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NZ IFRS 7

New Zealand Equivalent to International FinanciapBrting Standard Financial
Instruments: Disclosure(NZ IFRS 7) is set out in paragraphs 1-45 and
Appendices A—E. NZ IFRS 7 is based on Internatifin@ancial Reporting Standard 7
Financial Instruments: DisclosuredFRS 7) (2005) published by the International
Accounting Standards Board (IASB). All the pargdra have equal authority.
Paragraphs in bold type state the main principlesms defined in Appendix A are in
italics the first time they appear in the Standabefinitions of other terms are given in
the Glossary. NZ IFRS 7 should be read in theeodrdf its objective and the IASB’s
Basis for Conclusions on IFRS 7, the New Zeal&ndface and the New Zealand
Equivalent to the IASB-ramework for the Preparation and Presentation afdncial
Statement¢NZ Frameworl. NZ IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errorprovides a basis for selecting and applying actingrpolicies in
the absence of explicit guidance.

Any additional material is shown with grey shadinfjhe paragraphs are denoted with
“NZ" and identify the types of entities to whichetiparagraphs apply.

This Standard uses the terminology adopted in taténal Financial Reporting
Standards (IFRSs) to describe the financial statésn@nd other elements. NZ IAS 1
Presentation of Financial Statemer{tss revised in 2007) paragraph 5 explains that
entities other than profit-oriented entities segkin apply the Standard may need to
amend the descriptions used for particular line&eén the financial statements and for
the financial statements themselves. For exampl&ijt/loss may be referred to as
surplus/deficit and capital or share capital maydjerred to as equity.
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HISTORY OF AMENDMENTS

Table of Pronouncements — NZ IFRS Financial | nstruments: Disclosures

This table lists the pronouncements establishingsastantially amending

NZ IFRS 7. The table is based on amendments ap@ras at 31 December 2009 other
than consequential amendments resulting from eaidyption of NZ IFRS %inancial
Instruments

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

periods... on
or after ...)

NZ IFRS 7Financial Nov 2005 Early application| 1 Jan 2007

Instruments: Disclosures (Approval 72) |encouraged

Amendments to NZ IFRS 7 | Sep 2006 1 Jan 2007 1 Jan 2007

Financial Instruments: (Approval 82) |Early application

Disclosures — Differential encouraged

Reporting Concessions and
Financial Institution
Disclosures

Amendments to NZ IFRS 4 | Sept 2007 Early application| 1 Jan 2009
Insurance Contracts—The (Approval 91) |permitted
Scope of Insurance Activities
and Differential Reporting
Concessions

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-eb 2008 Early application| 1 Jan 2009

NZ IAS 1—Puttable Financial | (Approval 97) |permitted
Instruments and Obligations
Arising on Liquidation

NZ IFRS 3Business Feb 2008 Early application| 1 Jan 2009
Combinationgrevised 2008) |(Approval 98) |permitted

Improvements to NZ IFRSs | June 2008 Early application| 1 Jan 2009
(Approval 102) | permitted
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Pronouncements Date approvedEarly operative |Effective date
(ASRB date (annual
approval) reporting

periods... on
or after ...)

Reclassification of Financial |oct 2008 Restricted Prospective

AssetyAmendments to (Approval 109) | retrospective | application

NZ IAS 39Financial application from 1 Nov

Instruments: Recognition and permitted back t¢2008 (not

Measuremenand NZ IFRS 7 | Dec 2008 1 July 2008 annual period

Financial Instruments:
Disclosure}

(Approval 111)

commencing)

Improving Disclosures about

March 2009 | Early application

1 Jan 2009

Financial Instruments (Approval 115)|permitted

(Amendments to NZ IFRS 7

Financial Instruments:

Disclosure}

Table of Amended Paragraphs in NZ IFRS 7

Paragraph affected | How affected By ... [date]

Paragraph 3 Amended Amendments to NZ IAS 32 and
NZ IAS 1
[Feb 2008]

Paragraph 3(a) Amended Improvements to NZ IFRSs
[June 2008]

Paragraph 3(c) Deleted NZ IFRS 3
[Feb 2008]

Paragraph NZ 5.1 Inserted Amendments to NZ IFRS 7
[Sep 2006]

Paragraph NZ 5.1 Amended Amendments to NZ IFRS 4
[Sept 2007]

Paragraph NZ 5.2 Inserted Amendments to NZ IFRS 7
[Sep 2006]

Paragraph NZ 5.3 Inserted Amendments to NZ IFRS 4
[Sep 2007]

Paragraph 12 Amended Reclassification of Financial Asset:
[Oct 2008]
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Table of Amended Paragraphs in NZ IFRS 7

Paragraph affected

How affected

By ... [date]

Paragraph 12A

Inserted

Reclassification of Financial Asset:
[Oct 2008]

Paragraphs 14-16

Amended (Diff Rep

Amendment$adFRS 7

[Sep 2006]

Paragraph 20 and |Amended NZ IAS 1

preceding heading [Nov 2007]

Paragraph 21 Amended NZ IAS 1
[Nov 2007]

Paragraphs 23-42 Amended (Diff Rep AmendmentsadRRS 7
[Sep 2006]

Paragraph 23(c) Amended NZ IAS 1
[Nov 2007]

Paragraph 23(d) Amended NZ IAS 1
[Nov 2007]

Paragraph 27 Amended NZIAS 1
[Nov 2007]

Paragraph 27 Amended Improving Disclosures
[Mar 2009]

Paragraph 27A Inserted Improving Disclosures
[Mar 2009]

Paragraph 27B Inserted Improving Disclosures
[Mar 2009]

Paragraph 39 Amended Improving Disclosures
[Mar 2009]

Paragraph 44A Inserted NZ IAS 1
[Nov 2007]

Paragraph 44B Inserted NZ IFRS 3
[Feb 2008]

Paragraph 44C Inserted Amendments to NZ IAS 32 and
NZ IAS 1
[Feb 2008]

Paragraph 44D Inserted Improvements to NZ IFRSs

[June 2008]
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Table of Amended Paragraphs in NZ IFRS 7

Paragraph affected | How affected

By ... [date]

Paragraph 44E Inserted Reclassification of Financial Asset:
[Oct 2008]

Paragraph 44E Amended Reclassification of Financial Asset:
[Dec 2008]

Paragraph 44F Inserted Reclassification of Financial Asset:
[Dec 2008]

Paragraph 44G Inserted Improving Disclosures

[Mar 2009]

Paragraph NZ 44.1 Inserted

Amendments to NZ IFRS 7
[Sep 2006]

Paragraph NZ 44.2 Inserted

Amendments to NZ IFRS 7
[Sep 2006]

Paragraph NZ 45.1 Amended

Amendments to NZ IFRS 7
[Sep 2006]

Appendix A Amended Improving Disclosures
liquidity risk [Mar 2009]

Appendix B Amended NZ IAS 1

paragraph B5 [Nov 2007]

Appendix B Amended Improving Disclosures
heading preceding [Mar 2009]

paragraph B10A

Appendix B Inserted Improving Disclosures
paragraph B10A [Mar 2009]

Appendix B Amended Improving Disclosures
paragraph B11 [Mar 2009]

Appendix B Inserted Improving Disclosures
paragraphs B11A— [Mar 2009]

B11F

Appendix B Deleted Improving Disclosures

paragraphs B12-B16

[Mar 2009]

Introduction to Amended Amendments to NZ IFRS 7
Appendix C [Sep 2006]
Appendix E Inserted Amendments to NZ IFRS 7

[Sep 2006]

© Copyright



NZ IFRS 7

Table of Amended Paragraphs in NZ IFRS 7

Paragraph affected

How affected

By ... [date]

paragraph E21

Appendix E Amended Improving Disclosures
paragraph E19 [Mar 2009]
Appendix E Amended Improving Disclosures
paragraph E20 [Mar 2009]
Appendix E Amended Improving Disclosures

[Mar 2009]
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Introduction to NZ IFRS 7

In recent years, the techniques used by entitiesnfEasuring and managing exposure
to risks arising from financial instruments haveoleed and new risk management
concepts and approaches have gained acceptanegdition, many public and private
sector initiatives have proposed improvements & disclosure framework for risks
arising from financial instruments.

The International Accounting Standards Board bekewthat users of financial
statements need information about an entity’s exot risks and how those risks are
managed. Such information can influence a usassssment of the financial position
and financial performance of an entity or of theoant, timing and uncertainty of its
future cash flows. Greater transparency regardige risks allows users to make
more informed judgements about risk and return.

Consequently, the IASB concluded that there wagedrto revise and enhance the
disclosures in IAS 3Misclosures in the Financial Statements of Bankd &milar
Financial Institutionsand IAS 32Financial Instruments: Disclosure and Presentation
As part of this revision, the IASB removed duplicatdisclosures and simplified the
disclosures about concentrations of risk, credik,rliquidity risk and market risk in
IAS 32.

NZ IFRS 7 is based on IFRS 7.
Main features of the Standard

NZ IFRS 7 applies to all risks arising from all dimcial instruments, except those
instruments listed in paragraph 3. The Standapliepto all entities, including entities
that have few financial instruments (eg a manufactuwhose only financial
instruments are accounts receivable and accountbfgg and those that have many
financial instruments (eg a financial institutiomsh of whose assets and liabilities are
financial instruments). However, the extent ofcltisure required depends on the
extent of the entity’s use of financial instrumeatsl of its exposure to risk.

The Standard requires disclosure of:

(@) the significance of financial instruments for entity’s financial position and
performance. These disclosures incorporate manythef requirements
previously in NZ IAS 3ZFinancial Instruments: Disclosure and Presentation

(b) qualitative and quantitative information abaxposure to risks arising from
financial instruments, including specified minimudisclosures about credit
risk, liquidity risk and market risk. The qualits¢ disclosures describe
management’s objectives, policies and processesmd@maging those risks. The
guantitative disclosures provide information abihgt extent to which the entity
is exposed to risk, based on information providgdrnally to the entity’s key
management personnel. Together, these disclopugile an overview of the
entity’s use of financial instruments and the expes to risks they create.

The Standard includes in Appendix B mandatory appibn guidance that explains
how to apply the requirements in the Standard. SFR is accompanied by
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non-mandatory Implementation Guidance that dessrfmv an entity might provide
the disclosures required by the Standard. This-mandatory Implementation
Guidance is available through the IASB.

NZ IFRS 7 supersedes NZ IAS Rlisclosures in the Financial Statements of Banks
and Similar Financial Institutionand the disclosure requirements of NZ IAS 32. The
presentation requirements of NZ IAS 32 remain unged.

The Standard is effective for annual accountingioggisr beginning on or after
1 January 2007. Earlier application is encouraged.

In adopting IFRS 7 for application as NZ IFRS 7rgugiaphs NZ 5.1 and NZ 5.2 have
been included. Paragraphs NZ 5.1 and NZ 5.2 Hybhlthe differential reporting
concessions available to qualifying entities. Apli E specifies additional disclosure
requirements for financial institutions.

Entities that comply with NZ IFRS 7 without takiregvantage of any differential
reporting concessions in that Standard will simmétausly be in compliance with
IFRS 7.

Differential Reporting

Qualifying entities are given several concessi@anthe requirements of this Standard
(as identified in the Standard).

© Copyright 12
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New Zealand Equivalent to International
Financial Reporting Standard 7

Financial Instruments: Disclosures
(NZ IFRS 7)

Objective

1 The objective of this Standard is to requiretagito provide disclosures in
their financial statements that enable users ttuate

(@) the significance of financial instruments fdretentity’s financial
position and performance; and
(b)  the nature and extent of risks arising fromaficial instruments to
which the entity is exposed during the period ahdha end of the
reporting period, and how the entity manages thisgs.
2 The principles in this Standard complement thiecgrles for recognising,

measuring and presenting financial assets and diabriabilities in
NZ IAS 32 Financial Instruments: Presentatioand NZ IAS 39Financial
Instruments: Recognition and Measurement

Scope

3 This Standard shall be applied by all entitiesalb types of financial
instruments, except:

(@)

(b)
()

those interests in subsidiaries, associatepint ventures that are
accounted for in accordance with NZ IAS Zionsolidated and
Separate Financial Statement$Z IAS 28Investments in Associates
or NZ IAS 3linterests in Joint VenturesHowever, in some cases,
NZ IAS 27, NZ IAS 28 or NZ IAS 31 permits an entity account for
an interest in a subsidiary, associate or jointienusing NZ IAS 39;
in those cases, entities shall apply the requirésnehthis Standard.
Entities shall also apply this Standard to all datives linked to
interests in subsidiaries, associates or joint west unless the
derivative meets the definition of an equity instent in NZ IAS 32.

employers’ rights and obligations arising fremployee benefit plans,
to which NZ IAS 19Employee Benefitspplies.

