PBE INTEREST RATE BENCHMARK REFORM—PHASE 2

NZ ACCOUNTING
STANDARDS
BOARD

EXTERNAL REPORTING BOARD

Te Kawai Arahi Piivongo Mawaho

NZASB EXPOSURE DRAFT 2020-5

PBE Interest Rate Benchmark Reform—Phase 2

Issued [date]

This [draft]! Standard was issued on [Date] by the New Zealand Accounting Standards Board of the External
Reporting Board pursuant to section 12(a) of the Financial Reporting Act 2013.

This [draft] Standard is a disallowable instrument for the purposes of the Legislation Act 2012, and pursuant to
section 27(1) of the Financial Reporting Act 2013 takes effect on [Date].

Reporting entities that are subject to this [draft] Standard are required to apply it in accordance with the effective
date, which is set out in Part D.

In finalising this [draft] Standard, the New Zealand Accounting Standards Board has carried out appropriate
consultation in accordance with section 22(1) of the Financial Reporting Act 2013.

This [draft] Tier 1 and Tier 2 PBE Standard is based on amendments issued by the International Accounting
Standards Board to address the effects of interest rate benchmark reform on an entity’s financial statements that
arise when interest rate benchmarks are replaced with alternative, nearly risk-free interest rates that are based, to
a greater extent, on transaction data (alternative benchmark rates). It follows PBE Interest Rate Benchmark
Reform, issued in February 2020, which addressed issues affecting financial reporting in the period before the
reform of an interest rate benchmark.

1 References to “this Standard” throughout this Exposure Draft should be read as referring to “this draft Standard”.



PBE INTEREST RATE BENCHMARK REFORM—PHASE 2

COPYRIGHT
© External Reporting Board (XRB) 2020

This XRB standard contains International Financial Reporting Standards (IFRS®) Foundation copyright material.
Reproduction within New Zealand in unaltered form (retaining this notice) is permitted for personal and
non-commercial use subject to the inclusion of an acknowledgement of the source.

Requests and enquiries concerning reproduction and rights for commercial purposes within New Zealand should
be addressed to the Chief Executive, External Reporting Board at the following email address:
enquiries@xrb.govt.nz and the IFRS Foundation at the following email address:_permissions@ifrs.org

All existing rights (including copyrights) in this material outside of New Zealand are reserved by the IFRS
Foundation. Further information and requests for authorisation to reproduce for commercial purposes outside
New Zealand should be addressed to the IFRS Foundation.

ISBN:

Copyright

IFRS Standards are issued by the

International Accounting Standards Board

Columbus Building, 7 Westferry Circus, Canary Wharf, London, E14 4HD, United Kingdom.
Tel: +44 (0)20 7246 6410

Email: info@ifrs.org Web: www.ifrs.org

Copyright © International Financial Reporting Standards Foundation All rights reserved.
Reproduced and distributed by the External Reporting Board with the permission of the IFRS Foundation.
This English language version of the IFRS Standards is the copyright of the IFRS Foundation.

1. The IFRS Foundation grants users of the English language version of IFRS Standards (Users) the permission
to reproduce the IFRS Standards for

0] the User’s Professional Use, or
(i)  private study and education.

Professional Use: means use of the English language version of the IFRS Standards in the User’s
professional capacity in connection with the business of providing accounting services for the purpose of
application of IFRS Standards for preparation of financial statements and/or financial statement analysis to
the User’s clients or to the business in which the User is engaged as an accountant.

For the avoidance of doubt, the abovementioned usage does not include any kind of activities that make
(commercial) use of the IFRS Standards other than direct or indirect application of IFRS Standards, such as
but not limited to commercial seminars, conferences, commercial training or similar events.

2. Forany application that falls outside Professional Use, Users shall be obliged to contact the IFRS Foundation
for a separate individual licence under terms and conditions to be mutually agreed.

3. Except as otherwise expressly permitted in this notice, Users shall not, without prior written permission of
the Foundation have the right to license, sublicense, transmit, transfer, sell, rent, or otherwise distribute any
portion of the IFRS Standards to third parties in any form or by any means, whether electronic, mechanical
or otherwise either currently known or yet to be invented.

4.  Users are not permitted to modify or make alterations, additions or amendments to or create any derivative
works, save as otherwise expressly permitted in this notice.

5. Commercial reproduction and use rights are strictly prohibited. For further information please contact the
IFRS Foundation at permissions@ifrs.org.

The authoritative text of IFRS Standards is that issued by the International Accounting Standards Board in
the English language. Copies may be obtained from the IFRS Foundation’s Publications Department.


mailto:enquiries@xrb.govt.nz
mailto:info@ifrs.org
http://www.ifrs.org/
mailto:permissions@ifrs.org

PBE INTEREST RATE BENCHMARK REFORM—PHASE 2

Please address publication and copyright matters in English to:

IFRS Foundation Publications Department

Columbus Building, 7 Westferry Circus, Canary Wharf, London, E14 4HD, United Kingdom.
Tel: +44 (0) 20 7332 2730 Fax: +44 (0) 20 7332 2749

Email: publications@ifrs.org Web: www.ifrs.org

IFRS

The IFRS Foundation logo, the IASB logo, the IFRS for SMEs logo, the “Hexagon Device”, “IFRS Foundation”,
“elFRS”, “IAS”, “IASB”, “IFRS for SMEs”, “IASs”, “IFRS”, “IFRSs”, “International Accounting Standards”
and “International Financial Reporting Standards”, “IFRIC” and “SIC” are Trade Marks of the IFRS Foundation.

Trade Marks

Disclaimer

The authoritative text of the IFRS Standards is reproduced and distributed by the External Reporting Board in
respect of their application in New Zealand. The International Accounting Standards Board, the Foundation, the
authors and the publishers do not accept responsibility for loss caused to any person who acts or refrains from
acting in reliance on the material in this publication, whether such loss is caused by negligence or otherwise.


mailto:publications@ifrs.org
http://www.ifrs.org/

PBE INTEREST RATE BENCHMARK REFORM—PHASE 2

CONTENTS
from page
PART A: INTRODUCTION 5
PART B: SCOPE 5
PART C: AMENDMENTS
AMENDMENTS TO PBE IPSAS 41 FINANCIAL INSTRUMENTS 5
AMENDMENTS TO PBE IFRS 9 FINANCIAL INSTRUMENTS 11
AMENDMENTS TO PBE IPSAS 29 FINANCIAL INSTRUMENTS: RECOGNITION AND 16
MEASUREMENT
AMENDMENTS TO PBE IPSAS 30 FINANCIAL INSTRUMENTS: DISCLOSURES 21

PART D: EFFECTIVE DATE 22



PBE INTEREST RATE BENCHMARK REFORM—PHASE 2

Part A — Introduction

This Standard sets out amendments to PBE Standards to address the effects of interest rate benchmark reform on
an entity’s financial statements. These issues arise when interest rate benchmarks are replaced with alternative,
nearly risk-free interest rates that are based, to a greater extent, on transaction data (alternative benchmark rates).

