paragraphs
HISTORY OF AMENDMENTS
REFERENCES
BACKGROUND 1-2
SCOPE 3
ISSUE 4
CONSENSUS 5-12
DISCLOSURE 13
EFFECTIVE DATE 14-14A
APPENDIX

Examples of application of the consensus
IFRIC BASIS FOR CONCLUSIONS

3 © Copyright



NZ IFRIC 2

HISTORY OF AMENDMENTS

Table of Pronouncements — NZ IFRIC 2Members’ Shares in Co-operative Entities and
Similar Instruments

This table lists the pronouncements establishirgdy saubstantially amending NZ IFRIC 2.
The table is based on amendments approved as Air@02011 other than consequential
amendments resulting from early adoption of NZ IFRSnancial Instrument$2010) and
NZ IFRS 13Fair Value Measurement

Pronouncements Date approved |Early operative | Effective date
(ASRB date (annual
approval) reporting

periods... on
or after ...)

NZ IFRIC 2Members’ Share in | April 2005 1 Jan 2005 1 Jan 2007

Co-operative Entities and Sim”a'(Approval 55)

Instruments

NZ IAS 1 Presentation of Nov 2007 Early application |1 Jan 2009

Financial Statements (Approval 94) |permitted

(revised 2007)

Amendments to NZ IAS 32 and|Feb 2008 Early application |1 Jan 2009

NZ IAS 1 Puttable Financial (Approval 97) | permitted

Instruments and Obligations

Arising on Liquidation

Table of Amended Paragraphs in NZ IFRIC 2
Paragraph affected How affected By ... [date]

Various in Appendix | Terminology changed | NZ IAS 1
[Nov 2007]

Paragraph 6 Amended Amendments to NZ IAS 32 and
NZ IAS 1
[Feb 2008]

Paragraph 9 Amended Amendments to NZ IAS 32 and
NZ IAS 1
[Feb 2008]

Paragraph 14A Inserted Amendments to NZ IAS 32 and
NZ IAS 1
[Feb 2008]

© Copyright 4



NZ IFRIC 2

Table of Amended Paragraphs in NZ IFRIC 2

Paragraph affected How affected By ... [date]

Paragraph Al Amended Amendments to NZ IAS 32 and
NZ IAS 1
[Feb 2008]

Paragraph A12 Amended Amendments to NZ IAS 32 and

NZ IAS 1
[Feb 2008]

© Copyright



NZ IFRIC 2

New Zealand Equivalent to IFRIC Interpretation Rlembers’ Shares ilL

Co-operatives and Similar Instrumer{t$Z IFRIC 2) is set out in paragraphs 1-14 and

the Appendix.

NZ IFRIC 2 is based on IFRIC InterpretatiotM@mbers’ Shares in Co-operatives and
Similar Instruments(IFRIC 2). NZ IFRIC 2 should be read in the comtek the
IFRIC’s Basis of Conclusions on IFRIC 2. The scepe authority of Interpretation
are set out in paragraphs 2 and 7-16 of Bmeface to International Financial
Reporting Standards

(%)

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

Differential Reporting
Qualifying entities must comply with all the proviea®in NZ IFRIC 2.
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New Zealand Equivalent to IFRIC
Interpretation 2

Members’ Shares in Co-operative
Entities and Similar Instruments
(NZ IFRIC 2)

References

NZ IAS 32Financial Instruments: Disclosure and Presentation
NZ IAS 39Financial Instruments: Recognition and Measurement

Background

1

Co-operatives and other similar entities are fatrby groups of persons to meet
common economic or social needs. National laws &ffyiclefine a co-operative
as a society endeavouring to promote its membeash@nic advancement by
way of a joint business operation (the principleself-help). Members’ interests
in a co-operative are often characterised as meshbleares, units or the like, and
are referred to below as ‘members’ shares’.

NZ IAS 32 establishes principles for the classifaraof financial instruments as
financial liabilities or equity. In particular, dke principles apply to the
classification of puttable instruments that allowe tiholder to put those
instruments to the issuer for cash or another Girinstrument. The application
of those principles to members’ shares in co-operaéentities and similar
instruments is difficult. Some of the InternatibAacounting Standards Board's
constituents have asked for help in understanding the principles in NZ IAS 32
apply to members’ shares and similar instrumerds ltlave certain features, and
the circumstances in which those features affectlhssification as liabilities or
equity.