[deleted by IASB]
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(d) insurance contracts as defined in NZ IFR$ngurance Contracts
However, this Standard applies to derivatives trat embedded in
insurance contracts if NZ IAS 39 requires the gntit account for
them separately. Moreover, an issuer shall aplply Standard to
financial guarantee contracts if the issuer apph& IAS 39 in
recognising and measuring the contracts, but sipglly NZ IFRS 4 if
the issuer elects, in accordance with paragraphcf(8lZ IFRS 4, to
apply NZ IFRS 4 in recognising and measuring them.

(e) financial instruments, contracts and obligatiainder share-based
payment transactions to which NZ IFRS Share-based Payment
applies, except that this Standard applies to aotgrwithin the scope
of paragraphs-3 of NZ IAS 39.

® instruments that are required to be classifisdequity instruments in
accordance with paragraphs 16A and 16B or paragrép@ and 16D
of NZ IAS 32.

4 This Standard applies to recognised and unresedrfinancial instruments.
Recognised financial instruments include financésets and financial
liabilities that are within the scope of NZ IAS 39Jnrecognised financial
instruments include some financial instruments,tldthough outside the
scope of NZ IAS 39, are within the scope of thiar8tard (such as some loan
commitments).

5 This Standard applies to contracts to buy oraelbn-financial item that are
within the scope of NZ IAS 39 (see paragraphs 5NMDIAS 39).

Qualifying Entities

NZ 5.1 Entities, other than financial institutioms defined in Appendix E to this
Standard or entities complying with NZ IFRSnkurance Contractswhich
qualify for differential reporting concessions inccardance with the
Framework for Differential Reporting for Entitiepplying the New Zealand
Equivalents to International Financial Reporting aBtlards Reporting
Regime(2005) are not required to comply with the disakesrequirements in
this Standard denoted with an asterisk (*).

Nz 5.2 Qualifying entities which are also financiaistitutions, as defined in
Appendix E to this Standard, are not required tmmly with the disclosurg
requirements in this Standard denoted with an iaktér), except to the
extent that Appendix E refers to these disclosequirements. Qualifying
entities which are also financial institutions $hadmply in full with any
requirements of this Standard which are referred #ppendix E.

© Copyright 14
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NZ 5.3 Qualifying entities which are also complyimgth NZ IFRS 4 Insurance

Contractsare not required to comply with the disclosure regaents in this
Standard denoted with an asterisk (*), except ® dktent that NZ IFRS +
refers to these disclosure requirements for ins@acontracts under th
scope of NZIFRS 7. Qualifying entities that arnsoacomplying with
NZ IFRS 4 shall comply in full with any requiremsrdf this Standard whic
are referred to in NZ IFRS 4.

D +

=]

Classes of financial instruments and level of discl osure

6

When this Standard requires disclosures by ada$mancial instrument, an
entity shall group financial instruments into clesshat are appropriate to the
nature of the information disclosed and that take into actotime
characteristics of those financial instruments. Antity shall provide
sufficient information to permit reconciliation tbe line items presented in
the statement of financial position.

Significance of financial instruments for financial
position and performance

7

An entity shall disclose information that enablesusers of its financial
statements to evaluate the significance of finandianstruments for its
financial position and performance.

Statement of financial position

Categories of financial assets and financial liabil ities

The carrying amounts of each of the followingegaties, as defined in
NZ IAS 39, shall be disclosed either in the statet@d financial position or
in the notes:

(a) financial assets at fair value through profitass, showing separately
(i) those designated as such upon initial recogmitnd (ii) those
classified as held for trading in accordance withINS 39;

(b)  held-to-maturity investments;
(c) loans and receivables;
(d) available-for-sale financial assets;

(e) financial liabilities at fair value through pitoor loss, showing
separately (i) those designated as such upon limé@ognition and
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(f)

(ii) those classified as held for trading in ac@rde with NZ IAS 39;
and

financial liabilities measured at amortised tcos

Financial assets or financial liabilities at fairv  alue through
profit or loss

9 If the entity has designated a loan or receivgle group of loans or
receivables) as at fair value through profit os|dsshall disclose:

(@)

(b)
()

(d)

the maximum exposure toedit risk (see paragraph 36(a)) of the loan
or receivable (or group of loans or receivables)}hat end of the
reporting period.

the amount by which any related credit derixegi or similar
instruments mitigate that maximum exposure to ¢mesh.

the amount of change, during the period andutatively, in the fair
value of the loan or receivable (or group of loanseceivables) that
is attributable to changes in the credit risk oé tfinancial asset
determined either:

0] as the amount of change in its fair value tkatot attributable
to changes in market conditions that give rismtoket risk or

(i)  using an alternative method the entity beliewaore faithfully
represents the amount of change in its fair valat tis
attributable to changes in the credit risk of theed.

Changes in market conditions that give rise to marisk include
changes in an observed (benchmark) interest ratamodity price,
foreign exchange rate or index of prices or rates.

the amount of the change in the fair value oy aelated credit
derivatives or similar instruments that has ocalidlaring the period
and cumulatively since the loan or receivable wesighated.

10 If the entity has designated a financial lidbpiks at fair value through profit
or loss in accordance with paragraph 9 of NZ 1ASiB8hall disclose:

(@)

© Copyright

the amount of change, during the period andutatimely, in the fair
value of the financial liability that is attributigbto changes in the
credit risk of that liability determined either:

0] as the amount of change in its fair value tkatot attributable
to changes in market conditions that give rise erkat risk
(see Appendix B, paragraph B4); or

(i)  using an alternative method the entity bel&waore faithfully
represents the amount of change in its fair valuat tis
attributable to changes in the credit risk of tlaility.
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Changes in market conditions that give rise to miarisk include

changes in a benchmark interest rate, the pricanother entity’'s

financial instrument, a commodity price, a foreguthange rate or an
index of prices or rates. For contracts that idelta unit-linking

feature, changes in market conditions include changn the

performance of the related internal or externaéstinent fund.

(b)  the difference between the financial liabilgyarrying amount and the
amount the entity would be contractually requiregay at maturity to
the holder of the obligation.

The entity shall disclose:

(@) the methods used to comply with the requiremé@nparagraphs 9(c)
and 10(a).

(b) if the entity believes that the disclosureastgiven to comply with the
requirements in paragraph 9(c) or 10(a) does rttftdly represent
the change in the fair value of the financial assefinancial liability
attributable to changes in its credit risk, thesmes for reaching this
conclusion and the factors it believes are relevant

Reclassification

If the entity has reclassified a financial asgét accordance with
paragraphs 51-54 of NZ IAS 39) as one measured:

(a) atcost or amortised cost, rather than atvline; or
(b) at fair value, rather than at cost or amorticest,

it shall disclose the amount reclassified into antlof each category and the
reason for that reclassification.

If the entity has reclassified a financial asaé of the fair value through profit or
loss category in accordance with paragraph 50B or GONZ IAS 39 or out of
the available-for-sale category in accordance wittagraph 50E of NZ IAS 39,
it shall disclose:

(@) the amount reclassified into and out of ea¢bgmay;

(b) for each reporting period until derecognitidhe carrying amounts and
fair values of all financial assets that have bestassified in the current
and previous reporting periods;

(c) if a financial asset was reclassified in accoogawith paragraph 50B, the
rare situation, and the facts and circumstancesatidg that the situation
was rare;

(d) for the reporting period when the financial &ssas reclassified, the fair
value gain or loss on the financial asset recogniseprofit or loss or
other comprehensive income in that reporting pegod in the previous
reporting period;
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13

*14

*15

(e) for each reporting period following the recléisation (including the
reporting period in which the financial asset waslassified) until
derecognition of the financial asset, the fair eafjain or loss that would
have been recognised in profit or loss or othergr@mensive income if
the financial asset had not been reclassified, thedgain, loss, income
and expense recognised in profit or loss; and

)] the effective interest rate and estimated an®wifi cash flows the entity
expects to recover, as at the date of reclassditaff the financial asset.

Derecognition

An entity may have transferred financial asgetsuch a way that part or all
of the financial assets do not qualify for deredtign (see paragraphs 15-37
of NZ IAS 39). The entity shall disclose for eaclass of such financial

assets:

(8) the nature of the assets;

(b)  the nature of the risks and rewards of owngrsbiwhich the entity
remains exposed;

(c)  when the entity continues to recognise alltef assets, the carrying
amounts of the assets and of the associated fiesjland

(d)  when the entity continues to recognise thetassethe extent of its
continuing involvement, the total carrying amourit tbe original
assets, the amount of the assets that the entitynoes to recognise,
and the carrying amount of the associated liagditi

Collateral

An entity shall disclose:

(@) the carrying amount of financial assets it pizglged as collateral for
liabilities or contingent liabilities, including aoants that have been
reclassified in accordance with paragraph 37(&01AS 39; and

(b)  the terms and conditions relating to its pledge

When an entity holds collateral (of financial mon-financial assets) and is
permitted to sell or repledge the collateral in #iesence of default by the
owner of the collateral, it shall disclose:

(8) the fair value of the collateral held;

(b)  the fair value of any such collateral sold epledged, and whether the
entity has an obligation to return it; and

(c) the terms and conditions associated with iesafg¢he collateral.

© Copyright 18
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Allowance account for credit losses

When financial assets are impaired by credisés and the entity records the
impairment in a separate account (eg an allowacceuat used to record
individual impairments or a similar account usedréxord a collective
impairment of assets) rather than directly redu¢ihmgcarrying amount of the
asset, it shall disclose a reconciliation of chanigethat account during the
period for each class of financial assets.

Compound financial instruments with multiple embedd ed
derivatives

If an entity has issued an instrument that dostdoth a liability and an

equity component (see paragraph 28 of NZ IAS 32) the instrument has

multiple embedded derivatives whose values aredafendent (such as a
callable convertible debt instrument), it shallalise the existence of those
features.

Defaults and breaches

Forloans payablerecognised at the end of the reporting periodgatity
shall disclose:

(@) details of any defaults during the period ahgipal, interest, sinking
fund, or redemption terms of those loans payable;

(b)  the carrying amount of the loans payable iradkifat the end of the
reporting period; and

(c)  whether the default was remedied, or the tesfmthe loans payable
were renegotiated, before the financial statememt® authorised for
issue.

If, during the period, there were breaches ahlagreement terms other than
those described in paragraph 18, an entity shedlale the same information
as required by paragraph 18 if those breaches tieththe lender to demand
accelerated repayment (unless the breaches wewdieah or the terms of
the loan were renegotiated, on or before the erndeofeporting period).
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Statement of comprehensive income

Items of income, expense, gains or losses

20 An entity shall disclose the following items iocome, expense, gains or
losses either in the statement of comprehensivamieoor in the notes:
(@) netgains or net losses on:

0] financial assets or financial liabilities atirffavalue through
profit or loss, showing separately those on finaheissets or
financial liabilities designated as such upon @hitecognition,
and those on financial assets or financial liabgitthat are
classified as held for trading in accordance withlNS 39;

(i)  available-for-sale financial assets, showingparately the
amount of gain or loss recognised in other comprsiie
income during the period and the amount reclaskifrem
equity to profit or loss for the period;

(i) held-to-maturity investments;

(iv) loans and receivables; and

(v)  financial liabilities measured at amortisedtcos

(b) total interest income and total interest expefealculated using the
effective interest method) for financial assetsfinancial liabilities
that are not at fair value through profit or loss;

(c) fee income and expense (other than amountadaed!in determining
the effective interest rate) arising from:

(@ financial assets or financial liabilities thate not at fair value
through profit or loss; and

(i)  trust and other fiduciary activities that rétsin the holding or
investing of assets on behalf of individuals, tsusetirement
benefit plans, and other institutions;

(d) interest income on impaired financial assetsrad in accordance
with paragraph AG93 of NZ IAS 39; and

(e) the amount of any impairment loss for eachsctddinancial asset.