Tier 2 public benefit entities are required to comply with all the requirements in this Standard.

Part B — Scope
This Standard applies to Tier 1 and Tier 2 public benefit entities.

Part C — Amendments

Amendments to PBE IPSAS 41 Financial Instruments

Paragraphs 72.1-72.5, paragraphs 155.13, 155.14-155.26, paragraphs 156.5, 157.12—-157.15 and 184A are
added. Paragraphs 157.7, 157.8 and 179 are amended. A heading is added before paragraph 155.14 and
subheadings are added before paragraphs 72.1, 155.20, 155.22, 155.24, 157.12 and 184A. For ease of
reading these paragraphs have not been underlined.

The references to [PBE IFRS 9] are relevant only for those entities that have early adopted PBE IFRS 9.
References to [PBE IFRS 9] will be omitted when PBE IPSAS 41 is compiled.

Amortised Cost Measurement

Changes in the Basis for Determining the Contractual Cash Flows as a Result of Interest Rate Benchmark
Reform

72.1 An entity shall apply paragraphs 72.2—-72.5 to a financial asset or financial liability if, and only if, the basis
for determining the contractual cash flows of that financial asset or financial liability changes as a result
of interest rate benchmark reform. For this purpose, the term ‘interest rate benchmark reform’ refers to the
market-wide reform of an interest rate benchmark as described in paragraph 155.2.

72.2 The basis for determining the contractual cash flows of a financial asset or financial liability can change:

(@) By amending the contractual terms specified at the initial recognition of the financial instrument
(for example, the contractual terms are amended to replace the referenced interest rate benchmark
with an alternative benchmark rate);

(b) In a way that was not considered by—or contemplated in—the contractual terms at the initial
recognition of the financial instrument, without amending the contractual terms (for example, the
method for calculating the interest rate benchmark is altered without amending the contractual
terms); and/or

(c)  Because of the activation of an existing contractual term (for example, an existing fallback clause
is triggered).

72.3 As a practical expedient, an entity shall apply paragraph AG160 to account for a change in the basis for
determining the contractual cash flows of a financial asset or financial liability that is required by interest
rate benchmark reform. This practical expedient applies only to such changes and only to the extent the
change is required by interest rate benchmark reform (see also paragraph 72.5). For this purpose, a change
in the basis for determining the contractual cash flows is required by interest rate benchmark reform if,
and only if, both these conditions are met:
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(@)  The change is necessary as a direct consequence of interest rate benchmark reform; and

(b)  The new basis for determining the contractual cash flows is economically equivalent to the previous
basis (i.e., the basis immediately preceding the change).

Examples of changes that give rise to a new basis for determining the contractual cash flows that is
economically equivalent to the previous basis (i.e., the basis immediately preceding the change) are:

(@)  Thereplacement of an existing interest rate benchmark used to determine the contractual cash flows
of a financial asset or financial liability with an alternative benchmark rate—or the implementation
of such a reform of an interest rate benchmark by altering the method used to calculate the interest
rate benchmark—with the addition of a fixed spread necessary to compensate for the basis
difference between the existing interest rate benchmark and the alternative benchmark rate;

(b)  Changes to the reset period, reset dates or the number of days between coupon payment dates in
order to implement the reform of an interest rate benchmark; and

(c)  Theaddition of a fallback provision to the contractual terms of a financial asset or financial liability
to enable any change described in (a) and (b) above to be implemented.

If changes are made to a financial asset or financial liability in addition to changes to the basis for
determining the contractual cash flows required by interest rate benchmark reform, an entity shall first
apply the practical expedient in paragraph 72.3 to the changes required by interest rate benchmark reform.
The entity shall then apply the applicable requirements in this Standard to any additional changes to which
the practical expedient does not apply. If the additional change does not result in the derecognition of the
financial asset or financial liability, the entity shall apply paragraph 71 or paragraph AG161, as applicable,
to account for that additional change. If the additional change results in the derecognition of the financial
asset or financial liability, the entity shall apply the derecognition requirements.

Temporary Exceptions from Applying Specific Hedge Accounting Requirements

End of Application

155.13 An entity shall prospectively cease applying paragraphs 155.6 and 155.8 at the earlier of:

(@  When changes required by interest rate benchmark reform are made to the non-contractually
specified risk component applying paragraph 155.14; or

(b)  When the hedging relationship in which the non-contractually specified risk component is
designated is discontinued.

Additional Temporary Exceptions Arising from Interest Rate Benchmark Reform

155.14 As and when the requirements in paragraphs 155.4-155.8 cease to apply to a hedging relationship (see

paragraphs 155.9-155.13), an entity shall amend the formal designation of that hedging relationship as
previously documented to reflect the changes required by interest rate benchmark reform, i.e., the changes
are consistent with the requirements in paragraphs 72.2-72.4. In this context, the hedge designation shall
be amended only to make one or more of these changes:

(@)  Designating an alternative benchmark rate (contractually or non-contractually specified) as a
hedged risk;

(b)  Amending the description of the hedged item, including the description of the designated portion
of the cash flows or fair value being hedged; or

(c)  Amending the description of the hedging instrument.

155.15 An entity also shall apply the requirement in paragraph 155.14(c) if these three conditions are met:

(@)  Theentity makes a change required by interest rate benchmark reform using an approach other than
changing the basis for determining the contractual cash flows of the hedging instrument (as
described in paragraph 72.2);

(b)  The original hedging instrument is not derecognised; and
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(c)  The chosen approach is economically equivalent to changing the basis for determining the
contractual cash flows of the original hedging instrument (as described in paragraphs 72.3
and 72.4).

155.16 The requirements in paragraphs 155.4-155.8 may cease to apply at different times. Therefore, in
applying paragraph 155.14, an entity may be required to amend the formal designation of its hedging
relationships at different times, or may be required to amend the formal designation of a hedging
relationship more than once. When, and only when, such a change is made to the hedge designation, an
entity shall apply paragraphs 155.20-155.25 as applicable. An entity also shall apply paragraph 137 (for a
fair value hedge) or paragraph 140 (for a cash flow hedge) to account for any changes in the fair value of
the hedged item or the hedging instrument.

155.17 An entity shall amend a hedging relationship as required in paragraph 155.14 by the end of the reporting
period during which a change required by interest rate benchmark reform is made to the hedged risk,
hedged item or hedging instrument. For the avoidance of doubt, such an amendment to the formal
designation of a hedging relationship constitutes neither the discontinuation of the hedging relationship
nor the designation of a new hedging relationship.

155.18 If changes are made in addition to those changes required by interest rate benchmark reform to the
financial asset or financial liability designated in a hedging relationship (as described in paragraphs 72.2—
72.4) or to the designation of the hedging relationship (as required by paragraph 155.14), an entity shall
first apply the applicable requirements in this Standard to determine if those additional changes result in
the discontinuation of hedge accounting. If the additional changes do not result in the discontinuation of
hedge accounting, an entity shall amend the formal designation of the hedging relationship as specified in
paragraph 155.14.