In November 2005, NZ IAS 32 was amended as NZ IAFBancial Instruments: Presentationin
February 2008, NZ IAS 32 was amended by requirmgriments to be classified as equity if those
instruments have all the features and meet theittonslin paragraphs 16A and 16B or paragraphs 16C
and 16D of NZ IAS 32.
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Scope

3

Issue

This Interpretation applies to financial instrurtgewithin the scope of NZ IAS 32,
including financial instruments issued to members@operative entities that
evidence the members’ ownership interest in theyeniihis Interpretation does
not apply to financial instruments that will or miag settled in the entity’s own
equity instruments.

Many financial instruments, including membersargs, have characteristics of
equity, including voting rights and rights to peipiate in dividendlistributions.
Some financial instruments give the holder the trighrequest redemption for
cash or another financial asset, but may includeecsubject to limits on whether
the financial instruments will be redeemed. How stidhbse redemption terms
be evaluated in determining whether the financistrioiments should be classified
as liabilities or equity?

Consensus

5

The contractual right of the holder of a finah@strument (including members’
shares in co-operative entities) to request redemmtoes not, in itself, require
that financial instrument to be classified as afficial liability. Rather, the entity
must consider all of the terms and conditions o fmancial instrument in
determining its classification as a financial ligpior equity. Those terms and
conditions include relevant local laws, regulaticared the entity’'s governing
charter in effect at the date of classificationt bot expected future amendments
to those laws, regulations or charter.

Members’ shares that would be classified as edgfuie members did not have a
right to request redemption are equity if eithertioé conditions described in
paragraphs 7 and 8 is present or the members’ shanee all the features and
meet the conditions in paragraphs 16A and 16B oagraphs 16C and 16D of
NZ IAS 32. Demand deposits, including current acceudéposit accounts and
similar contracts that arise when members act @emess are financial liabilities
of the entity.

Members’ shares are equity if the entity has anoaoditional right to refuse
redemption of the members’ shares.

Local law, regulation or the entity’'s governingadier can impose various types
of prohibitions on the redemption of members’ shareg unconditional
prohibitions or prohibitions based on liquidity teria. If redemption is
unconditionally prohibited by local law, regulatiar the entity’'s governing
charter, members’ shares are equity. However, pomsgsn local law, regulation
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or the entity’s governing charter that prohibiteatption only if conditions-such
as liquidity constraints-are met (or are not met)ndt result in members’ shares
being equity.

An unconditional prohibition may be absolute, matt all redemptions are
prohibited. An unconditional prohibition may be @ in that it prohibits
redemption of members’ shares if redemption wouldseathe number of
members’ shares or amount of paid-in capital froemipers’ shares to fall below
a specified level. Members’ shares in excess @& phmohibition against
redemption are liabilities, unless the entity Has tinconditional right to refuse
redemption as described in paragraph 7 or the mesnbbares have all the
features and meet the conditions in paragraphs I8A18B or paragraphs 16C
and 16D of NZ IAS 32. In some cases, the number afeshor the amount of
paid-in capital subject to a redemption prohibitinay change from time to time.
Such a change in the redemption prohibition leads transfer between financial
liabilities and equity.

At initial recognition, the entity shall measitefinancial liability for redemption
at fair value. In the case of members’ shares sitbdemption feature, the entity
measures the fair value of the financial liabifity redemption at no less than the
maximum amount payable under the redemption pmwssiof its governing
charter or applicable law discounted from the fifate that the amount could be
required to be paid (see example 3).

As required by paragraph 35 of NZ IAS 32, distiimg to holders of equity
instruments are recognised directly in equity, oftany income tax benefits.
Interest, dividends and other returns relatingriarfcial instruments classified as
financial liabilities are expenses, regardless ottivar those amounts paid are
legally characterised as dividends, interest oemtise.

The Appendix, which is an integral part of the smwsus, provides examples of
the application of this consensus.

Disclosure

13

When a change in the redemption prohibitionddada transfer between financial
liabilities and equity, the entity shall disclosgparately the amount, timing and
reason for the transfer.