Other disclosures

Accounting policies
21 In accordance with paragraph 117 of NZ IA®resentation of Financial

Statementqas revised in 2007), an entity discloses, in thenmary of
significant accounting policies, the measuremergisb@or bases) used in

© Copyright 20
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preparing the financial statements and the otheowatting policies used that
are relevant to an understanding of the finant¢&ksents.

Hedge accounting

An entity shall disclose the following separatébr each type of hedge
described in NZ IAS 39 (ie fair value hedges, cistv hedges, and hedges
of net investments in foreign operations):

(8) adescription of each type of hedge;

(b) a description of the financial instruments deated as hedging
instruments and their fair values at the end ofrép®rting period; and

(c)  the nature of the risks being hedged.

For cash flow hedges, an entity shall disclose:

(&) the periods when the cash flows are expectetd¢ar and when they
are expected to affect profit or loss;

(b)  a description of any forecast transaction fdwichh hedge accounting
had previously been used, but which is no longeeeted to occur;

(c) the amount that was recognised in other congorgkie income during
the period;

(d)  the amount that was reclassified from equitytofit or loss for the
period, showing the amount included in each lieeiiin the statement
of comprehensive income; and

(e) the amount that was removed from equity during period and
included in the initial cost or other carrying ambwf a non-financial
asset or non-financial liability whose acquisitionincurrence was a
hedged highly probable forecast transaction.

An entity shall disclose separately:
(a) in fair value hedges, gains or losses:
0] on the hedging instrument; and
(i)  onthe hedged item attributable to the heddskl

(b)  the ineffectiveness recognised in profit orslakat arises from cash
flow hedges; and

(c) the ineffectiveness recognised in profit orsltisat arises from hedges
of net investments in foreign operations.

Fair value

Except as set out in paragraph 29, for eackscl# financial assets and
financial liabilities (see paragraph 6), an ensiball disclose the fair value of
that class of assets and liabilities in a way freaimits it to be compared with
its carrying amount.
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In disclosing fair values, an entity shall gpofinancial assets and financial
liabilities into classes, but shall offset them yond the extent that their
carrying amounts are offset in the statement afrfaial position.

An entity shall disclose for each class of fin@l instruments the methods
and, when a valuation technique is used, the adsoumsp applied in
determining fair values of each class of finanasgets or financial liabilities.
For example, if applicable, an entity disclosesoinfation about the
assumptions relating to prepayment rates, ratestohated credit losses, and
interest rates or discount rates. If there haskeehange in valuation
technique, the entity shall disclose the changetla@deasons for making it.

To make the disclosures required by paragrapB an entity shall classify
fair value measurements using a fair value hiesarttat reflects the
significance of the inputs used in making the mezments. The fair value
hierarchy shall have the following levels:

(@) quoted prices (unadjusted) in active markets iftentical assets or
liabilities (Level 1);

(b) inputs other than quoted prices included withiavel 1 that are
observable for the asset or liability, either dikeq(ie as prices) or
indirectly (ie derived from prices) (Level 2); and

(c) inputs for the asset or liability that are iatsed on observable market
data (unobservable inputs) (Level 3).

The level in the fair value hierarchy within whichetfair value measurement is
categorised in its entirety shall be determinedttum basis of the lowest level
input that is significant to the fair value measneat in its entirety. For this
purpose, the significance of an input is assessgdinst the fair value
measurement in its entirety. If a fair value meamgnt uses observable inputs
that require significant adjustment based on unebfte inputs, that
measurement is a Level 3 measurement. Assessimgigthiécance of a particular
input to the fair value measurement in its entiretyuires judgement, considering
factors specific to the asset or liability.

For fair value measurements recognised inttitersent of financial position
an entity shall disclose for each class of finarcistruments:

(a) the level in the fair value hierarchy into whidhe fair value
measurements are categorised in their entiretyregating fair value
measurements in accordance with the levels defmedragraph 27A.

(b) any significant transfers between Level 1 andel@ of the fair value
hierarchy and the reasons for those transfers.stees into each level
shall be disclosed and discussed separately framsfgrs out of each
level. For this purpose, significance shall be paigvith respect to profit
or loss, and total assets or total liabilities.
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(c) for fair value measurements in Level 3 of tledr fvalue hierarchy, a
reconciliation from the beginning balances to thadieg balances,
disclosing separately changes during the periodibathble to the
following:

0] total gains or losses for the period recognigsegrofit or loss, and
a description of where they are presented in theersent of
comprehensive income or the separate income statelife
presented);

(i)  total gains or losses recognised in other caghpnsive income;

(i)  purchases, sales, issues and settlement$ (B@e of movement
disclosed separately); and

(iv)  transfers into or out of Level 3 (eg transfatgibutable to changes
in the observability of market data) and the reaséor those
transfers. For significant transfers, transfere ibével 3 shall be
disclosed and discussed separately from transtegrsfdevel 3.

(d) the amount of total gains or losses for thegoein (c)(i) above included
in profit or loss that are attributable to gainslasses relating to those
assets and liabilities held at the end of the rapgrperiod and a
description of where those gains or losses areepted in the statement of
comprehensive income or the separate income statdifipresented).

(e) for fair value measurements in Level 3, if afiag one or more of the
inputs to reasonably possible alternative assumgtisould change fair
value significantly, the entity shall state thattfand disclose the effect of
those changes. The entity shall disclose how thecefif a change to a
reasonably possible alternative assumption was leddcl For this
purpose, significance shall be judged with respeqbrofit or loss, and
total assets or total liabilities, or, when changesfair value are
recognised in other comprehensive income, totaityqu

An entity shall present the quantitative disclosueggiired by this paragraph in
tabular format unless another format is more apatp

If the market for a financial instrument is raattive, an entity establishes its
fair value using a valuation technique (see papwaAG74AG79 of
NZ IAS 39). Nevertheless, the best evidence of falue at initial
recognition is the transaction price (ie the faue of the consideration
given or received), unless conditions describedparagraph AG76 of
NZ IAS 39 are met. It follows that there could delifference between the
fair value at initial recognition and the amounatthvould be determined at
that date using the valuation technique. If suclifierence exists, an entity
shall disclose, by class of financial instrument:

(a) its accounting policy for recognising that difnce in profit or loss to
reflect achange in factors (including time) that market jpgrants
would consider in setting a price (see paragraph7@¥G of
NZ IAS 39); and
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(b) the aggregate difference yet to be recognigeproéfit or loss at the
beginning and end of the period and a reconciliatibchanges in the
balance of this difference.

Disclosures of fair value are not required:

(@  when the carrying amount is a reasonable appedion of fair value,
for example, for financial instruments such as stemm trade
receivables and payables;

(b)  for an investment in equity instruments that mwt have a quoted
market price in an active market, or derivativedkéid to such equity
instruments, that is measured at cost in accordaitteNZ 1AS 39
because its fair value cannot be measured reliably;

(c) for a contract containing a discretionary pdpttion feature (as
described in NZ IFRS 4) if the fair value of tha@afure cannot be
measured reliably.

In the cases described in paragraph 29(b) ahdaf entity shall disclose

information to help users of the financial stateteemake their own

judgements about the extent of possible differermetsveen the carrying

amount of those financial assets or financial liaés and their fair value,

including:

(8) the fact that fair value information has notialisclosed for these
instruments because their fair value cannot be unedseliably;

(b)  a description of the financial instruments,itt@rrying amount, and
an explanation of why fair value cannot be measueédbly;

(c) information about the market for the instrunsent

(d) information about whether and how the entitginds to dispose of the
financial instruments; and

(e) if financial instruments whose fair value pawsly could not be
reliably measured are derecognised, that fact; taerying amount at
the time of derecognition, and the amount of gailoss recognised.

Nature and extent of risks arising from financial
instruments

*31

*32

An entity shall disclose information that enabés users of its financial
statements to evaluate the nature and extent of Ks arising from
financial instruments to which the entity is exposé at the end of the
reporting period.

The disclosures required by paragraphs 33—48sf@n the risks that arise
from financial instruments and how they have beemaged. These risks
typically include, but are not limited to, credisk, liquidity risk and market
risk.
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Qualitative disclosures

For each type of risk arising from financialsiruments, an entity shall
disclose:

(@) the exposures to risk and how they arise;

(b) its objectives, policies and processes for mgampthe risk and the
methods used to measure the risk; and

(c) anychanges in (a) or (b) from the previousqaer

Quantitative disclosures

For each type of risk arising from financialsiruments, an entity shall
disclose:

(& summary quantitative data about its exposutedbrisk at the end of
the reporting period. This disclosure shall besblasn the information
provided internally to key management personnethef entity (as
defined in NZ IAS 24Related Party Disclosurgsfor example the
entity’s board of directors or chief executive o#f.

(b) the disclosures required by paragraphs 36-d2thé extent not
provided in (a), unless the risk is not materige(paragraphs 29-31
of NZ IAS 1 for a discussion of materiality).

(c)  concentrations of risk if not apparent fromday (b).

If the quantitative data disclosed as at thd eh the reporting period are
unrepresentative of an entity’'s exposure to riskngduthe period, an entity
shall provide further information that is represeivie.

Credit risk

An entity shall disclose by class of finandiadtrument:

(&) the amount that best represents its maximuro®xp to credit risk at
the end of the reporting period without taking agdoof any collateral
held or other credit enhancements (eg netting aggats that do not
qualify for offset in accordance with NZ IAS 32);

(b) in respect of the amount disclosed in (a), scdption of collateral
held as security and other credit enhancements;

(c) information about the credit quality of finaatassets that are neither
past duenor impaired; and

(d) the carrying amount of financial assets thatiatherwise be past
due or impaired whose terms have been renegotiated.

25 © Copyright



NZ IFRS 7

*37

*38

*39

*40

Financial assets that are either past due or impaired

An entity shall disclose by class of finandakset:

(@ an analysis of the age of financial assetsahapast due as at the end
of the reporting period but not impaired;

(b) an analysis of financial assets that are inlliglly determined to be
impaired as at the end of the reporting perioduitiag the factors the
entity considered in determining that they are iimgzh and

(c)  for the amounts disclosed in (a) and (b), acdeson of collateral
held by the entity as security and other creditamekments and,
unless impracticable, an estimate of their faiueal

Collateral and other credit enhancements obtained

When an entity obtains financial or non-finaaicassets during the period by
taking possession of collateral it holds as seguitcalling on other credit
enhancements (eg guarantees), and such assetshmeetognition criteria
in other Standards, an entity shall disclose:

(&  the nature and carrying amount of the assetsradal; and

(b)  when the assets are not readily convertible @ash, its policies for
disposing of such assets or for using them inperations.

Liquidity risk

An entity shall disclose:

(& a maturity analysis for non-derivative finahdiabilities (including
issued financial guarantee contracts) that showe rmaining
contractual maturities.

(b) a maturity analysis for derivative financiahMilities. The maturity
analysis shall include the remaining contractuatunitéees for those
derivative financial liabilities for which contrael maturities are
essential for an understanding of the timing of tlash flows (see
paragraph B11B).

(c) a description of how it manages the liquiditgkrinherent in (a) and

(b).
Market risk

Sensitivity analysis
Unless an entity complies with paragraph 4%hdll disclose:

(a) a sensitivity analysis for each type of marigk to which the entity is
exposed at the end of the reporting period, sholwmg profit or loss
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and equity would have been affected by changeblenrglevant risk
variable that were reasonably possible at that date

(b) the methods and assumptions used in prepafigg sensitivity
analysis; and

(c) changes from the previous period in the methadd assumptions
used, and the reasons for such changes.

If an entity prepares a sensitivity analysis;ts as value-at-risk, that reflects
interdependencies between risk variables (eg ister@tes and exchange
rates) and uses it to manage financial risks, i oge that sensitivity analysis
in place of the analysis specified in paragraph 4The entity shall also

disclose:

(& an explanation of the method used in prepasngh a sensitivity
analysis, and of the main parameters and assumsptioderlying the
data provided; and

(b) an explanation of the objective of the methegdduand of limitations
that may result in the information not fully reftaxgy the fair value of
the assets and liabilities involved.