155.19 Paragraphs 155.20-155.26 provide exceptions to the requirements specified in those paragraphs only.
An entity shall apply all other hedge accounting requirements in this Standard, including the qualifying
criteria in paragraph 129, to hedging relationships that were directly affected by interest rate benchmark
reform.

Accounting for Qualifying Hedging Relationships

Cash Flow Hedges

155.20 For the purpose of applying paragraph 140, at the point when an entity amends the description of a
hedged item as required in paragraph 155.14(b), the amount accumulated in the cash flow hedge reserve
shall be deemed to be based on the alternative benchmark rate on which the hedged future cash flows are
determined.

155.21 For a discontinued hedging relationship, when the interest rate benchmark on which the hedged future
cash flows had been based is changed as required by interest rate benchmark reform, for the purpose of
applying paragraph 141 in order to determine whether the hedged future cash flows are expected to occur,
the amount accumulated in the cash flow hedge reserve for that hedging relationship shall be deemed to
be based on the alternative benchmark rate on which the hedged future cash flows will be based.

Groups of Items

155.22 When an entity applies paragraph 155.14 to groups of items designated as hedged items in a fair value
or cash flow hedge, the entity shall allocate the hedged items to subgroups based on the benchmark rate
being hedged and designate the benchmark rate as the hedged risk for each subgroup. For example, in a
hedging relationship in which a group of items is hedged for changes in an interest rate benchmark subject
to interest rate benchmark reform, the hedged cash flows or fair value of some items in the group could be
changed to reference an alternative benchmark rate before other items in the group are changed. In this
example, in applying paragraph 155.14, the entity would designate the alternative benchmark rate as the
hedged risk for that relevant subgroup of hedged items. The entity would continue to designate the existing
interest rate benchmark as the hedged risk for the other subgroup of hedged items until the hedged cash
flows or fair value of those items are changed to reference the alternative benchmark rate or the items
expire and are replaced with hedged items that reference the alternative benchmark rate.

155.23 An entity shall assess separately whether each subgroup meets the requirements in paragraph 146 to be
an eligible hedged item. If any subgroup fails to meet the requirements in paragraph 146, the entity shall
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discontinue hedge accounting prospectively for the hedging relationship in its entirety. An entity also shall
apply the requirements in paragraphs 137 and 140 to account for ineffectiveness related to the hedging
relationship in its entirety.

Designation of Risk Components

155.24 An alternative benchmark rate designated as a non-contractually specified risk component that is not
separately identifiable (see paragraphs 128(a) and AG257) at the date it is designated shall be deemed to
have met that requirement at that date, if, and only if, the entity reasonably expects the alternative
benchmark rate will be separately identifiable within 24 months. The 24-month period applies to each
alternative benchmark rate separately and starts from the date the entity designates the alternative
benchmark rate as a non-contractually specified risk component for the first time (i.e., the 24month period
applies on a rate-by-rate basis).

155.25 If subsequently an entity reasonably expects that the alternative benchmark rate will not be separately
identifiable within 24 months from the date the entity designated it as a non-contractually specified risk
component for the first time, the entity shall cease applying the requirement in paragraph 155.24 to that
alternative benchmark rate and discontinue hedge accounting prospectively from the date of that
reassessment for all hedging relationships in which the alternative benchmark rate was designated as a
noncontractually specified risk component.

155.26 In addition to those hedging relationships specified in paragraph 155.14, an entity shall apply the
requirements in paragraphs 155.24 and 155.25 to new hedging relationships in which an alternative
benchmark rate is designated as a hon-contractually specified risk component (see paragraphs 128(a) and
AG257) when, because of interest rate benchmark reform, that risk component is not separately
identifiable at the date it is designated.

Effective Date

156.5 PBE Interest Rate Benchmark Reform—Phase 2, which amended PBE IPSAS 41, [PBE IFRS 9],
PBE IPSAS 29 and PBE IPSAS 30, issued in [Month] 2020, added paragraphs 72.1-72.5, 155.13, 155.14—
155.26 and 157.12-157.15 and amended paragraphs 157.7, 157.8 and 179. If an entity has early adopted
PBE IPSAS 41 it shall apply these amendments for annual periods beginning on or after [1 January 2021].
Earlier application is permitted. If an entity applies these amendments for an earlier period, it shall disclose
that fact. If an entity has not early adopted PBE IPSAS 41, it shall apply these amendments when it first
applies PBE IPSAS 41.

Transition

Entities Transitioning from PBE IFRS 9

Hedge Accounting

157.7 When an entity that has previously applied the hedge accounting requirements of PBE IFRS 9 first applies
this Standard it shall apply the requirements in paragraphs 113-455:42155.26 of this Standard. On first
time application of this Standard it shall apply hedge accounting to the existing hedging relationships to
which it applied hedge accounting under PBE IFRS 9.

157.8 When an entity that has previously applied PBE IFRS 9 continued to apply the hedge accounting
requirements of PBE IPSAS 29 it may continue to apply those requirements. Alternatively, an entity may
elect, on adoption of this Standard, to apply the requirements in paragraphs 113-155:12155.26 of this
Standard in accordance with paragraphs 179-184A of this Standard.

Transition for PBE Interest Rate Benchmark Reform—Phase 2

157.12 Anentity shall apply PBE Interest Rate Benchmark Reform—Phase 2 retrospectively in accordance with
PBE IPSAS 3, except as specified in paragraphs 157.13-157.15.
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157.13 An entity shall designate a new hedging relationship (for example, as described in paragraph 155.26)

only prospectively (i.e., an entity is prohibited from designating a new hedge accounting relationship in
prior periods). However, an entity shall reinstate a discontinued hedging relationship if, and only if, these
conditions are met:

(@)  Theentity had discontinued that hedging relationship solely due to changes required by interest rate
benchmark reform and the entity would not have been required to discontinue that hedging
relationship if these amendments had been applied at that time; and

(b) At the beginning of the reporting period in which an entity first applies these amendments (date of
initial application of these amendments), that discontinued hedging relationship meets the
qualifying criteria for hedge accounting (after taking into account these amendments).

157.14 If, in applying paragraph 157.13, an entity reinstates a discontinued hedging relationship, the entity shall

read references in paragraphs 155.24 and 155.25 to the date the alternative benchmark rate is designated
as a non-contractually specified risk component for the first time as referring to the date of initial
application of these amendments (i.e., the 24-month period for that alternative benchmark rate designated
as a non-contractually specified risk component begins from the date of initial application of these
amendments).

157.15 Anentity is not required to restate prior periods to reflect the application of these amendments. The entity

may restate prior periods if, and only if, it is possible without the use of hindsight. If an entity does not
restate prior periods, the entity shall recognise any difference between the previous carrying amount and
the carrying amount at the beginning of the annual reporting period that includes the date of initial
application of these amendments in the opening accumulated comprehensive revenue and expense (or
other component of net assets/equity, as appropriate) of the annual reporting period that includes the date
of initial application of these amendments.

Entities Transitioning from PBE IPSAS 29

179.