Effective date

14

This Interpretation becomes operative for arityéstfinancial statement that
cover annual accounting periods beginning on ceraft January 2007. Early
adoption of this Interpretation is permitted onlyemhan entity complies with
NZ IFRS 1 First-time Adoption of New Zealand Equivalent toemfational
Financial Reporting Standard®r an annual accounting period beginning on or
after 1 January 2005. This Interpretation shatpplied retrospectively.
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14A An entity shall apply the amendments in pardgsa® 9, A1 and A12 for annual
periods beginning on or after 1 January 2009. nifeatity appliesPuttable
Financial Instruments and Obligations Arising on Ligation (revised
Amendments to NZ IAS 32 and NZ IAS 1) issued in Febr2&@8, for an earlier
period, the amendments in paragraphs 6, 9, Al arishall be applied for that
earlier period.

IFRIC Basis for Conclusions

BC1-BC25 [Paragraphs BC1-BC25 do not form paNofFRIC 2.]
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Appendix
Examples of application of the consensus

This appendix is an integral part of the Interpr&a.

Al

This appendix sets out seven examples of thaagpioin of the IFRIC consensus.

The examples do not constitute an exhaustivediber fact patterns are possible.
Each example assumes that there are no condittbes than those set out in the
facts of the example that would require the finahtistrument to be classified as
a financial liability and that the financial instnent does not have all the features
or does not meet the conditions in paragraphs 1GA1&B or paragraphs 16C

and 16D of NZ IAS 32.

Unconditional right to refuse redemption (paragraph 7)

A2

A3

Example 1

Facts

The entity’s charter states that redemptionsnaade at the sole discretion of the
entity. The charter does not provide further etabon or limitation on that
discretion. In its history, the entity has newefused to redeem members’ shares,
although the governing board has the right to do so

Classification

The entity has the unconditional right to refusdemption and the members’
shares are equity. NZ IAS 32 establishes princifdesclassification that are
based on the terms of the financial instrument aotks that a history of, or
intention to make, discretionary payments doestnigger liability classification.
Paragraph AG26 of NZ IAS 32 states:

When preference shares are non-redeemable, the omjzie

classification is determined by the other rightattlattach to them.
Classification is based on an assessment of thestaute of the
contractual arrangements and the definitions dghanfcial liability and

an equity instrument. When distributions to hotdef the preference
shares, whether cumulative or non-cumulative, arthe discretion of
the issuer, the shares are equity instruments. classification of a
preference share as an equity instrument or a dinhfiability is not

affected by, for example:

(a) a history of making distributions;

(b) an intention to make distributions in the fetur
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Ad

A5

(c) a possible negative impact on the price of madj shares of the
issuer if distributions are not made (becauseresitrictions on
paying dividends on the ordinary shares if divideage not paid
on the preference shares);

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

)] an ability or inability of the issuer to inflaee the amount of its
profit or loss for the period.

Example 2

Facts

The entity’s charter states that redemptionsnaade at the sole discretion of the
entity. However, the charter further states thatreymd of a redemption request
is automatic unless the entity is unable to makemgets without violating local
regulations regarding liquidity or reserves.

Classification

The entity does not have the unconditional rigghtrefuse redemption and the
members’ shares are a financial liability. Thetriesons described above are
based on the entity’s ability to settle its lialyili They restrict redemptions only
if the liquidity or reserve requirements are nott med then only until such time

as they are met. Hence, they do not, under theiples established in NZ IAS 32,

result in the classification of the financial instrent as equity. Paragraph AG25
of NZ IAS 32 states:

Preference shares may be issued with various riglis.determining
whether a preference share is a financial liabdityan equity instrument,
an issuer assesses the particular rights atta¢bitige share to determine
whether it exhibits the fundamental characterisfi@a dinancial liability.
For example, a preference share that providesftemption on a specific
date or at the option of the holder contains arfaie liability because the
issuer has an obligation to transfer financial @sse the holder of the
share. The potential inability of an issuer to satisfy abligation to
redeem a preference share when contractually requivedo so, whether
because of a lack of funds, a statutory restrictiorinsufficient profits or
reserves, does not negate the obligatiflBmphasis added]
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Prohibitions against redemption (paragraphs 8 and 9 )

A6

A7

A8

A9

Example 3

Facts

A co-operative entity has issued shares to its beegnat different dates and for
different amounts in the past as follows:

(a) 1 January 20X1 100,000 shares at CU10 each (O0,000);

(b) 1 January 20X2 100,000 shares at CU20 eachrifzefuCU2,000,000, so
that the total for shares issued is CU3,000,000).