Other market risk disclosures

When the sensitivity analyses disclosed in edaoce with paragraph 40 or
41 are unrepresentative of a risk inherent in arfamal instrument (for

example because the year-end exposure does naxttréfe exposure during
the year), the entity shall disclose that fact déimel reason it believes the
sensitivity analyses are unrepresentative.

Effective date and transition

43

44

44A

This Standard becomes operative for an entiigancial statements that
cover annual periods beginning on or after 1 JgnR@07. Early adoption of
this Standard is permitted only when an entity cliesp or has complied,
with NZ IFRS 1 First-Time Adoption of New Zealand Equivalents to
International Financial Reporting Standardisr an annual accounting period
beginning on or after 1 January 2005.

If an entity applies this Standard for annualiqus beginning before
1 January 2006, it need not present comparativerrnmdtion for the
disclosures required by paragraphs42labout the nature and extent of risks
arising from financial instruments.

NZ IAS 1 (as revised in 2007) amended the teotoigy used throughout
New Zealand equivalents to IFRSs. In additiorantended paragraphs 20,
21, 23(c) and (d), 27(c) and B5 of Appendix B. émtity shall apply those
amendments for annual periods beginning on or aftkanuary 2009. If an
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44B

44C

44D

44E

44F

44G

entity applies NZ IAS 1 (revised 2007) for an earlperiod, the amendments
shall be applied for that earlier period.

NZ IFRS 3 (as revised in 2008) deleted pardg{p). An entity shall apply

that amendment for annual periods beginning onfter & July 2009. If an

entity applies NZ IFRS 3 (revised 2008) for anieagperiod, the amendment
shall also be applied for that earlier period.

An entity shall apply the amendment in paragr&pfor annual periods
beginning on or after 1 January 2009. If an erdjtpliesPuttable Financial
Instruments and Obligations Arising on Liquidatigevised Amendments to
NZ IAS 32 and NZ IAS 1), issued in February 20@8,dn earlier period, the
amendment in paragraph 3 shall be applied forehdter period.

Paragraph 3(a) was amended by Improvements ZdFRSs issued in
June 2008. An entity shall apply that amendment &wmnual periods
beginning on or after 1 January 2009. Earlier aaion is permitted. If an
entity applies the amendment for an earlier peiichall disclose that fact
and apply for that earlier period the amendmentsp&wagraph 1 of
NZ IAS 28, paragraph 1 of NZ IAS 31 and paragrapsf MZ IAS 32 issued
in June 2008. An entity is permitted to apply theeadment prospectively.

Reclassification of Financial AssetéAmendments to NZIAS 39 and
NZ IFRS 7), issued in October 2008, amended paphgt2 and added
paragraph 12A. An entity shall apply those amemimen or after 1 July
2008.

Reclassification of Financial Assets—Effective Dasé@d Transition
(Amendments to NZIAS 39 and NZ IFRS 7), issuedDeacember 2008,
amended paragraph 12 and added paragraph 44E.ntity ghall apply that
amendment on or after 1 July 2008.

Improving Disclosures about Financial Instrumen{&mendments to
NZ IFRS 7), issued in March 2009, amended paragragh 39 and B11 and
added paragraphs 27A, 27B, B10A and B11A-B11F. Atityeshall apply
those amendments for annual periods beginning aafter 1 January 2009.
In the first year of application, an entity needt qwovide comparative
information for the disclosures required by the ndments. Earlier
application is permitted. If an entity applies tamendments for an earlier
period, it shall disclose that fact.
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Financial Institutions

NZ 44.1 (Amendments to NZ IFRS 7)Financial Instruments: Disclosures
Differential Reporting Concessions and Financiaktltution Disclosureg
established additional disclosure requirements Agpendix E of this
Standard) for financial institutions applying tHiéandard. The disclosure
requirements in Appendix E are effective for annaatounting periods
commencing on or after 1 January 2007. Financisiitutions electing tg
comply with this Standard for periods commencing @n after
1 January 2005 and before 1 January 2007 and vi&icithin the scope of
NZ IAS 30, shall either:

(@) apply Appendix E for those periods; or

(b)  continue to apply NZIAS 30 and comply withethdisclosure
requirements in NZ IAS 32 as if the amendmentshtusé disclosure
requirements in Appendix C of NZ IFRS 7 had notrbpemulgated.

Qualifying Entities

NZ 44.2 (Amendments to NZIFRS 7Financial Instruments: Disclosures
Differential Reporting Concessions and Financiaktltution Disclosureg
established differential reporting concessionsdfaalifying entities applying
this Standard. These differential reporting cosme®s are effective fof
annual accounting periods commencing on or aftdarfuary 2007. A

qualifying entity complying with this Standard fan annual accounting
period commencing on or after 1 January 2005 afor®d January 2007, is
permitted to apply these concessions.

Withdrawal of NZ IAS 30

45 This Standard supersedes NZ IASC8€closures in the Financial Statements

of Banks and Similar Financial Institutions.

Financial Institutions

NZ 45.1 Financial institutions that fall within the scope of NZ IAS 30 and that
elect to provide additional disclosures in accordate with paragraph
NZ 44.1(b) for periods commencing on or after 1 Jamary 2005 and
before 1 January 2007 shall not apply paragraph 45.
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Appendix A

Defined terms

This Appendix is an integral part of the Standard.

credit risk

currency risk

interest rate risk

liquidity risk

loans payable

market risk

other price risk

past due

© Copyright

The risk that one party to a financial instrumeiit gause |
financial loss for theother party by failing to discharge
obligation.

The risk that the fair value or future cash flosdinancia
instrument will fluctuate because of changes ineifm
exchange rates.

The risk that the fair value duture cash flows of a financ
instrument will fluctuate because of changes in kei
interest rates.

The risk that an entity will encounter difficulty imeetin
obligations associated with financial liabilitiethat ar
settled by delivering cash or another financiaktaiss

Loans payable are financial liabilities, other theortiern
trade payables on normal credit terms.

The risk that the fair value or future cash flovisdinangal
instrument will fluctuate because of changes in kel
prices. Market risk comprises three types of r@krency
risk, interest rate risk andother price risk.

The risk that the fair value or future cash flovigdinancia
instrument will fluctuate because of changes in kel
prices (other than those arising frdmerest rate risk or
currency risk), whether those changes are causdedbyr:
specific to thandividual financial instrument or its issuer
factors affecting all similar financial instrumertraded il
the market.

A financial asset is past due when a counterpaatyfhilec
to make a payment when contractually due.
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The following terms are defined in paragraph 11Naf IAS 32 or paragraph 9 of
NZ IAS 39 and are used in the Standard with thenmingaspecified in NZ IAS 32 and
NZ IAS 39.

. amortised cost of a financial asset or financaility
. available-for-sale financial assets

. derecognition

. derivative

. effective interest method

. equity instrument

. fair value

. financial asset

. financial asset or financial liability at fair vauhrough profit or loss
. financial asset or financial liability held for tfimg

. financial guarantee contract

. financial instrument

. financial liability

. forecast transaction

. hedging instrument

. held-to-maturity investments

. loans and receivables

. regular way purchase or sale
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Appendix B
Application guidance

This appendix is an integral part of the Standard.

Classes of financial instruments and level of discl osure
(paragraph 6)

Bl

B2

B3

Paragraph 6 requires an entity to group findnogruments into classes that
are appropriate to the nature of the informaticstidised and that take into
account the characteristics of those financialrimsents. The classes
described in paragraph 6 are determined by théyeamid are, thus, distinct
from the categories of financial instruments spedifin NZ IAS 39 (which
determine how financial instruments are measuredverere changes in fair
value are recognised).

In determining classes of financial instrumemt entity shall, at a minimum:

(a) distinguish instruments measured at amortisedt drom those
measured at fair value.

(b) treat as a separate class or classes thoseifihdnstruments outside
the scope of this Standard.

An entity decides, in the light of its circumstas, how much detail it
provides to satisfy the requirements of this Stashdaow much emphasis it
places on different aspects of the requirements low it aggregates
information to display the overall picture withoabmbining information
with different characteristics. It is necessarystdke a balance between
overburdening financial statements with excessemitithat may not assist
users of financial statements and obscuring impbit€ormation as a result
of too much aggregation. For example, an entigtlstot obscure important
information by including it among a large amount ins$ignificant detail.
Similarly, an entity shall not disclose informatitirat is so aggregated that it
obscures important differences between individteridactions or associated
risks.
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Significance of financial instruments for financial
position and performance

B4

B5

Financial liabilities at fair value through profit or
loss (paragraphs 10 and 11)

If an entity designates a financial liability asfair value through profit or
loss, paragraph 10(a) requires it to disclose theumt of change in the fair
value of the financial liability that is attributi@bto changes in the liability’s
credit risk. Paragraph 10(a)(i) permits an ertiitydetermine this amount as
the amount of change in thiability’s fair value that is not attributable to
changes in market conditions that give rise to miamisk. If the only

relevant changes in market conditions for a ligpilare changes in an
observed (benchmark) interest rate, this amounbeagstimated as follows:

(a) First, the entity computes the liability’s intal rate of return at the
start of the period using the observed market mfcie liability and
the liability’s contractual cash flows at the staftthe period. It
deducts from this rate of return the observed (bmagk) interest rate
at the start of the period, to arrive at an insentrspecific component
of the internal rate of return.

(b)  Next, the entity calculates the present valdeth® cash flows
associated with the liability using the liabilityt®ntractual cash flows
at the end of the period and a discount rate emule sum of (i) the
observed (benchmark) interest rate at the endeopéniod and (ii) the
instrument-specific component of the internal rate return as
determined in (a).

(c)  The difference between the observed markeemiche liability at the
end of the period and the amount determined ing(lthe change in
fair value that is not attributable to changes he tobserved
(benchmark) interest rate. This is the amounttdisclosed.

This example assumes that changes in fair valgngrifrom factors other
than changes in the instrument’s credit risk omgies in interest rates are not
significant.  If the instrument in the example @ns an embedded
derivative, the change in fair value of the embeldderivative is excluded in
determining the amount to be disclosed in accorgavith paragraph 10(a).

Other disclosure - accounting policies
(paragraph 21)

Paragraph 21 requires disclosure of the measmebasis (or bases) used in
preparing the financial statements and the otheowating policies used that
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are relevant to an understanding of the finandiatesnents. For financial
instruments, such disclosure may include:

(@)

(b)
()

(d)

(e)

(f)

© Copyright

for financial assets or financial liabilitieggignated as at fair value
through profit or loss:

0] the nature of the financial assets or finandiabilities the
entity has designated as at fair value throughitppotoss;

(i)  the criteria for so designating such finandalsets or financial
liabilities on initial recognition; and

(i)  how the entity has satisfied the conditiomsparagraph 9, 11A
or 12 of NZIAS 39 for such designation. For instents
designated in accordance with paragraph (b)(ihefdefinition
of a financial asset or financial liability at famlue through
profit or loss in NZ IAS 39, that disclosure incksla narrative
description of the circumstances underlying the suesment
or recognition inconsistency that would otherwissea For
instruments designated in accordance with paragflaygh) of
the definition of a financial asset or financiadHility at fair
value through profit or loss in NZ IAS 39, that dwsure
includes a narrative description of how designasibfair value
through profit or loss is consistent with the grgitdocumented
risk management or investment strategy.

the criteria for designating financial assetsw®ailable for sale.

whether regular way purchases and sales ofndinh assets are
accounted for at trade date or at settlement d&te paragraph 38 of
NZ IAS 39).

when an allowance account is used to reducedhging amount of
financial assets impaired by credit losses:

0] the criteria for determining when the carryirgmount of
impaired financial assets is reduced directly ifothe case of a
reversal of a write-down, increased directly) antlew the
allowance account is used; and

(i)  the criteria for writing off amounts charged the allowance
account against the carrying amount of impairecarfoial
assets (see paragraph 16).

how net gains or net losses on each categofiafcial instrument
are determined (see paragraph 20(a)), for examyhether the net
gains or net losses on items at fair value thrquugliit or loss include
interest or dividend income.

the criteria the entity uses to determine thate is objective evidence
that an impairment loss has occurred (see para@@()).
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(@) when the terms of financial assets that wotlttwise be past due or
impaired have been renegotiated, the accountingyp&r financial
assets that are the subject of renegotiated tev@esparagraph 36(d)).