184A

Transition for Hedge Accounting

When an entity first applies this Standard, it may choose as its accounting policy to continue to apply the
hedge accounting requirements of PBE IPSAS 29 instead of the requirements in paragraphs 113-—
455.:12155.26 of this Standard. An entity shall apply that policy to all of its hedging relationships. An
entity that chooses that policy shall also apply Appendix C of PBE IPSAS 29.

Transition for PBE Interest Rate Benchmark Reform—Phase 2

An entity shall apply PBE Interest Rate Benchmark Reform—Phase 2 retrospectively in accordance with
PBE IPSAS 3, except as specified in paragraphs 157.13-157.15.

In the Basis for Conclusions, paragraphs BC15 and BC16 are added.

Interest Rate Benchmark Reform—Phase 2
BC15. In August 2020 the IASB issued Interest Rate Benchmark Reform—Phase 2 which amended IFRS 9,

IAS 39, IFRS 7 Financial Instruments: Disclosures, IFRS 4 Insurance Contracts and IFRS 16 Leases. In
September 2020 the NZASB made equivalent amendments to NZ IFRS. These amendments addressed the
financial reporting issues that arise during the reform of an interest rate benchmark, including the
replacement of an interest rate benchmark with alternative, nearly risk-free interest rates that are based, to
a greater extent, on transaction data (alternative benchmark rates). The amendments provided a practical
expedient for changes in the contractual cash flows of a financial asset or financial liability when such
changes are directly required by interest rate benchmark reform. As a consequence of the amendments,
entities meeting certain criteria will not have to derecognise or adjust the carrying amount of financial
instruments for changes required by the reform, but will instead update the effective interest rate to reflect
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the change to the alternative benchmark rate. The amendments also provided relief to continue hedge
accounting when changes to financial instruments or hedging relationships occur as a result of the reform.

BC16. The NZASB considered that PBEs affected by the replacement of interest rate benchmarks would also
benefit from these amendments and proposed equivalent amendments to PBE Standards. The NZASB
issued NZASB ED 2020-5 PBE Interest Rate Benchmark Reform—Phase 2 in September 2020.

10
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Amendments to PBE IFRS 9 Financial Instruments

Paragraphs 5.4.5-5.4.9, paragraphs 6.8.13, 6.9.1-6.9.13, paragraphs 7.1.9 and 7.2.43-7.2.46 are added.
A heading is added before paragraph 6.9.1 and subheadings are added before paragraphs 5.4.5, 6.9.7, 6.9.9,
6.9.11 and 7.2.43. For ease of reading these paragraphs have not been underlined.

5.4 Amortised cost measurement

5.4.5

5.4.6

5.4.7

5.4.8

5.4.9

Changes in the basis for determining the contractual cash flows as a result of
interest rate benchmark reform

An entity shall apply paragraphs 5.4.6-5.4.9 to a financial asset or financial liability if, and only if, the basis
for determining the contractual cash flows of that financial asset or financial liability changes as a result of
interest rate benchmark reform. For this purpose, the term ‘interest rate benchmark reform’ refers to the
market-wide reform of an interest rate benchmark as described in paragraph 6.8.2.

The basis for determining the contractual cash flows of a financial asset or financial liability can change:

@ by amending the contractual terms specified at the initial recognition of the financial instrument (for
example, the contractual terms are amended to replace the referenced interest rate benchmark with
an alternative benchmark rate);

(b) in a way that was not considered by—or contemplated in—the contractual terms at the initial
recognition of the financial instrument, without amending the contractual terms (for example, the
method for calculating the interest rate benchmark is altered without amending the contractual
terms); and/or

© because of the activation of an existing contractual term (for example, an existing fallback clause is
triggered).

As a practical expedient, an entity shall apply paragraph B5.4.5 to account for a change in the basis for
determining the contractual cash flows of a financial asset or financial liability that is required by interest rate
benchmark reform. This practical expedient applies only to such changes and only to the extent the change
is required by interest rate benchmark reform (see also paragraph 5.4.9). For this purpose, a change in the
basis for determining the contractual cash flows is required by interest rate benchmark reform if, and only if,
both these conditions are met:

@) the change is necessary as a direct consequence of interest rate benchmark reform; and

(b) the new basis for determining the contractual cash flows is economically equivalent to the previous
basis (i.e., the basis immediately preceding the change).

Examples of changes that give rise to a new basis for determining the contractual cash flows that is
economically equivalent to the previous basis (i.e., the basis immediately preceding the change) are:

@) the replacement of an existing interest rate benchmark used to determine the contractual cash flows
of a financial asset or financial liability with an alternative benchmark rate—or the implementation
of such a reform of an interest rate benchmark by altering the method used to calculate the interest
rate benchmark—with the addition of a fixed spread necessary to compensate for the basis difference
between the existing interest rate benchmark and the alternative benchmark rate;

(b) changes to the reset period, reset dates or the number of days between coupon payment dates in order
to implement the reform of an interest rate benchmark; and

(c) the addition of a fallback provision to the contractual terms of a financial asset or financial liability
to enable any change described in (a) and (b) above to be implemented.

If changes are made to a financial asset or financial liability in addition to changes to the basis for determining
the contractual cash flows required by interest rate benchmark reform, an entity shall first apply the practical
expedient in paragraph 5.4.7 to the changes required by interest rate benchmark reform. The entity shall then
apply the applicable requirements in this Standard to any additional changes to which the practical expedient
does not apply. If the additional change does not result in the derecognition of the financial asset or financial

11
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liability, the entity shall apply paragraph 5.4.3 or paragraph B5.4.6, as applicable, to account for that
additional change. If the additional change results in the derecognition of the financial asset or financial
liability, the entity shall apply the derecognition requirements.

6.8 Temporary exceptions from applying specific hedge accounting
requirements

End of application

6.8.13  An entity shall prospectively cease applying paragraphs 6.8.7 and 6.8.8 at the earlier of:

(@  whenchanges required by interest rate benchmark reform are made to the non-contractually specified
risk component applying paragraph 6.9.1; or

(b)  when the hedging relationship in which the non-contractually specified risk component is designated
is discontinued.

6.9 Additional temporary exceptions arising from interest rate
benchmark reform

6.9.1

6.9.2

6.9.3

6.9.4

6.9.5

As and when the requirements in paragraphs 6.8.4-6.8.8 cease to apply to a hedging relationship (see
paragraphs 6.8.9-6.8.13), an entity shall amend the formal designation of that hedging relationship as
previously documented to reflect the changes required by interest rate benchmark reform, i.e., the changes
are consistent with the requirements in paragraphs 5.4.6-5.4.8. In this context, the hedge designation shall be
amended only to make one or more of these changes:

@ designating an alternative benchmark rate (contractually or non-contractually specified) as a hedged
risk;

(b)  amending the description of the hedged item, including the description of the designated portion of
the cash flows or fair value being hedged; or

© amending the description of the hedging instrument.
An entity also shall apply the requirement in paragraph 6.9.1(c) if these three conditions are met:

@) the entity makes a change required by interest rate benchmark reform using an approach other than
changing the basis for determining the contractual cash flows of the hedging instrument (as described
in paragraph 5.4.6);

(b) the original hedging instrument is not derecognised; and

(c) the chosen approach is economically equivalent to changing the basis for determining the contractual
cash flows of the original hedging instrument (as described in paragraphs 5.4.7 and 5.4.8).