Shares are redeemable on demand at the amount ifdr thley were issued.

The entity’s charter states that cumulative regkons cannot exceed 20 per cent
of the highest number of its members’ shares eutstanding. At 31 December
20X2 the entity has 200,000 of outstanding shasbich is the highest number
of members’ shares ever outstanding and no shares lbeen redeemed in the
past. On 1 January 20X3 the entity amends its rgpawg charter and increases
the permitted level of cumulative redemptions to (&% cent of the highest
number of its members’ shares ever outstanding.

Classification

Before the governing charter is amended

Members’ shares in excess of the prohibition rgfaredemption are financial
liabilities. The co-operative entity measures finiancial liability at fair value at
initial recognition. Because these shares are eradble on demand, the
co-operative entity determines the fair value ottsudinancial liabilities as
required by paragraph 49 of NZ IAS 39, which staté$he fair value of a
financial liability with a demand feature (eg a dexhaeposit) is not less than the
amount payable on demand ..." Accordingly, the cerafive entity classifies as
financial liabilities the maximum amount payable aemand under the
redemption provisions.

On 1 January 20X1 the maximum amount payable urbder redemption
provisions is 20,000 shares at CU10 each and acgydihe entity classifies
CU200,000 as financial liability and CU800,000 as iggu However, on
1 January 20X2 because of the new issue of shar€dJao, the maximum
amount payable under the redemption provisionseagas to 40,000 shares at
CU20 each. The issue of additional shares at CU&tes a new liability that is
measured on initial recognition at fair value. Tiadility after these shares have
been issued is 20 per cent of the total sharessuei (200,000), measured at
CuU20, or CU800,000. This requires recognition of afditional liability of
CU600,000. In this example no gain or loss is recmgl. Accordingly the entity
now classifies CU800,000 as financial liabilitieslaCU2,200,000 as equity. This
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A10

All

Al12

Al13

example assumes these amounts are not changed betwlsmuary 20X1 and
31 December 20X2.

After the governing charter is amended

Following the change in its governing charter ¢beoperative entity can now be
required to redeem a maximum of 25 per cent ofittstanding shares or a
maximum of 50,000 shares at CU20 eadkccordingly, on 1 January 20X3 the
co-operative entity classifies as financial lia@é an amount of CU1,000,000
being the maximum amount payable on demand undaettemption provisions,
as determined in accordance with paragraph 49 of A% 39. It therefore
transfers on 1 January 20X3 from equity to finahdgbilities an amount of
CU200,000, leaving CU2,000,000 classified as equitythis example the entity
does not recognise a gain or loss on the transfer.

Example 4

Facts

Local law governing the operations of co-opersijvor the terms of the entity’s
governing charter, prohibit an entity from redeegnimembers’ shares if, by
redeeming them, it would reduce paid-in capital fromambers’ shares below
75 per cent of the highest amount of paid-in capitan members’ shares. The
highest amount for a particular co-operative is ©0@Q,000. At the end of the
reporting period the balance of paid-in capitali$900,000.

Classification

In this case, CU750,000 would be classified astgqund CU150,000 would be
classified as financial liabilities. In additioo the paragraphs already cited,
paragraph 18(b) of NZ IAS 32 states in part:

...a financial instrument that gives the holderiiét to put it back to the
issuer for cash or another financial asset (a gblgt instrument’) is a
financial liability except for those instrumentsassified as equity
instruments in accordance with paragraphs 16A and 16B

paragraphs 16C and 16D. The financial instrumgst financial liability

even when the amount of cash or other financialtesseletermined on
the basis of an index or other item that has them@l to increase or
decrease. The existence of an option for the ha@eut the instrument
back to the issuer for cash or another financialetisneans that the
puttable instrument meets the definition of a fitiahliability, except for

those instruments classified as equity instrument@ccordance with
paragraphs 16A and 16B or paragraphs 16C and 16D.