Paragraph 122 of NZIAS 1 (as revised in 2007) aksguires entities to

disclose, in the summary of significant accoungadjcies or other notes, the
judgements, apart from those involving estimatiaihst management has
made in the process of applying the entity’s actiogrpolicies and that have
the most significant effect on the amounts recaghisn the financial

statements.

Nature and extent of risks arising from financial
instruments (paragraphs 31-42)

B6

B7

B8

The disclosures required by paragraphs 31-4R Bhaeither given in the
financial statements or incorporated by cross-ezfee from the financial
statements to some other statement, such as a emeagcommentary or
risk report, that is available to users of the fficial statements on the same
terms as the financial statements and at the same. t Without the
information incorporated by cross-reference, thmaricial statements are
incomplete.

Quantitative disclosures (paragraph 34)

Paragraph 34(a) requires disclosures of summaaytitative data about an
entity’s exposure to risks based on the informapaovided internally to key
management personnel of the entity. When an emsigg several methods to
manage a risk exposure, the entity shall disclegermation using the
method or methods that provide the most relevadtrafiable information.
NZ IAS 8 Accounting Policies, Changes in Accounting Estimated Errors
discusses relevance and reliability.

Paragraph 34(c) requires disclosures about otratns of risk.

Concentrations of risk arise from financial instemts that have similar
characteristics and are affected similarly by clesnog economic or other
conditions. The identification of concentrationfsrisk requires judgement
taking into account the circumstances of the entityDisclosure of

concentrations of risk shall include:

(@) adescription of how management determinesergrations;

(b) a description of the shared characteristic tldentifies each
concentration (eg counterparty, geographical arearrency or
market); and

(c) the amount of the risk exposure associated veth financial
instrumentsharing that characteristic.
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B9

B10

B10OA

Maximum credit risk exposure (paragraph 36(a))

Paragraph 36(a) requires disclosure of the amthai best represents the
entity’s maximum exposure to credit risk. For aaficial asset, this is
typically the gross carrying amount, net of:

(&8 any amounts offset in accordance with NZ IAS&#i
(b)  any impairment losses recognised in accordamteNZ IAS 39.

Activities that give rise to credit risk ancethssociated maximum exposure
to credit risk include, but are not limited to:

(&) granting loans and receivables to customersptaming deposits with
other entities. In these cases, the maximum expdsucredit risk is
the carrying amount of the related financial assets

(b)  entering into derivative contracts, eg foreigrchange contracts,
interest rate swaps and credit derivatives. Whenrésulting asset is
measured at fair value, the maximum exposure titcrisk at the end
of the reporting period will equal the carrying ama

(c) granting financial guarantees. In this cake,rmhaximum exposure to
credit risk is the maximum amount the entity cobée to pay if the
guarantee is called on, which may be significagigater than the
amount recognised as a liability.

(d) making a loan commitment that is irrevocableerothe life of the
facility or is revocable only in response to a mateadverse change.
If the issuer cannot settle the loan commitmentimeash or another
financial instrument, the maximum credit exposwéhie full amount
of the commitment. This is because it is uncengiether the amount
of any undrawn portion may be drawn upon in theireit This may
be significantly greater than the amount recognésed liability.

Quantitative liquidity risk disclosures
(paragraphs 34(a) and 39(a)and (b))

In accordance with paragraph 34(a) an entity disslasimmary quantitative data
about its exposure to liquidity risk on the basfstlee information provided
internally to key management personnel. An entitgllsexplain how those data
are determined. If the outflows of cash (or anotfieancial asset) included in
those data could either:

(@) occur significantly earlier than indicated e tdata, or

(b) be for significantly different amounts from #® indicated in the data
(eg for a derivative that is included in the dataeonet settlement basis
but for which the counterparty has the option tainexgross settlement),

the entity shall state that fact and provide quatitie information that enables
users of its financial statements to evaluate tkiten¢ of this risk unless that
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information is included in the contractual maturignalyses required by
paragraph 39(a) or (b).

In preparing the maturity analyses requiredphyagraph 39(a) and (b), an
entity uses its judgement to determine an apprtgpriamber of time bands.

For example, an entity might determine that thdofaihg time bands are

appropriate:

(a) not later than one month;

(b) later than one month and not later than threaths;

(c) later than three months and not later thanyeae; and

(d) later than one year and not later than fivagea

In complying with paragraph 39(a) and (b), amtitg shall not separate an
embedded derivative from a hybrid (combined) finahimstrument. For such an
instrument, an entity shall apply paragraph 39(a).

Paragraph 39(b) requires an entity to disclbg@antitative maturity analysis for
derivative financial liabilities that shows remaigioontractual maturities if the
contractual maturities are essential for an undedihg of the timing of the cash
flows. For example, this would be the case for:

(a) an interest rate swap with a remaining maturftyive years in a cash
flow hedge of a variable rate financial asset driligy.

(b) all loan commitments.

Paragraph 39(a) and (b) requires an entitglisgclose maturity analyses for
financial liabilities that show the remaining catttual maturities for some
financial liabilities. In this disclosure:

(a) when a counterparty has a choice of when an aniewaid, the liability
is allocated to the earliest period in which theitgrtan be required to
pay. For example, financial liabilities that anigntan be required to
repay on demand (eg demand deposits) are includddei earliest time
band.

(b) when an entity is committed to make amountslabks in instalments,
each instalment is allocated to the earliest peinoghich the entity can
be required to pay. For example, an undrawn loamdtment is included
in the time band containing the earliest dateritloa drawn down.

(c) for issued financial guarantee contracts theximam amount of the
guarantee is allocated to the earliest period ircvithe guarantee could
be called.

The contractual amounts disclosed in the ntgtianalyses as required by
paragraph 39(a) and (b) are the contractual undiged cash flows, for example:

(@) gross finance lease obligations (before dedgdihance charges);

(b) prices specified in forward agreements to pwehfinancial assets for
cash;

(c) net amounts for pay-floating/receive-fixed net&t rate swaps for which
net cash flows are exchanged;
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(d) contractual amounts to be exchanged in a deresdinancial instrument
(eg a currency swap) for which gross cash flows aceanged; and

(e) gross loan commitments.

Such undiscounted cash flows differ from the amaueitided in the statement of
financial position because the amount in that siete is based on discounted
cash flows. When the amount payable is not fixe&, @mount disclosed is
determined by reference to the conditions exisihghe end of the reporting
period. For example, when the amount payable vavi#s changes in an index,
the amount disclosed may be based on the levedieoindex at the end of the
period.

B11E Paragraph 39(c) requires an entity to desdride it manages the liquidity risk
inherent in the items disclosed in the quantitatiieclosures required in
paragraph 39(a) and (b). An entity shall discloseadurity analysis of financial
assets it holds for managing liquidity risk (egafirtial assets that are readily
saleable or expected to generate cash inflows ta caesé outflows on financial
liabilities), if that information is necessary tmable users of its financial
statements to evaluate the nature and extentufiliy risk.

B11F Other factors that an entity might consideprioviding the disclosure required in
paragraph 39(c) include, but are not limited to, theethe entity:

(@) has committed borrowing facilities (eg commdrgaper facilities) or
other lines of credit (eg stand-by credit facibli¢hat it can access to meet
liquidity needs;

(b) holds deposits at central banks to meet liquitéeds;

(c) has very diverse funding sources;

(d) has significant concentrations of liquiditykrign either its assets or its
funding sources;

(e) has internal control processes and contingepleys for managing
liquidity risk;

® has instruments that include accelerated regaynierms (eg on the
downgrade of the entity’s credit rating);

(9) has instruments that could require the postihgollateral (eg margin
calls for derivatives);

(h) has instruments that allow the entity to choegeether it settles its
financial liabilities by delivering cash (or anothiénancial asset) or by
delivering its own shares; or

0] has instruments that are subject to mastemgetigreements.
B12-B16 [Deleted by IASB]
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Market risk — sensitivity analysis
(paragraphs 40 and 41)

Paragraph 40(a) requires a sensitivity analfgsigach type of market risk to
which the entity is exposed. In accordance withageph B3, an entity
decides how it aggregates information to display akerall picture without
combining information with different characteristiabout exposures to risks
from significantly different economic environmentSor example:

(& an entity that trades financial instruments hhiglisclose this
information separately for financial instrumentddhéor trading and
those not held for trading.

(b)  an entity would not aggregate its exposure toket risks from areas
of hyperinflation with its exposure to the same kearisks from areas
of very low inflation.

If an entity has exposure to only one type of mankisk in only one
economic environment, it would not show disaggredamnformation.

Paragraph 40(a) requires the sensitivity amaltgsshow the effect on profit
or loss and equity of reasonably possible changéise relevant risk variable
(eg prevailing market interest rates, currency satequity prices or
commaodity prices). For this purpose:

(a) entities are not required to determine whatgtefit or loss for the
period would have been if relevant risk variablas bbeen different.
Instead, entities disclose the effect on profilass and equity at the
end of the reporting period assuming that a redsgmessible change
in the relevant risk variable had occurred at thd ef the reporting
period and had been applied to the risk exposurexistence at that
date. For example, if an entity has a floating tetbility at the end of
the year, the entity would disclose the effect awfip or loss
(ie interest expense) for the current year if ieserates had varied by
reasonably possible amounts.

(b) entities are not required to disclose the ¢ffat profit or loss and
equity for each change within a range of reasonpbhsible changes
of the relevant risk variable. Disclosure of tlifeets of the changes
at the limits of the reasonably possible range didod sufficient.

In determining what a reasonably possible changdhe relevant risk variable
is, an entity should consider:

(8) the economic environments in which it operated. reasonably
possible change should not include remote or ‘woaise’ scenarios or
‘stress tests’. Moreover, if the rate of changdhe underlying risk
variable is stable, the entity need not alter thesen reasonably
possible change in the risk variable. For exangdsume that interest
rates are 5 per cent and an entity determines ahfictuation in
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B20

B21

B22

B23

interest rates of +50 basis points is reasonablsipte. It would

disclose the effect on profit or loss and equitintérest rates were to
change to 4.5 per cent or 5.5 per cent. In thé period, interest rates
have increased to 5.5 per cent. The entity coaetinio believe that
interest rates may fluctuate by +50 basis poirgstifiat the rate of
change in interest rates is stable). The entityldvdisclose the effect
on profit or loss and equity if interest rates wavechange to 5 per
cent or 6 per cent. The entity would not be regflito revise its
assessment that interest rates might reasonalspdite by +50 basis
points, unless there is evidence that interestsrdtave become
significantly more volatile.

(b)  the time frame over which it is making the asseent. The sensitivity
analysis shall show the effects of changes thatcarnsidered to be
reasonably possible over the period until the emiill next present
these disclosures, which is usually its next anregbrting period.

Paragraph 41 permits an entity to use a seitgitanalysis that reflects
interdependencies between risk variables, such asvahie-at-risk
methodology, if it uses this analysis to managexsosure to financial risks.
This applies even if such a methodology measurstba potential for loss
and does not measure the potential for gain. Suckntity might comply
with paragraph 41(a) by disclosing the type of eadt-risk model used (eg
whether the model relies on Monte Carlo simulafjpas explanation about
how the model works and the main assumptions (echtiding period and
confidence level). Entities might also disclose thistorical observation
period and weightings applied to observations withhat period, an
explanation of how options are dealt with in thécakations, and which
volatilities and correlations (or, alternatively, okte Carlo probability
distribution simulations) are used.

An entity shall provide sensitivity analyses foe whole of its business, but
may provide different types of sensitivity analy$is different classes of
financial instruments.

Interest rate risk

Interest rate riskarises on interest-bearing financial instrumeetsognised
in the statement of financial position (eg loansl aaceivables and debt
instruments issued) and on some financial instrusneat recognised in the
statement of financial position (eg some loan cotmants).