The requirements in paragraphs 6.8.4-6.8.8 may cease to apply at different times. Therefore, in applying
paragraph 6.9.1, an entity may be required to amend the formal designation of its hedging relationships at
different times, or may be required to amend the formal designation of a hedging relationship more than once.
When, and only when, such a change is made to the hedge designation, an entity shall apply paragraphs 6.9.7—
6.9.12 as applicable. An entity also shall apply paragraph 6.5.8 (for a fair value hedge) or paragraph 6.5.11
(for a cash flow hedge) to account for any changes in the fair value of the hedged item or the hedging
instrument.

An entity shall amend a hedging relationship as required in paragraph 6.9.1 by the end of the reporting period
during which a change required by interest rate benchmark reform is made to the hedged risk, hedged item
or hedging instrument. For the avoidance of doubt, such an amendment to the formal designation of a hedging
relationship constitutes neither the discontinuation of the hedging relationship nor the designation of a new
hedging relationship.

If changes are made in addition to those changes required by interest rate benchmark reform to the financial
asset or financial liability designated in a hedging relationship (as described in paragraphs 5.4.6-5.4.8) or to
the designation of the hedging relationship (as required by paragraph 6.9.1), an entity shall first apply the
applicable requirements in this Standard to determine if those additional changes result in the discontinuation

12



6.9.6

6.9.7

6.9.8

6.9.9

6.9.10

6.9.11

6.9.12

6.9.13

PBE INTEREST RATE BENCHMARK REFORM—PHASE 2

of hedge accounting. If the additional changes do not result in the discontinuation of hedge accounting, an
entity shall amend the formal designation of the hedging relationship as specified in paragraph 6.9.1.

Paragraphs 6.9.7-6.9.13 provide exceptions to the requirements specified in those paragraphs only. An entity
shall apply all other hedge accounting requirements in this Standard, including the qualifying criteria in
paragraph 6.4.1, to hedging relationships that were directly affected by interest rate benchmark reform.

Accounting for qualifying hedging relationships

Cash flow hedges

For the purpose of applying paragraph 6.5.11, at the point when an entity amends the description of a hedged
item as required in paragraph 6.9.1(b), the amount accumulated in the cash flow hedge reserve shall be
deemed to be based on the alternative benchmark rate on which the hedged future cash flows are determined.

For a discontinued hedging relationship, when the interest rate benchmark on which the hedged future cash
flows had been based is changed as required by interest rate benchmark reform, for the purpose of applying
paragraph 6.5.12 in order to determine whether the hedged future cash flows are expected to occur, the
amount accumulated in the cash flow hedge reserve for that hedging relationship shall be deemed to be based
on the alternative benchmark rate on which the hedged future cash flows will be based.

Groups of items

When an entity applies paragraph 6.9.1 to groups of items designated as hedged items in a fair value or cash
flow hedge, the entity shall allocate the hedged items to subgroups based on the benchmark rate being hedged
and designate the benchmark rate as the hedged risk for each subgroup. For example, in a hedging relationship
in which a group of items is hedged for changes in an interest rate benchmark subject to interest rate
benchmark reform, the hedged cash flows or fair value of some items in the group could be changed to
reference an alternative benchmark rate before other items in the group are changed. In this example, in
applying paragraph 6.9.1, the entity would designate the alternative benchmark rate as the hedged risk for
that relevant subgroup of hedged items. The entity would continue to designate the existing interest rate
benchmark as the hedged risk for the other subgroup of hedged items until the hedged cash flows or fair value
of those items are changed to reference the alternative benchmark rate or the items expire and are replaced
with hedged items that reference the alternative benchmark rate.

An entity shall assess separately whether each subgroup meets the requirements in paragraph 6.6.1 to be an
eligible hedged item. If any subgroup fails to meet the requirements in paragraph 6.6.1, the entity shall
discontinue hedge accounting prospectively for the hedging relationship in its entirety. An entity also shall
apply the requirements in paragraphs 6.5.8 and 6.5.11 to account for ineffectiveness related to the hedging
relationship in its entirety.

Designation of risk components

An alternative benchmark rate designated as a non-contractually specified risk component that is not
separately identifiable (see paragraphs 6.3.7(a) and B6.3.8) at the date it is designated shall be deemed to
have met that requirement at that date, if, and only if, the entity reasonably expects the alternative benchmark
rate will be separately identifiable within 24 months. The 24-month period applies to each alternative
benchmark rate separately and starts from the date the entity designates the alternative benchmark rate as a
non-contractually specified risk component for the first time (i.e., the 24month period applies on a rate-by-
rate basis).

If subsequently an entity reasonably expects that the alternative benchmark rate will not be separately
identifiable within 24 months from the date the entity designated it as a non-contractually specified risk
component for the first time, the entity shall cease applying the requirement in paragraph 6.9.11 to that
alternative benchmark rate and discontinue hedge accounting prospectively from the date of that reassessment
for all hedging relationships in which the alternative benchmark rate was designated as a noncontractually
specified risk component.

In addition to those hedging relationships specified in paragraph 6.9.1, an entity shall apply the requirements
in paragraphs 6.9.11 and 6.9.12 to new hedging relationships in which an alternative benchmark rate is
designated as a non-contractually specified risk component (see paragraphs 6.3.7(a) and B6.3.8) when,
because of interest rate benchmark reform, that risk component is not separately identifiable at the date it is
designated.
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7.1 Effective date

7.1.9

PBE Interest Rate Benchmark Reform—Phase 2, which amended PBE IPSAS 41, PBE IFRS9,
PBE IPSAS 29 and PBE IPSAS 30, issued in [Month] 2020, added paragraphs 5.4.5-5.4.9, 6.8.13, Section
6.9 and paragraphs 7.2.43-7.2.46. An entity shall apply these amendments for annual periods beginning on
or after [1 January 2021]. Earlier application is permitted. If an entity applies these amendments for an earlier
period, it shall disclose that fact.

7.2 Transition

7.2.27-7.2.42 [Not used]

7.2.43

7.2.44

7.2.45

7.2.46

Transition for PBE Interest Rate Benchmark Reform—Phase 2

An entity shall apply PBE Interest Rate Benchmark Reform—Phase 2 retrospectively in accordance with
PBE IPSAS 3, except as specified in paragraphs 7.2.44-7.2.46.

An entity shall designate a new hedging relationship (for example, as described in paragraph 6.9.13) only
prospectively (i.e., an entity is prohibited from designating a new hedge accounting relationship in prior
periods). However, an entity shall reinstate a discontinued hedging relationship if, and only if, these
conditions are met:

@ the entity had discontinued that hedging relationship solely due to changes required by interest rate
benchmark reform and the entity would not have been required to discontinue that hedging
relationship if these amendments had been applied at that time; and

(b)  at the beginning of the reporting period in which an entity first applies these amendments (date of
initial application of these amendments), that discontinued hedging relationship meets the qualifying
criteria for hedge accounting (after taking into account these amendments).

