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New Zealand Equivalent to International Financial &tpg Standard 9Financial
Instruments (2010) (NZ IFRS 9 (2010)) is set out in paragraphd-7.3.2 and
Appendices A—-C. NZIFRS 9 (2010) is based on Intewnal Financial Reporting
Standard Financial Instrument$NZ IFRS 9) as published by the International Accognt
Standards Board (IASB) in 2010. All the paragrapagehequal authority. Paragraphs in
bold type state the main principles. Terms defimefippendix A are in italics the first time
they appear in the NZ IFRS. Definitions of othemrte are given in the Glossary.
NZ IFRS 9 (2010) should be read in the context ®objective and the IASB’s Basis for
Conclusions on IFRS 9 as issued in November 201Qtenblew Zealand Equivalent to the
IASB Conceptual Framework for Financial ReportingNZ IAS 8 Accounting Policies,
Changes in Accounting Estimates and Errprevides a basis for selecting and applying
accounting policies in the absence of explicit guicke.

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

This Standard uses the terminology adopted innat@nal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdratlements. NZ IAS Bresentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatiestother than
profit-oriented entities seeking to apply the Stmddmay need to amend the descriptions
used for particular line items in the financialtstaents and for the financial statements
themselves. For example, profit/loss may be reeto as surplus/deficit and capital or
share capital may be referred to as equity.
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Introduction

Reasons for issuing the IFRS

IN1

IN2

IN3

IN4

IAS 39 Financial Instruments: Recognition and Measuremsats out the
requirements for recognising and measuring findrasaets, financial liabilities
and some contracts to buy or sell non-financiamge The International
Accounting Standards Board (IASB) inherited IAS 88m its predecessor
body, the International Accounting Standards Conemitt

Many users of financial statements and othesretted parties told the IASB that
the requirements in IAS 39 were difficult to undenstaapply and interpret. They
urged the IASB to develop a new standard for thenfifed reporting of financial
instruments that was principle-based and less complélthough the IASB
amended IAS 39 several times to clarify requiremeads guidance and eliminate
internal inconsistencies, it had not previously emaken a fundamental
reconsideration of reporting for financial instrumee

In 2005 the IASB and the US Financial Accountingwr@lards Board (FASB)
began working towards a long-term objective to impraand simplify the
reporting for financial instruments. This work riked in the publication of a
discussion paperReducing Complexity in Reporting Financial Instrunserit
March 2008. Focusing on the measurement of fimhriostruments and hedge
accounting, the paper identified several possilppr@aches for improving and
simplifying the accounting for financial instrument The responses to the paper
indicated support for a significant change in tlguirements for reporting
financial instruments. In November 2008 the IASBetithis project to its active
agenda, and in December 2008 the FASB also addeztdfext to its agenda.

In April 2009, in response to the input receivad its work responding to the
financial crisis, and following the conclusions dfet G20 leaders and the
recommendations of international bodies such a§itmencial Stability Board, the
IASB announced an accelerated timetable for repjpths 39. As a result, in

July 2009 the IASB published an exposure drifhancial Instruments:

Classification and Measuremenfollowed by the first chapters of IFRS 9
Financial Instrumentin November 2009.

The IASB’s approach to replacing IAS 39

INS

The IASB intends that IFRS 9 will ultimately repéa IAS 39 in its entirety.
However, in response to requests from interestedepattiat the accounting for
financial instruments should be improved quickhg 1ASB divided its project to
replace IAS 39 into three main phases. As the IASBptetes each phase, it will
delete the relevant portions of IAS 39 and creatptdrs in IFRS 9 that replace
the requirements in IAS 39.

© Copyright 6
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The three main phases of the IASB’s projecetgace IAS 39 are:

(@)

(b)

(©

Phase 1: Classification and measurement of financiahssets and
financial liabilities. In November 2009 the IASB issued the chapters of
IFRS 9 relating to the classification and measurenté financial assets.
Those chapters require all financial assets toldssified on the basis of the
entity’s business model for managing the finanaidets and the contractual
cash flow characteristics of the financial assetseAs are initially measured
at fair value plus, in the case of a financial ass# at fair value through
profit or loss, particular transaction costs. Assge subsequently measured
at amortised cost or fair value. In October 201® IthSB added to IFRS 9
the requirements related to the classification amehsurement of financial
liabilities. Those additional requirements are cdesd further in
paragraph IN7.

Phase 2: Impairment methodology. In June 2009 the IASB published a
Request for Information on the feasibility of arpegted loss model for the
impairment of financial assets. This formed thsibaf an exposure draft,
Financial Instruments: Amortised Cost and Impairtpepublished in
November 2009. The IASB also set up a panel dalicend risk experts to
consider and advise on the operational issuesh@rfsom an expected cash
flow approach. ThelASB is redeliberating the proposals in the expesiraft

to address the comments received from respondamdssuggestions from the
expert advisory panel and other outreach activities

Phase 3: Hedge accounting.The IASB is considering how to improve and
simplify the hedge accounting requirements of IAS B%xpects to publish
proposals for a comprehensive new approach befereriti of 2010.