Currency risk

Currency risk(or foreign exchange risk) arises on financiatrinments that
are denominated in a foreign currency, ie in a engy other than the
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functional currency in which they are measured.r @ purpose of this
Standard, currency risk does not arise from firgrostruments that are non-
monetary items or from financial instruments denmated in the functional
currency.

A sensitivity analysis is disclosed for eachirency to which an entity has
significant exposure.

Other price risk

Other price risk arises on financial instrunsehecause of changes in, for
example, commodity prices or equity prices. To phnwith paragraph 40,
an entity might disclose the effect of a decreasa specified stock market
index, commodity price, or other risk variable. rFexample, if an entity
gives residual value guarantees that are finarnostruments, the entity
discloses an increase or decrease in the valudeofassets to which the
guarantee applies.

Two examples of financial instruments that gilse to equity price risk are
(a) a holding of equities in another entity anddh)investment in a trust that
in turn holds investments in equity instruments.thgd examples include
forward contracts and options to buy or sell spedifjuantities of an equity
instrument and swaps that are indexed to equityepri The fair values of
such financial instruments are affected by chamgeke market price of the
underlying equity instruments.

In accordance with paragraph 40(a), the seitgitof profit or loss (that

arises, for example, from instruments classifieatafgir value through profit
or loss and impairments of available-for-sale fitiahassets) is disclosed
separately from the sensitivity of equity (thatsaed, for example, from
instruments classified as available for sale).

Financial instruments that an entity classifissequity instruments are not
remeasured. Neither profit or loss nor equity il affected by the equity
price risk of those instruments. Accordingly, nensitivity analysis is
required.
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Appendix C
Amendments to other Standards

The amendments in this appendix shall be appliedafmual accounting periods
beginning on or after 1 January 2007. If an entpplies NZ IFRS 7 for an earlier
period, these amendments shall be applied foreghdier period.

Kkkkk

The amendments contained in this appendix whenStaisdard was issued in 2005
have been incorporated into the relevant pronourergm

The following text outlines the application of thenendments contained in this
appendix by financial institutions that elect toopide additional disclosures in
accordance with NZ IFRS 7 paragraph NZ 44.1(b)deriods commencing on or after
1 January 2006 and before 1 January 2007.

Financial Institutions

Paragraph NZ 45.1 of NZ IFRS 7 states that findriogtitutions that fall within the
scope of NZ IAS 30 and that elect to provide addai disclosures in accordance wjth
paragraph NZ 44.1(b) for periods commencing onftard January 2005 and before
1 January 2007 shall not apply paragraph 45. titiad to applying NZ IFRS 7, such
entities shall continue to apply NZ IAS 30 and céympith the disclosure requirements
in NZ IAS 32.

In complying with NZ IFRS 7 such entities shall gpphe amendments in this
appendix. However, they shall also continue to mlgmwith the disclosure
requirements in NZ IAS 32 as if these amendmendsniod been promulgated.
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Appendix D

Amendments to NZ IFRS 7 if the Amendments to

NZ IAS 39 Financial Instruments: Recognition and
Measurement— The Fair Value Option have not been
applied

In June 2005 the FRSB issued Amendments to NZ ®AFiBancial instruments:
Recognition and Measurement — The Fair Value Optiom applied for annual
accounting periods beginning on or after 1 Janua®p7, and for annual accounting
periods beginning on or after 1 January 2006 whene entity complies with
New Zealand Equivalent to International Financiag¢g®rting Standard First-time

Adoption of New Zealand Equivalents to InternatioRemancial Reporting Standards.
Early adoption of the amendments to NZ IAS 39 imjieed for annual accounting
periods commencing on or after 1 January 2005 Imly where an entity complies with
New Zealand Equivalent to International Financiag¢pg®rting Standard First-time

Adoption of New Zealand Equivalents to InternatidR@aancial Reporting Standards

In the amended paragraphs, new text is underlinedideleted text is struck through.

D1 The heading above paragraph 9 and paragraphelanaended as follows,
and paragraph 9 is deleted.

Financial assets-orfinancial-liabilities at fair v alue
through profit or loss

11 The entity shall disclose:
€) the methods used to comply with the requiresent
paragraphs-9(c}and paragraph 10(a).
(b) if the entity believes that the disclosure &shgiven to

comply with the requirements in—paragraphs—9(c) or
paragraph 10(a) does not faithfully represent thange

in the fair value of the-finaneial-asset or finahdiability
attributable to changes in its credit risk, thesmes for
reaching this conclusion and the factors it beket® be

relevant.
Paragraph B5(a) is amended as follows:
€) the criteria for designating, on initial recdem, fer financial

assets or financial liabilities—desigrated as at ¥alue through
profit or loss:.
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APPENDIX E

NEW ZEALAND-SPECIFIC ADDITIONAL DISCLOSURE
REQUIREMENTS APPLICABLE TO FINANCIAL
INSTITUTIONS

This appendix is an integral part of the Standard.

OBJECTIVE

E1 The objective of this appendix is to requirénancial institutionapplying this
Standard to present disclosures in its financigtestents that provide a
transparent reporting of its risks consistent wiNlew Zealand's regulatory
framework for financial institutions.

SCOPE

E2 This appendix shall be applied by financial itnsbns as defined in this
appendix.

SIGNIFICANCE OF FINANCIAL INSTRUMENTS FOR
FINANCIAL POSITION AND PERFORMANCE

Statement of financial position

Categories of financial assets and financial liakties

E3 Paragraph 8 of this Standard requires entitiedisclose financial assets and
financial liabilities by the measurement categoriasNZ IAS 39 Financial
Instruments: Recognition and Measuremei addition, a financial institution
with the following categories of financial assetsddinancial liabilities shall
disclose these categories either in the statemiefihancial position or in the
notes.

Financial assets

(@) cash and demand balances with the central bank;

(b) treasury bills and other bills eligible for iecbunting with the central bank;
(c) government and other securities held for trgdin

(d) placements with, and loans to and receivaltas,fother banks;
(e) other money market placements;

() loans to and receivables from customers;

(g) other securities;

Financial liabilities

(h) deposits from other banks;

(i) other money market deposits;
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(i) amounts owed to other depositors;

(k) certificates of deposits;

()  promissory notes and other liabilities evideshbs paper; and
(m) other borrowed funds.

Priority of creditors’ claims

For each category of financial liability disads in accordance with

paragraph E3, a financial institution shall diselasformation as to the priority
of that class of creditors’ claims over the finahdnstitution’s assets where the
entity liquidates or ceases to trade. If the fmahinstitution is a branch of an
overseas incorporated financial institution, theaficial institution shall also

disclose the rights of each class of New Zealaeditors’ claims relative to the
classes of creditors of the related overseas incated financial institution. In

determining the relative rights of each creditass| a financial institution shall
consider any legal, regulatory or other impediméms restrict the rights of each
class of creditor.

Allowance account for credit losses

Paragraph 16 of this Standard requires that whenentity records the
impairment of financial assets in a separate adcem an allowance account
used to record individual impairments or a simiécount used to record a
collective impairment of assets), rather than diyeceducing the carrying

amount of the asset it shall disclose a reconiliabf changes in that account
during the period for each class of financial asseto the extent not already
disclosed under paragraph 16 of this Standard,néity eshall also disclose the
following components of changes in such accounts:

(@) the amount of impairment losses, excluding art®written off, recognised
in profit or loss for the period;

(b) the amount written off and recognised in profitoss for the period; and

(c) the amount of reversals of previously recoghigapairment losses and
recoveries of amounts previously written off, regisgd in profit or loss for
the period.

Allowance accounts for individual impairment

To the extent not already disclosed under papdgt6 of this Standard, an entity
shall disclose the components specified in pardgEf It shall also, in respect
of allowance accounts used to record individual dimpents, disclose three
aggregated reconciliations of the changes in tladisvance accounts, one for
each of the following classes of financial assets:

(@) restructured assets
(b) financial assets acquired through the enforceméseourity and
(c) other individually impaired assets.
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Statement of comprehensive income

Iltems of income

E7 In addition to disclosing the information reaudr by paragraph 20 of this
Standard, financial institutions shall disclose thikowing subclasses of interest

income:

(@) lending other than on individually impaired etss

(b) securities held for trading;

(c) other securities;

(d) restructured assets;

(e) financial assets acquired through the enforcemisecurity;
(f)  other individually impaired assets; and

(g) other sources.

Other disclosures

Accounting policies

E8 Paragraph 21 of this Standard requires disaoetithe measurement basis (or
bases) used in preparing the financial statements the other accounting
policies used that are relevant to an understandfniipe financial statements.
Paragraph B5 of this Standard gives examples ofsumements bases and
accounting policies that would be disclosed in adance with paragraph 21. A
financial institution shall disclose the measurentgEses and accounting policies
listed in paragraph B5. In addition, a financratitution shall:

@)

(b)
(©)

© Copyright

in disclosing how net gains or net losses othezategory of financial
instrument are determined:

(i) disclose its accounting policies for determgpinet gains and losses on
trading securities and other securities as sepatategories of
financial instruments;

(i) disclose its accounting policies for recogngsand measuring interest
income and expense, including disclosures of ipefed allocations
of interest income and expense;

(iii) disclose its accounting policies for recogng and measuring fee
income and expenses, distinguishing between yieldted and
non-yield related items, and policies in relatiom inter-period
allocations;

disclose its accounting policies for funds undeanagement and other
fiduciary activities; and

disclose the basis of classification and theoanting policies for
recognition and measurement of restructured asdetancial assets
acquired through enforcement of security, otherividdally impaired
assets an@0-day past due assets
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Trust and fiduciary activities

The nature and amount of a financial instituscarctivities relating to managed
funds and trust activities, and whether arrangesemist to ensure that such
activities are managed independently from its oHwivities, shall be disclosed.
A financial institution shall also disclose the urat and extent of its involvement
in custodial activities.

Disclosures under other standards

In addition to disclosing the information regai by this Standard, financial
institutions are also required to disclose infoinratrequired by other standards
such as NZIAS 1Presentation of Financial Statemen@nd NZ IAS 37
Provisions, Contingent Liabilities and Contingergsatsin relation to financial
instruments. For example, NZ IAS 1 requires thscldsure of unrecognised
contractual commitments. In complying with thesandards an entity shall
disclose:

(@) commitments to extend credit that are irrevéediecause they cannot be
withdrawn at the discretion of the financial instibn without the risk of
incurring significant penalty or expense;

(b) direct credit substitutes, including generahiguntees of indebtedness, bank
acceptance guarantees and standby letters of @ediing as financial
guarantees for loans and securities;

(c) certain transaction-related contingent lialgtit including performance
bonds, bid bonds, warranties and standby letterscretlit related to
particular transactions;

(d) short-term self-liquidating trade-related caggnt liabilities arising from
the movement of goods, such as documentary cretiitgse the underlying
shipment is used as security; and

(e) other commitments, note issuance facilities aenblving underwriting
facilities.

NATURE AND EXTENT OF RISKS ARISING FROM
FINANCIAL INSTRUMENTS

Quantitative disclosures

Ell

Concentration of funding, credit and market exposue

Paragraphs 34(c) and B8 of Appendix B of thian&ard require disclosures
about concentrations of risk in certain circumsémc In addition to the
requirements of paragraphs 34(c) and B8, a finhnoaitution shall disclose
concentrations of credit exposure and funding imgeof:

(@) customer, industry or economic sector; and
(b) geographical concentrations, showing, wherdiegdge, the following:
(i) concentrations within New Zealand; and
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(i) concentrations in respect of other countrigsowing the amount for
each country.

E12 One method of disclosing customer or induséstars is to use codes adopted
for official statistical reporting purposes, suchte Australian and New Zealand
Standard Industrial Classification (ANZSIC). Ficl institutions shall disclose
the methods used to identify customer, industrgaamomic sectors.

Credit risk

New Zealand branches

E13 To the extent not already disclosed under papdg34 of this Standard, where
the entity reporting is a New Zealand branch obaerseas incorporated entity,
the New Zealand branch shall relate the credit supmorecorded in the books of
the branch to the latest published global equitgitmm of the incorporated
entity.