If, in applying paragraph 7.2.44, an entity reinstates a discontinued hedging relationship, the entity shall read
references in paragraphs 6.9.11 and 6.9.12 to the date the alternative benchmark rate is designated as a non-
contractually specified risk component for the first time as referring to the date of initial application of these
amendments (i.e., the 24-month period for that alternative benchmark rate designated as a non-contractually
specified risk component begins from the date of initial application of these amendments).

An entity is not required to restate prior periods to reflect the application of these amendments. The entity
may restate prior periods if, and only if, it is possible without the use of hindsight. If an entity does not restate
prior periods, the entity shall recognise any difference between the previous carrying amount and the carrying
amount at the beginning of the annual reporting period that includes the date of initial application of these
amendments in the opening accumulated comprehensive revenue and expense (or other component of net
assets/equity, as appropriate) of the annual reporting period that includes the date of initial application of
these amendments.

In the Basis for Conclusions, paragraphs BC22 and BC23 are added.

Interest Rate Benchmark Reform—Phase 2

BC22. In August 2020 the IASB issued Interest Rate Benchmark Reform—Phase 2 which amended IFRS 9, IAS 39,

IFRS 7 Financial Instruments: Disclosures, IFRS 4 Insurance Contracts and IFRS 16 Leases. In September
2020 the NZASB made equivalent amendments to NZ IFRS. These amendments addressed the financial
reporting issues that arise during the reform of an interest rate benchmark, including the replacement of an
interest rate benchmark with alternative, nearly risk-free interest rates that are based, to a greater extent, on
transaction data (alternative benchmark rates). The amendments provided a practical expedient for changes
in the contractual cash flows of a financial asset or financial liability when such changes are directly
required by interest rate benchmark reform. As a consequence of the amendments, entities meeting certain
criteria will not have to derecognise or adjust the carrying amount of financial instruments for changes
required by the reform, but will instead update the effective interest rate to reflect the change to the
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alternative benchmark rate. The amendments also provided relief to continue hedge accounting when
changes to financial instruments or hedging relationships occur as a result of the reform.

BC23. The NZASB considered that PBEs affected by the replacement of interest rate benchmarks would also benefit
from these amendments and proposed equivalent amendments to PBE Standards. The NZASB issued NZASB
ED 2020-5 PBE Interest Rate Benchmark Reform—Phase 2 in September 2020.
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Amendments to PBE IPSAS 29 Financial Instruments: Recognition and
Measurement

Paragraph 1132M is amended. New text is underlined, and deleted text is struck through.

Paragraphs 1130-11373 and 126.10-126.13 are added. A heading is added before paragraph 113P and
subheadings are added before paragraphs 113P, 113V, 113Y and 113Z1. For ease of reading these paragraphs
have not been underlined.

The references to [PBE IFRS 9] are relevant only for those entities that have early adopted PBE IFRS 9.

Temporary Exceptions from Applying Specific Hedge Accounting Requirements

End of Application

113M102M An entity shall prospectively cease applying paragraph 113G1026G to a hedging relationship at
the earlier of:

(@)  When the uncertainty arising from interest rate benchmark reform is no longer present with respect
to the hedged risk and the timing and the amount of the interest rate benchmark-based cash flows
of the hedged item-er and of the hedging instrument; and

(b)  When the hedging relationship to which the exception is applied is discontinued.

1130 An entity shall prospectively cease applying paragraphs 113H and 113l at the earlier of:

(@  When changes required by interest rate benchmark reform are made to the non-contractually
specified risk portion applying paragraph 113P; or

(b)  When the hedging relationship in which the non-contractually specified risk portion is designated
is discontinued.

Additional Temporary Exceptions Arising from Interest Rate Benchmark Reform
Hedge Accounting

113P As and when the requirements in paragraphs 113D-113I cease to apply to a hedging relationship (see
paragraphs 113J-1130), an entity shall amend the formal designation of that hedging relationship as
previously documented to reflect the changes required by interest rate benchmark reform, i.e., the changes
are consistent with the requirements in paragraphs 72.2-72.4 of PBE IPSAS 41 [5.4.6-5.4.8 of
PBE IFRS 9]. In this context, the hedge designation shall be amended only to make one or more of these
changes;

(@)  Designating an alternative benchmark rate (contractually or non-contractually specified) as a
hedged risk;

(b)  Amending the description of the hedged item, including the description of the designated portion
of the cash flows or fair value being hedged;

()  Amending the description of the hedging instrument; or
(d)  Amending the description of how the entity will assess hedge effectiveness.
113Q An entity also shall apply the requirement in paragraph 113P(c) if these three conditions are met:

(@)  Theentity makes a change required by interest rate benchmark reform using an approach other than
changing the basis for determining the contractual cash flows of the hedging instrument (as
described in paragraph 72.2 of PBE IPSAS 41 [5.4.6 of PBE IFRS 9]);
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(b)  The original hedging instrument is not derecognised; and

(c)  The chosen approach is economically equivalent to changing the basis for determining the
contractual cash flows of the original hedging instrument (as described in paragraphs 72.3and 72.4
of PBE IPSAS 41 [5.4.7 and 5.4.8 of PBE IFRS 9]).

The requirements in paragraphs 113D-113I may cease to apply at different times. Therefore, applying
paragraph 113P, an entity may be required to amend the formal designation of its hedging relationships at
different times, or may be required to amend the formal designation of a hedging relationship more than
once. When, and only when, such a change is made to the hedge designation, an entity shall apply
paragraphs 113V-113Z2 as applicable. An entity also shall apply paragraph 99 (for a fair value hedge) or
paragraph 107 (for a cash flow hedge) to account for any changes in the fair value of the hedged item or
the hedging instrument.

An entity shall amend a hedging relationship as required in paragraph 113P by the end of the reporting
period during which a change required by interest rate benchmark reform is made to the hedged risk,
hedged item or hedging instrument. For the avoidance of doubt, such an amendment to the formal
designation of a hedging relationship constitutes neither the discontinuation of the hedging relationship
nor the designation of a new hedging relationship.

If changes are made in addition to those changes required by interest rate benchmark reform to the financial
asset or financial liability designated in a hedging relationship (as described in paragraphs 72.2—72.4 of
PBE IPSAS 41 [5.4.6-5.4.8 of PBE IFRS 9]) or to the designation of the hedging relationship (as required
by paragraph 113P), an entity shall first apply the applicable requirements in this Standard to determine if
those additional changes result in the discontinuation of hedge accounting. If the additional changes do
not result in the discontinuation of hedge accounting, an entity shall amend the formal designation of the
hedging relationship as specified in paragraph 113P.

Paragraphs 113V-113Z3 provide exceptions to the requirements specified in those paragraphs only. An
entity shall apply all other hedge accounting requirements in this Standard, including the qualifying criteria
in paragraph 98, to hedging relationships that were directly affected by interest rate benchmark reform.