The redemption prohibition described in this rapée is different from the
restrictions described in paragraphs 19 and AG25 of INE 32. Those
restrictions are limitations on the ability of thatity to pay the amount due on a
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financial liability, ie they prevent payment of tHebility only if specified
conditions are met. In contrast, this example diess an unconditional
prohibition on redemptions beyond a specified amorggardless of the entity’'s
ability to redeem members’ shares (eg given itshcessources, profits or
distributable reserves). In effect, the prohilitegainst redemption prevents the
entity from incurring any financial liability to deem more than a specified
amount of paid-in capital. Therefore, the portioh sharessubject to the
redemption prohibition is not a financibbility. While each member’s shares
may be redeemable individually, a portion of th&alshares outstanding is not
redeemable in any circumstances other than ligoidatf the entity.

Example 5

Facts

The facts of this example are as stated in el@apln addition, at the end of the
reporting period, liquidity requirements imposedthie local jurisdiction prevent
the entity from redeeming any members’ shares antssholdings of cash and
short-term investments are greater than a spedirdunt. The effect of these
liquidity requirements at the end of the reportpagiod is that the entity cannot
pay more than CU50,000 to redeem the members’ shares

Classification

As in example 4, the entity classifies CU750,08C2quity and CU150,000 as a
financial liability. This is because the amourasdified as a liability is based on
the entity’'s unconditional right to refuse redermptiand not on conditional
restrictions that prevent redemption only if ligitydor other conditions are not
met and then only until such time as they are methe provisions of
paragraphs 19 and AG25 of NZ IAS 32 apply in this case.

Example 6

Facts

The entity’s governing charter prohibits it froradeeming members’ shares,
except to the extent of proceeds received fromighee of additional members’
shares to new or existing members during the pregetiiree years. Proceeds
from issuing members’ shares must be applied teewedshares for which
members have requested redemption. During the threeeding years, the
proceeds from issuing members’ shares have been ,00d2nd no member’s
shares have been redeemed.
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Al7

A18

A19

Classification

The entity classifies CU12,000 of the membersireh as financial liabilities.

Consistently with the conclusions described in edamfy members’ shares
subject to an unconditional prohibition againstemagtion are not financial

liabilities. Such an unconditional prohibition dips to an amount equal to the
proceeds of shares issued before the preceding Vs, and accordingly, this
amount is classified as equity. However, an amogntlkto the proceeds from
any shares issued in the preceding three yearstisutject to an unconditional
prohibition on redemption. Accordingly, proceedsnfrthe issue of members’
shares in the preceding three years gise to financial liabilities until they are

no longer available for redemption of members’ sharAs a result the entity has
a financial liability equal to the proceeds of #warssued during the three
preceding years, net of any redemptions duringgbebd.

Example 7

Facts

The entity is a co-operative bank. Local law going the operations of co-
operative banks state that at least 50 per ceftheoentity’s total ‘outstanding
liabilities’ (a term defined in the regulationsitwlude members’ share accounts)
has to be in the form of members’ paid-in capit@he effect of the regulation is
that if all of a co-operative’s outstanding liabéds are in the form of members’
shares, it is able to redeem them all. On 31 Decegiiel the entity has total
outstanding liabilities of CU200,000, of which CU123) represent members’
share accounts. The terms of the members’ shamuats permit the holder to
redeem them on demand and there are no limitatmmsedemption in the
entity’s charter.

Classification

In this example members’ shares are classifiedfirrancial liabilities. The
redemption prohibition is similar to the restrict®odescribed in paragraphs 19
and AG25 of NZ IAS 32. The restriction is a conditibliraitation on the ability
of the entity to pay the amount due on a finandatility, ie they prevent
payment of the liability only if specified conditis are met. More specifically,
the entity could be required to redeem the entimount of members’ shares
(CU125,000) if it repaid all of its other liabilisg(CU75,000). Consequently, the
prohibition against redemption does not prevent éméity from incurring a
financial liability to redeem more than a specifratmber of members’ shares or
amount of paid-in capital. It allows the entity pyrib defer redemption until a
condition is met, ie the repayment of other liglg. Members’ shares in this
example are not subject to an unconditional prdibibbiagainst redemption and
are therefore classified as financial liabilities.
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