Counterparty risk

E14 In addition to the credit risk disclosures iieegh by paragraph 36 of this
Standard, a financial institution shall disclosee timumber of individual
counterparties (not being members ajraup of closely related counterpartjes
and groups of closely related counterparties tactvitie financial institution has
a credit exposure (net of allowance for impairness) which equals or exceeds
10% of equity. These disclosures shall be predentsuccessive ranges of 10%
of equity, commencing at 10% of equity.

E15 Branches of overseas incorporated banks sisalbde that theredit exposures
to an individual counterpartpr a group of closely related counterpartiedo
not include exposures to those counterparties @y tlare booked outside
New Zealand.

Financial assets that are either past due or imedir

E16 Paragraph 37(a) of this Standard requiresathamntity disclose an analysis of the
age of financial assets that are past due as atejherting date but are not
impaired. In addition to paragraph 37(a), a finahiostitution shall disclose the
carrying amount of past due assets that are 9(pdstydue assets.

E17 To the extent not already disclosed under papdg37(b) of this Standard, a
financial institution shall disclose a reconcil@atiof each class of financial assets
individually determined to be impaired as at thal e the reporting period,
showing the following information:

(@) the carrying amount of the class as at theripény of the period;

(b) any allowance for impairment loss, excludingoammts written off, relating
to the class;

(c) additions to impairment allowance relatingtte tlass;
(d) amounts written off;
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(e) deletions from the class; and
() the carrying amount of the class as at thedadrttie reporting period.

In meeting, or in addition to meeting the iegments of paragraphs 37(b) and
E17 of this Standard, financial institutions shthficlose the information required
by these paragraphs in respect of:

(@) restructured assets;
(b) financial assets acquired through the enforegmesecurity; and
(c) other individually impaired assets.

Liquidity risk
Maturity profiles of assets and liabilities

A financial institution shall disclose:

(a) a maturity analysis for financial assets thadves the maturities using the
same time bands and on the same basis as the itgnanalyses of
financial liabilities required by paragraphs 39,daB11 to B11E of
Appendix B, of this Standard; and

(b) to the extent not already disclosed under pay39(b), a description of
how it uses its financial assets to manage thedityurisk inherent in the
maturity analysis of its financial liabilities. lproviding this description a
financial institution shall consider the factors t seout in
paragraph B11E(a)-(f).

Expected maturity dates

Where a financial institution manages liquidityk on the basis of expected
maturity dates and where the disclosures requiyetthis Standard (including this
appendix) do not provide sufficient information faisers of the financial
institution’s financial statements to evaluate tla¢ure and extent of liquidity risk
arising from the financial institution’s financialnstruments, a financial
institution shall disclose a maturity analysis bé texpected maturity dates of
both financial liabilities and financial assets$.ah entity discloses such expected
maturity analyses, it shall explain how it deteresinthe remaining expected
maturities of those items for which liquidity risk managed on that basis. If the
estimated cash (or other financial asset) outflineduded in the quantitative
analysis could either:

(a) occur significantly earlier than indicated in thatarity analysis; or

(b) be for significantly different amounts from thoselicated in the maturity
analysis (for example, for a derivative that is estpd to be settled net but
for which the counterparty has the option to reggiross settlement);

the entity shall state this fact and provide guatitie information that enables
users of its financial statements to evaluate #heng of this risk.
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Liabilities on demand

E21 Paragraph B11 of Appendix B of this Standargdlars that, in preparing the
maturity analyses for financial liabilities requirby paragraphs 39(a) and (b), an
entity uses its judgement to determine an appregpriamber of time bands. Due
to the nature of a financial institution’s businesm “on demand” time
band would generally be appropriate in additionttie time bands noted in
paragraph B11.

Market risk

Interest rate repricing

E22 In addition to the sensitivity analysis presentin accordance with either
paragraph 40 or 41 of this Standard, for each ctasdinancial assets and
financial liabilities a financial institution shafprovide information about its
exposure to interest rate risk by disclosing caitra repricing or maturity dates,
whichever dates are earlier.
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E23 For the purposes of this appendix the followsrms are defined.

credit exposures to
an individual
counterparty or a
group of closely
related
counterparties

financial asset
acquired through
the enforcement of
security

financial institution

means the maximum loss amount that could be indumeler
all contracts with that counterparty or group afsdly related
counterparties in the event of those counterpaftidisg to

discharge their obligations.

means any financial asset which is legally ownethagesult
of enforcing security. Where a financial institutiassumes
ownership of a financial asset in settlement obalpart of a
debt, that asset is regarded as a financial assgiirad

through the enforcement of security. A financidset

acquired through the enforcement of security mesbwned

outright, and accordingly the definition does notlide

“mortgagee in possession” assets.

means any entity whose principal activity is toadbtfunds
with the objective of lending or investing in fir@al assets
other than equity instruments, but excluding:

(a) entities which are wholly funded and controlled hy
related party or parties and which do not engage
activities that give rise to material unrecogni$edncial
liabilities with counterparties which are not reladtparties;
or

(b)general insurerglife insurersandretirement benefit plans

Financial institutions are traditionally identifieds those
entities which accept funds from individuals andamisations
with the objective of lending the funds obtained dther
parties, or otherwise investing the funds, so agdnerate
returns to the entity. Banks, building societiegdit unions,
finance companies, money market dealers and merbhaks
are typical examples of financial institutions.

The term “obtaining funds” includes within the seojpf
funding activities investment securities issueduoyt trusts
and other managed funds, as well as equity instntsrihat
represent in-substance deposits, such as shanesdidsy
building societies and credit unions (shares isdogdhese
entities are normally fixed in amount, and rededmain
demand at the option of the holder).

continued...
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The definition also includes other types of ergitiehich are
broadly involved in financial intermediation; forxample,
entities which undertake a primary function of loeving
funds for on-lending to related parties with thdinuhte
objective of reducing the cost of borrowing for skcentities.
This means that intra-group financiers are normadlyarded
as financial institutions. However, entities whiate wholly
funded (excluding trade creditors in the normal reeuof
business) and controlled by related parties arefinancial
institutions unless such entities have materialecognised
financial liabilities with unrelated counterparties

The definition of financial institution refers toniestment in
financial assets, but excludes investment in thaitgq
instruments of other entities. Financial assetaise a wide
range of assets, including loans and receivabiegstments
in securities, and unrecognised assets relatindingncial

contracts. This means that entities such as wmts whose
principal activity is to undertake mortgage lendiray to

manage cash, are covered by the scope of the titafini
However, entities which raise funds principally fovestment
in physical assets, such as real estate or plaheguipment,
or for exploration or production activities, aretrfmancial

institutions.

Entities which invest principally in equity instremts are not
regarded as financial institutions. Entities whidid shares
in related entities as their principal activity,vasll as entities
which principally invest in or trade equity instrants, are not
financial institutions.

group of closely means a group of legal or natural persons, one ane rof
related which is a counterparty, who are related in suelag that:

counterparties (@) the financial soundness of any one of them may
materially affect the financial soundness of theeofs);
(b) one has the power to control the other(s); or
(c) one has the capacity to exercise significafiiémce over
the other(s).
A counterparty is any other party to a contrachwite entity
reporting.
other individually = means a financial asset that is individually deteed to be
impaired asset impaired at reporting date in accordance with N3 I29

paragraphs 58 to 62, but which is not a restrudtasset, or a
financial asset acquired through the enforcemeseotrity.
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restructured asset Means an impaired asset, for which:

(a) the original terms have been changed to grant the
counterparty a concession that would not otherlipes
been available, due to the counterparty’s diffiegltin
complying with the original terms;

(b) the revised terms of the facility are not compagabith
the terms of new facilities with comparable riskad

(c) the yield on the asset following restructuring dgial to,
or greater than, the institution’s average cosunotls, or a
loss is not otherwise expected to be incurred.

Where concessionary terms and conditions on art hase
been formally granted to a customer because of the
customer’s financial difficulties, and the return the asset
following restructuring is such that a loss is agpected to be
incurred, then the asset is to be regarded asteucksed
asset.

Concessionary terms and conditions granted incfodeal

forgiveness of some principal and interest, or otigpes of
cash flows; a deferral or extension of interestpdncipal

payments; a reduction of interest; and an extensibn
maturity date. However, a key feature of thesetass that
following restructuring, the return under the redserms and
conditions is expected to be equal to, or greatan, the
institution’s average cost of funds, or that a ldssnot

otherwise expected to be incurred — if not, thdifgenust be

classified as an other individually impaired asset.

If an asset is restructured so that it is expedtet the
customer will perform on terms which are similatthiose for
new facilities of similar risk, and no provisionseacurrently
held against the exposure, then no loss is expeittebe
incurred and accordingly the exposure may be reghm@bs
fully performing.

90-day past due assetmeans any past due asset, as defined in Appendik tAis
Standard, which has not been operated by the agamty
within its key terms for at least 90 days and whigmot a
restructured asset, other individually impairedegs®r a
financial asset acquired through the enforcemeseofirity.
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E24 For the purposes of this appendix, the follgwigrms are defined in NZ IFRS 4
Insurance ContractsAppendices C and D or NZ IAS 2&\ccounting and
Reporting by Retirement Benefit Plaasd are used in this appendix with the

meanings specified in NZ IFRS 4 and NZ IAS 26:
= general insurer

= [ife insurer

= retiremenbenefitplan
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Basis for Conclusions — Appendix E

This Basis for Conclusions — Appendix E accompabigtsis not part of, NZ IFRS 7
Appendix E.

Introduction

BCE1l

BCE2

This Basis for Conclusions summarises the rigiah Reporting Standards
Board’'s (FRSB) considerations in reaching its cosidns on the additional
disclosures for financial institutions specifiedAppendix E to New Zealand
Equivalent to IFRS 7Financial Instruments: Disclosure$NZ IFRS 7) in
2006. It sets out the reasons why the FRSB derdlapese additional
disclosures, the approach taken to developing thelodures and the key
decisions made. Individual FRSB members gave greatight to some
factors than to others.

The FRSB published its proposals in Deceml@&52as ED 1068Proposed

additional disclosure requirements for financial siitutions applying

NZ IFRS 7 The deadline for comments was 10 March 2006. FRSB

received six responses. After reviewing the respmnghe FRSB sought
Accounting Standards Review Board (ASRB) approvhlAppendix E in

September 2006.

Rationale for additional disclosures

BCE3

BCE4

BCES

In contrast to a number of other jurisdictiodNew Zealand’s regulatory
regime for issuers of securities relies heavily tbe public disclosure of
financial information. New Zealand’'s regulatorygime is based on the
premise that public disclosure of financial infotioa by financial institutions
fosters market discipline and encourages finaniiatitutions to maintain
sound risk management systems and practices.

Prior to the adoption of New Zealand equivideio IFRSs, the regulatory
disclosure requirements for financial institutiongere incorporated in
Financial Reporting Standard No Z#sclosure of Information by Financial
Institutions (FRS-33). On adoption of New Zealand equivaléntf-RSs, the
regulatory disclosure requirements for financiatitmtions were incorporated in
NZ IAS 30 Disclosures in the Financial Statements of Bankd &imilar
Financial Institutions (NZ IAS 30) as additional New Zealand-specific
disclosures.

The continuation of this approach reflects tiew of New Zealand'’s
regulators and accounting standard setters thatpteferable, to the extent
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practicable, for the detail of financial reportiogligations to be contained in
the relevant financial reporting standards. Th&BRad some reservations as
to whetherincluding financial institution disclosures in NERS 7 was
appropriate, given that IFRS 7 had been developethd®d IASB for general
application by entities with financial instrumentsAfter consideration of
various factors, the FRSB concluded that, on ba&lattee inclusion of such
additional disclosures was appropriate, for thiofaihg reasons.

(a) It reduces the range of different disclosumguieements that financial
institutions have to meet and reduces complianescon financial
institutions.

(b) It makes better use of the available infornmatimm the management
information systems of financial institutions.

(c) It ensures that regulators consider the natafethe financial
information available and reduces the risk of duadlon.

(d) It enhances the compatibility of regulatory afidancial reporting
disclosures.

The FRSB noted that constituents also expressegbsufor continuing with
thisapproach.