Accounting for Qualifying Hedging Relationships

113V

Retrospective Effectiveness Assessment

For the purpose of assessing the retrospective effectiveness of a hedging relationship on a cumulative basis
applying paragraph 98(e) and only for this purpose, an entity may elect to reset to zero the cumulative fair
value changes of the hedged item and hedging instrument when ceasing to apply paragraph 1132G as
required by paragraph 113M. This election is made separately for each hedging relationship (i.e., on an
individual hedging relationship basis).

Cash Flow Hedges

113W For the purpose of applying paragraph 108, at the point when an entity amends the description of a hedged

113X

item as required in paragraph 113P(b), the cumulative gain or loss in other comprehensive revenue and
expense shall be deemed to be based on the alternative benchmark rate on which the hedged future cash
flows are determined.

For a discontinued hedging relationship, when the interest rate benchmark on which the hedged future
cash flows had been based is changed as required by interest rate benchmark reform, for the purpose of
applying paragraph 112(c) in order to determine whether the hedged future cash flows are expected to
occur, the amount accumulated in other comprehensive revenue and expense for that hedging relationship
shall be deemed to be based on the alternative benchmark rate on which the hedged future cash flows will
be based.

Groups of Items

113Y

When an entity applies paragraph 113P to groups of items designated as hedged items in a fair value or
cash flow hedge, the entity shall allocate the hedged items to subgroups based on the benchmark rate being
hedged and designate the benchmark rate as the hedged risk for each subgroup. For example, in a hedging
relationship in which a group of items is hedged for changes in an interest rate benchmark subject to
interest rate benchmark reform, the hedged cash flows or fair value of some items in the group could be
changed to reference an alternative benchmark rate before other items in the group are changed. In this
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example, in applying paragraph 113P, the entity would designate the alternative benchmark rate as the
hedged risk for that relevant subgroup of hedged items. The entity would continue to designate the existing
interest rate benchmark as the hedged risk for the other subgroup of hedged items until the hedged cash
flows or fair value of those items are changed to reference the alternative benchmark rate or the items
expire and are replaced with hedged items that reference the alternative benchmark rate.

An entity shall assess separately whether each subgroup meets the requirements in paragraphs 87 and 93
to be an eligible hedged item. If any subgroup fails to meet the requirements in paragraphs 87 and 93, the
entity shall discontinue hedge accounting prospectively for the hedging relationship in its entirety. An
entity also shall apply the requirements in paragraphs 99 or 107 to account for ineffectiveness related to
the hedging relationship in its entirety.

Designating Financial Items as Hedged Items

113Z1 An alternative benchmark rate designated as a non-contractually specified risk portion that is not separately

identifiable (see paragraphs 90 and AG139) at the date it is designated shall be deemed to have met that
requirement at that date, if, and only if, the entity reasonably expects the alternative benchmark rate will
be separately identifiable within 24 months. The 24-month period applies to each alternative benchmark
rate separately and starts from the date the entity designates the alternative benchmark rate as a non-
contractually specified risk portion for the first time (i.e., the 24-month period applies on a rate-by-rate
basis).

113Z2 If subsequently an entity reasonably expects that the alternative benchmark rate will not be separately

identifiable within 24 months from the date the entity designated it as a non-contractually specified risk
portion for the first time, the entity shall cease applying the requirement in paragraph 113Z1 to that
alternative benchmark rate and discontinue hedge accounting prospectively from the date of that
reassessment for all hedging relationships in which the alternative benchmark rate was designated as a
non-contractually specified risk portion.

113Z3In addition to those hedging relationships specified in paragraph 113P, an entity shall apply the

requirements in paragraphs 113Z1 and 113Z2 to new hedging relationships in which an alternative
benchmark rate is designated as a non-contractually specified risk portion (see paragraphs 90 and AG139)
when, because of interest rate benchmark reform, that risk portion is not separately identifiable at the date
it is designated.

Effective Date

126.10 PBE Interest Rate Benchmark Reform—Phase 2, which amended PBE IPSAS 41, [PBE IFRS 9],

PBE IPSAS 29 and PBE IPSAS 30, issued in [Month] 2020, added paragraphs 1130-113Z3, 26.11-
126.13, AG20A-AG20B, and amended paragraph 113M. An entity shall apply these amendments for
annual periods beginning on or after [1 January 2021]. Earlier application is permitted. If an entity applies
these amendments for an earlier period, it shall disclose that fact. An entity shall apply these amendments
retrospectively in accordance with PBE IPSAS 3 Accounting Policies, Changes in Accounting Estimates
and Errors, except as specified in paragraphs 126.11-126.13 and paragraph 126.14.

126.11 An entity shall designate a new hedging relationship (for example, as described in paragraph 113Z3)

only prospectively (i.e., an entity is prohibited from designating a new hedge accounting relationship in
prior periods). However, an entity shall reinstate a discontinued hedging relationship if, and only if, these
conditions are met:

(@)  Theentity had discontinued that hedging relationship solely due to changes required by interest rate
benchmark reform and the entity would not have been required to discontinue that hedging
relationship if these amendments had been applied at that time; and

(b) At the beginning of the reporting period in which an entity first applies these amendments (date of
initial application of these amendments), that discontinued hedging relationship meets the
qualifying criteria for hedge accounting (after taking into account these amendments).

126.12 If, in applying paragraph 126.11, an entity reinstates a discontinued hedging relationship, the entity shall

read references in paragraphs 11321 and 113Z2 to the date the alternative benchmark rate is designated as
a non-contractually specified risk portion for the first time as referring to the date of initial application of
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these amendments (i.e., the 24-month period for that alternative benchmark rate designated as a non-
contractually specified risk portion begins from the date of initial application of these amendments).

126.13 Anentity is not required to restate prior periods to reflect the application of these amendments. The entity
may restate prior periods if, and only if, it is possible without the use of hindsight. If an entity does not
restate prior periods, the entity shall recognise any difference between the previous carrying amount and
the carrying amount at the beginning of the annual reporting period that includes the date of initial
application of these amendments in the opening accumulated comprehensive revenue and expense (or
other component of net assets/equity, as appropriate) of the annual reporting period that includes the date
of initial application of these amendments.

126.14 An entity is not required to restate prior periods to reflect the application of the amendments in
paragraphs AG20A and AG20B. The entity may restate prior periods if, and only if, it is possible without
the use of hindsight. If an entity does not restate prior periods, the entity shall recognise any difference
between the previous carrying amount and the carrying amount at the beginning of the annual reporting
period that includes the date of initial application of these amendments in the opening accumulated
comprehensive revenue and expense (or other component of net assets/equity, as appropriate) of the annual
reporting period that includes the date of initial application of these amendments.

Paragraphs AG20A—-AG20B are added. A heading is added before paragraph AG20A. For ease of reading
these paragraphs have not been underlined.