BCE6 The FRSB also considered whether it was apatepfor the disclosure
requirements in Appendix E to refer to related ldisgres in the body of
NZ IFRS 7. This cross-referencing was intendechéke it easier for entities
to identify relevant paragraphs within NZ IFRS 7dathe nature of the
additional disclosure required by Appendix E. HRSB noted concerns that:

(@) the detailed specification of additional distloes for financial
institutions could lead financial institutions toctis on complying with
the mandated disclosures rather than considerinighwtlisclosures
would best meet the spirit of the disclosure pptes in NZ IFRS 7;
and

(b)  the disclosures in Appendix E could be regaraedn interpretation of
the requirements in NZ IFRS 7.

On balance the FRSB concluded that including esfees to related
disclosures in the body of NZ IFRS 7 was the masfful approach. In order
to address the concerns raised the FRSB took daga drafting the additional
disclosure requirements to highlight the primacy tife NZ IFRS 7
requirements, the fact that Appendix E establishéslitional disclosure
requirements (to the extent that these discloshaes not already been made
in accordance with the requirements in the bod\W&fIFRS 7) and that the
Appendix E disclosures apply solely to financiatitutions. The FRSB also
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noted that the disclosure principles in NZ IFRS ll wontinue to be an
overriding requirement for financial institutionsmplying with NZ IFRS 7.

General approach

BCE7

BCES8

BCE9

Given the practice of including regulatory offisure requirements for
financial institutions in financial reporting staards, New Zealand'’s

regulatory bodies requested that the FRSB devealojitianal disclosures for

financial institutions to be included in NZ IFRS The FRSB sought industry
advice in reviewing the proposed additional disgstes. The FRSB's

objectives were to avoid duplicating disclosuresHRSs and ensure that the
disclosures are consistent with the requirementBRSEs, particularly those of

NZ IFRS 7.

The disclosures in Appendix E were based pifynan the New Zealand-
specific disclosure requirements previously locateNZ IAS 30 and, prior to
that, in FRS-33 (refer to the Table of Concordancéhe FRSB made some
changes to the New Zealand-specific disclosureireauents in NZ 1AS 30 to
prevent duplication. For example, many of the ldsares previously required
by NZIAS 30 paragraph 10 are now required by ottNaw Zealand
equivalents to IFRSs. Changes were also made nmdmése terminology
with IFRSs.

The following paragraphs set out the ratierfat the additional disclosures.

Statement of financial position (paragraphs E3 to B)

Categories of financial assets and financial liakties (paragraph E3)

BCE10 Paragraph E3equires that financial institutions disclose anditdnal

breakdown of financial assets and liabilities. @Bisinction between balances
with other financial institutions and those withhet parts of the money
market and from other depositors provides inforamation a financial
institution’s relations with, and dependence ohgofinancial institutions and
the money market.

Priority of creditors’ claims (paragraph E4)

BCE11l Paragraph E4 requires the disclosure of nmébion on the priority of

creditors’ claims. This disclosure gives userstinfation on the degree of
protection provided to them in the event of a fitiah institution being
liquidated.
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Allowance account for credit losses and allowancecaounts for individual
impairment (paragraphs E5 and E6)

BCE12 Paragraph 16 of NZIFRS 7 requires a recatich of changes in an
allowance account during the period. Paragraph@af2IFRS 7 notes that
the IASB was informed that analysts and other ufiad this information
useful in assessing the adequacy of the allowancénfpairment losses for
such entities and when comparing one entity withtlaer. The IASB decided
not to specify the components of the reconciliatioi noted that this allows
entities flexibility in determining the most appraie format for their needs.
In the context of Appendix E, specification of the components of the
reconciliation enhances the comparability of infatimn provided by financial
institutions.

Quantitative disclosures (paragraphs E11 to E22)

Concentration of funding, credit and market exposue
(paragraphs E11 and E12)

BCE13 Paragraph 36 of NZIFRS 7 requires disclosoffethe amount that best
represents the entity's maximum exposure to credit. In addition,
paragraph E11 requires the disclosure of informmati@bout material
concentrations of credit risk in order to betteatdp users to assess trends in
asset quality.

BCE14 Paragraph E11 also requires the disclosurenfofmation about material
sources of funding. This information is a usefudlication of the potential
risks inherent in the realisation of the assets #edfunds available to the
financial institution.

Counterparty risk (paragraphs E14 to E15)

BCE15 Paragraph E13 requires banks which are Nela#dé branches of an overseas
incorporated financial institution to disclose infaation on their credit
exposures in relation to the global equity of theerseas incorporated
financial institution. This provides users witlidrmation on the global equity
of the overseas institution which is generally &lde to absorb losses arising
from credit exposures in the New Zealand branchadgtaph E14 requires the
disclosure of information about counterparties tdiiclw the financial
institution has a significant credit exposure. sThlisclosure highlights
material credit exposures and the ability of finahénstitutions to absorb
unexpected credit losses.
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Financial assets that are either past due or impaéd
(paragraphs E16 to E18)

BCE16 Paragraph 37 requires an analysis of finhasisets that are past due but not
impaired and financial assets that are individudyermined to be impaired.
Paragraph E16 requires the disclosure of 90-dalydueessassets and paragraph
E17 requires disclosure of a reconciliation of eatdss of financial assets
individually determined to be impaired. These #ddal disclosures are
intended to assist users in assessing asset quBlisglosure of movements in
the balances of past due assets and impaired &ss#ites users of financial
statements to assess trends in asset quality.

Liquidity risk (paragraphs E19 to E21)

BCEL17 Paragraph E19(a) requires the disclosure mfaurity analysis for financial
assets on the same basis as the maturity analysi§infincial liabilities
requiredby paragraphs 39(a) and (b). The maturities oftasand liabilities
and the ability to replace, at an acceptable dostrest-bearing liabilities as
they mature, are important factors in assessinglithedity of a financial
institution and its exposure to changes in interagts and exchange rates.
The FRSB noted that some respondents commentedheommiportance of
matching and controlled mismatching of the matesitof assets and liabilities
in the management of financial institutions. Pespb E19(b) also requires a
description of how a financial institution usesfitncial assets to manage its
liquidity risk (to the extent that this informatidras not already been disclosed
under paragraph 39(c)).

BCE18 ED 106 proposed that financial institutiomsrbquired to disclose a maturity
analysis for financial assets and financial lidigii showing estimated or
expected maturities. The disclosure was previoogijonal under FRS-33
and NZIAS 30. The majority of respondents objecte making this
disclosure mandatory on the grounds of limited rimfation value (particularly
given the similarity of the information to that ithe interest repricing
schedules), cost of preparation and the subjegtimitolved in preparing this
information. However, other respondents expresisediew that information
on expected maturities should be required becalssrenvactual maturities
differ from expected maturities it would be mislaay to provide information
only in respect of actual maturities.

BCE19 The FRSB considered that both groups of medgts had raised valid issues
and sought to address these issues by limitingcilmeimstances in which
financial institutions are required to present dditonal maturity analysis of
the expected maturity dates of financial liabistiand financial assets. The
FRSB agreed that a financial institution shouldréguired to disclose such a
maturity analysis only where it manages liquidigkron the basis of expected
maturity dates and where the information is reglite provide users of
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financial statements with sufficient information éwaluate the nature and
extent of liquidity risk arising from the financiahstitution’s financial
instruments (paragraph E20).

Interest rate repricing (paragraph E22)

BCE20 Paragraph E22 requires the disclosure ofrnmdtion about exposure to
interest rate risk through the disclosure of caritral repricing or maturity
dates, whichever dates are earlier. This discosudicates the length of time
for which interest rates are fixed at present kewaid provides a basis for
evaluating the interest rate risk to which a finahinstitution is exposed.

Effective interest rates

BCE21 The disclosure of effective interest ratess waeviously required by
NZ IAS 32. In developing ED 106 the FRSB noted tha IASB had chosen
not to require the disclosure of effective inteneges in IFRS 7. Instead the
IASB effectively replaced the interest risk diseloss previously in IAS 32
paragraph 67 with a requirement to disclose a simsphsitivity analysis for
each type of market risk (including interest ratek)y The Request for
Comment that accompanied ED 106 stated that theBFR&®8sidered that the
effective interest rate disclosures are no longguired in an environment
where derivatives are recognised in the financtatesnents and entities
provide information on risks arising from financiaktruments in accordance
with NZ IFRS 7. The FRSB sought respondents’ viewshe proposal not to
require disclosure of effective interest rates.sgomdents’ views were mixed.
One view was that weighted average interest réetenmation is onerous to
prepare and does not add significantly to a reademterstanding of interest
rate risk. Those who supported the disclosurdfettve interest rates argued
that they provide useful information to users ialeating the interest rate risk
or risks and rewards that an entity is exposed to.

BCE22 Further discussions with some respondent®dsimated that they considered
effective interest rates to be a headline indicatbrcredit risk. These
respondents expressed the view that the grossestteate charged by a
financial institution will reflect the underlyingredit risk of the parties to
whom it is lending and that differences in grogsiiest rates between similar
financial institutions would generally indicate féifences in their credit risk.
Following consideration of the use of effectiveeist rates by financial
commentators in New Zealand the FRSB concluded thate was no
compelling reason for requiring the disclosure @iéaive interest rates in
Appendix E. The FRSB considered that the disclsdircredit ratings would
be a more appropriate way of providing additiomdbimation on the credit
risk of financial institutions and agreed to seestituents’ views on this
proposal via a separate exposure draft.
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Summary of main changes from the Exposure Draft

BCE23 The main change to the proposals in ED 18&sifollows.

@)

(b)

(©

(d)

(e)

(®)

The disclosures have been reordered to moselgldollow the order of
associated paragraphs in NZIFRS 7. Subheadinge ladéso been
changed to more closely align with the subheadim@$Z IFRS 7.

The fact that some disclosures are requireg mntespect of assets that
are individually determined to be impaired has bearified.

A requirement has been added for financialituntébns to describe how
they use their financial assets to manage thedityrisk inherent in the

maturity analysis of their financial liabilitiesefer paragraph E19(b) and
BCE20).

Financial institutions are required to discles@ected maturity dates of
financial liabilities and financial assets only @ertain circumstances.
The circumstances are where the financial institutnanages liquidity
risk on the basis of expected maturity dates andravithe disclosures
required by NZ IFRS 7 do not provide sufficientarrhation for users of
the financial institution’s financial statementsewaluate the nature and
extent of liquidity risk arising from the financiastitution’s financial
instruments (refer paragraph E20 and BCE19).

The definition of “other individually impairegissets” has been clarified
to highlight that it refers only to assets that iadividually determined to

be impaired and does not include “financial assetpired through the
enforcement of security”. As noted in the defmitiof “90-day past due
assets”, “90-day past due assets” and “other iddally impaired assets

are mutually exclusive categories.

The definition of “assets acquired through #h&orcement of security”
has been changed to limit it to “financial assetquired through the
enforcement of security”. This change is consisteith the scope of
NZ IFRS 7 and Appendix E.
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TABLE OF CONCORDANCE — Appendix E

This table accompanies, but is not part of Appeidix

This table shows how the New Zealand-specific meguénts in NZ 1AS 30 and
Appendix E correspond. Paragraphs are treatedressponding if they broadly

address the same matter even though the guidancdiffer.

FRS-33 NZ IAS 30 Appendix E
NZ-specific
requirements
FRS-334.1,4.2,4.6, | NZ7.1-NzZ7.14 E23
4.16-4.22, 4.9, 4.26,
4.32, 4.36, 4.38, and
4.40-4.43
FRS-335.2,5.4-5.10 NZ 8.1 -NZ8.6 ES8
FRS-336.3 NZ 10.1 E7
FRS-33 7.12 NZ 19.3 E4
FRS-33 11.3and 11.4] Nz 30.1 E18, E20
FRS-33 13.4 and 14.1| NZ 40.1-40.2 E10
FRS-33 13.6 NZ 41.1 E11
FRS-33 13.11 NZ 41.2 E12
FRS-3313.1 NZ 41.3 E15
FRS-33 13.3 NZ 41.4 E13
FRS-33 10.1 NZ 49.1 ES5, E14, E16, E17
FRS-3310.4 NZ 49.4 E16
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