Changes in the Basis for Determining the Contractual Cash Flows as a Result of Interest Rate Benchmark
Reform

AG20A An entity shall apply the requirements in paragraphs 72.2—72.5 of PBE IPSAS 41 [or paragraphs 5.4.6—
5.4.9 of PBE IFRS 9] to a financial asset or financial liability if, and only if, the basis for determining the
contractual cash flows of that financial asset or financial liability changes as a result of interest rate
benchmark reform. For this purpose, the term ‘interest rate benchmark reform’ refers to the market-wide
reform of an interest rate benchmark as described in paragraph 113B of PBE IPSAS 29.

AG20B For the purpose of applying paragraphs 72.2—72.5 of the amendments to PBE IPSAS 41, the references
to paragraph AG160 of PBE IPSAS 41 shall be read as referring to paragraph AG19 of PBE IPSAS 29.
References to paragraphs 71 and AG161 of PBE IPSAS 41 shall be read as referring to paragraph AG20
of PBE IPSAS 29. [For the purpose of applying paragraphs 5.4.6-5.4.9 of the amendments to PBE IFRS 9,
the references to paragraph B5.4.5 of PBE IFRS 9 shall be read as referring to paragraph AG19 of
PBE IPSAS 29. References to paragraphs 5.4.3 and B5.4.6 of PBE IFRS 9 shall be read as referring to
paragraph AG20 of PBE IPSAS 29.]

In the Basis for Conclusions, paragraphs BC5 and BC6 are added.

Interest Rate Benchmark Reform—Phase 2

BC5. In August 2020 the IASB issued Interest Rate Benchmark Reform—Phase 2 which amended IFRS 9,
IAS 39, IFRS 7 Financial Instruments: Disclosures, IFRS 4 Insurance Contracts and IFRS 16 Leases. In
September 2020 the NZASB made equivalent amendments to NZ IFRS. These amendments addressed the
financial reporting issues that arise during the reform of an interest rate benchmark, including the
replacement of an interest rate benchmark with alternative, nearly risk-free interest rates that are based, to
a greater extent, on transaction data (alternative benchmark rates). The amendments provided relief to
continue hedge accounting when changes to financial instruments or hedging relationships occur as a result
of the reform.

BC6. The NZASB considered that PBEs affected by the replacement of interest rate benchmarks would also
benefit from these amendments and proposed equivalent amendments to PBE Standards. In addition, the
NZASB considered that entities still applying PBE IPSAS 29 in full could benefit from the practical
expedient added to PBE IFRS 9 and PBE IPSAS 41 for changes in the contractual cash flows of a financial
asset or financial liability when such changes are directly required by interest rate benchmark reform and
proposed an equivalent practical expedient in PBE IPSAS 29. In addition, the NZASB considered that
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entities still applying PBE IPSAS 29 in full could benefit from the practical expedient added to
PBE IFRS 9 and PBE IPSAS 41 for changes in the contractual cash flows of a financial asset or financial
liability when such changes are directly required by interest rate benchmark reform, and proposed an
equivalent practical expedient in PBE IPSAS 29. As a result of that practical expedient entities meeting
certain criteria will not have to derecognise or adjust the carrying amount of financial instruments for
changes required by the reform, but will instead update the effective interest rate to reflect the change to
the alternative benchmark rate. The NZASB issued NZASB ED 2020-5 PBE Interest Rate Benchmark
Reform—Phase 2 in September 2020.
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Amendments to PBE IPSAS 30 Financial Instruments: Disclosures

Paragraphs 28|-28J and 53.11-53.12 are added and a subheading is added before paragraph 28I. For ease
of reading these paragraphs have not been underlined.

The references to [PBE IFRS 9] are relevant only for those entities that have early adopted PBE IFRS 9.
References to PBE IFRS 9 will be omitted when these amendments are compiled into PBE IPSAS 41.

Other Disclosures

Additional Disclosures Related to Interest Rate Benchmark Reform

28l

28]

To enable users of financial statements to understand the effect of interest rate benchmark reform on an
entity’s financial instruments and risk management strategy, an entity shall disclose information about:

(@)

(b)

The nature and extent of risks to which the entity is exposed arising from financial instruments
subject to interest rate benchmark reform, and how the entity manages these risks; and

The entity’s progress in completing the transition to alternative benchmark rates, and how the entity
is managing the transition.

To meet the objectives in paragraph 281, an entity shall disclose:

(@)

(b)

(©

How the entity is managing the transition to alternative benchmark rates, its progress at the
reporting date and the risks to which it is exposed arising from financial instruments because of the
transition;

Disaggregated by significant interest rate benchmark subject to interest rate benchmark reform,
quantitative information about financial instruments that have yet to transition to an alternative
benchmark rate as at the end of the reporting period, showing separately:

0] Non-derivative financial assets;

(i)  Non-derivative financial liabilities; and

(iii)  Derivatives; and

If the risks identified in paragraph 28J(a) have resulted in changes to an entity’s risk management
strategy, a description of these changes.”

* For entities that have early adopted PBE IFRS 9 or PBE IPSAS 41, see also paragraph 26A

Effective Date and Transition

53.11

53.12

PBE Interest Rate Benchmark Reform—Phase 2, which amended PBE IPSAS 41, [PBE IFRS 9],
PBE IPSAS 29 and PBE IPSAS 30, issued in [Month] 2020, added paragraphs 281-28J and 53.12. An
entity shall apply these amendments when it applies the amendments to PBE IPSAS 41, [PBE IFRS 9]
or PBE IPSAS 29.

In the reporting period in which an entity first applies PBE Interest Rate Benchmark Reform—Phase 2,
an entity is not required to disclose the information that would otherwise be required by paragraph 33(f)
of PBE IPSAS 3.
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In the Basis for Conclusions, paragraphs BC4 and BC5 are added.

Interest Rate Benchmark Reform—Phase 2

BC4. In August 2020 the IASB issued Interest Rate Benchmark Reform—Phase 2 which amended IFRS 9,
IAS 39, IFRS 7 Financial Instruments: Disclosures, IFRS 4 Insurance Contracts and IFRS 16 Leases. In
September 2020 the NZASB made equivalent amendments to NZ IFRS. These amendments addressed the
financial reporting issues that arise during the reform of an interest rate benchmark, including the
replacement of an interest rate benchmark with alternative, nearly risk-free interest rates that are based, to
a greater extent, on transaction data (alternative benchmark rates). The amendments also introduced
additional disclosure requirements regarding an entity’s progress towards completing the implementation
of the reform.

BC5. The NZASB considered that PBEs affected by the replacement of interest rate benchmarks would also
benefit from these amendments and proposed equivalent amendments to PBE Standards, including
additional disclosure requirements. The NZASB issued NZASB ED 2020-5 PBE Interest Rate Benchmark
Reform—Phase 2 in September 2020.

Part D — Effective Date

This Standard shall be applied for annual financial statements covering periods beginning on or after
[1 January 2021]. Earlier application is permitted.

In some cases where the amendments relate to standards that are not yet effective, the amendments are effective
from [1 January 2021] or when an entity applies those standards, whichever comes first.
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