In October 2010 the IASB added to IFRS 9 the nexménts for classification and
measurement of financial liabilities:

(@)

(b)

Most of the requirements in IAS 39 for classifioatiand measurement of
financial liabilities were carried forward unchadgé IFRS 9. Under

IAS 39 most liabilities were subsequently measuae@mortised cost or
bifurcated into a host, which is measured at amedtisost, and an

embedded derivative, which is measured at fair ezaluiabilities that are

held for trading (including all derivative liabilts) were measured at fair
value. Although the IASB had originally proposedysnmetrical approach
for financial assets and financial liabilities imetexposure draft published
in 2009, the IASB decided to retain most of theuiegments in IAS 39 for

classifying and measuring financial liabilities bese constituents told the
IASB that those requirements were working well ragiice. Consistently

with its objective to replace IAS 39 in its entiethe IASB relocated those
requirements from IAS 39 to IFRS 9.

Consistently with the requirements in IFRS 9 fordstnents in unquoted
equity instruments (and derivative assets linkedhtise investments), the
exception from fair value measurement was eliminated derivative

liabilities that are linked to and must be setttgddelivery of an unquoted
equity instrument. Under IAS 39, if those derivativwere not reliably
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measurable, they were required to be measured tat €8S 9 requires them
to be measured at fair value.

(c) The requirements related to the fair value optmmfihancial liabilities were
changed to address own credit risk. Those improwésneespond to
consistent feedback from users of financial statemand others that the
effects of changes in a liability’s credit risk dugot to affect profit or loss
unless the liability is held for trading. The iropements followed from the
proposals published in May 2010 in the exposuré éiair Value Option for
Financial Liabilities

IN8 In addition to the three phases described alibhedl ASB published in March 2009
an exposure drafberecognition(proposed amendments to IAS 39 and IFRS 7
Financial Instruments: Disclosures However, in June 2010 the IASB revised its
strategy and work plan and decided to retain thetieg requirements in IAS 39
for the derecognition of financial assets and faiahliabilities but to finalise
improved disclosure requirements. The new requingsneere issued in October
2010 as an amendment to IFRS 7 and have an efataite of 1 July 2011. Later
in October 2010 the requirements in IAS 39 relatedth® derecognition of
financial assets and financial liabilities were matiforward unchanged to IFRS 9.

IN9 As a result of the added requirements descrilmegharagraphs IN7 and INS,
IFRS 9 and its Basis for Conclusions were restrectur Many paragraphs were
renumbered and some were re-sequenced. New paragvagrks added to
accommodate the guidance that was carried forwarthamgyed from IAS 39.
Also, new sections were added to IFRS 9 as placelsoldethe guidance that will
result from subsequent phases of this project. i@ike, the restructuring did not
change the requirements in IFRS 9 issued in 200% Basis for Conclusions on
IFRS 9 has been expanded to include material fieBasis for Conclusions on
IAS 39 that discusses guidance that was carried fdrwaithout being
reconsidered. Minor necessary edits have been toatiat material.

IN1I0 The IASB and the FASB are committed to achievingreased comparability
internationally in the accounting for financial insments. However, those efforts
have been complicated by the differing project tabé&es established to respond to
the respective stakeholder groups. In May 2010F&8B published a proposed
Accounting Standards Update (ASU) on accounting farfaml instruments that
contained proposals for a new comprehensive starmtarfthancial instruments,
including proposals on the classification and mearsent of financial assets and
financial liabilities, impairment methodology andedge accounting. The
proposed ASU had a comment deadline of 30 Septenili€r &nd the FASB has
begun to redeliberate its proposals. The IASB astedonstituents to provide
feedback to the FASB on the proposals in the FASBosure draft because this
is a joint project with an objective of increasingteirnational comparability.
Feedback from IFRS constituents will be helpfulte FASB as it redeliberates its
proposals. Moreover, after the FASB redeliberatepioposals, the IASB will
use that feedback to consider what steps (if angilshbe taken to reconcile any
remaining differences between IFRSs and US GAAP. Angipleschanges as a
result of that comparison will be subject to the IASBormal due process.
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Compliance with IFRS 9

IN11

Profit-oriented entities, other than qualifyiegtities applying any differential
reporting concessions, that comply with NZ IFRS 9 wilihultaneously be in
compliance with IFRS 9. Public benefit entitiesngsany “NZ” paragraphs in
the Standard that specifically apply to public H#nentities may not

simultaneously be in compliance with IFRS 9. Whethgublic benefit entity

will be in compliance with IFRS 9 will depend on whetlthe “NZ” paragraphs
provide additional guidance for public benefit &ati or contain requirements
that are inconsistent with the corresponding IASBh&sad and will be applied
by the public benefit entity.
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New Zealand Equivalent to International
Financial Reporting Standard 9  Financial
Instruments (NZ IFRS 9 (2010))

Chapter 1 Objective
1.1 The objective of this NZ IFRS is to establisimgiples for the financial reporting
of financial assetsandfinancial liabilities that will present relevant and useful

information to users of financial statements fagittassessment of the amounts,
timing and uncertainty of an entity’s future cakiwfs.

Chapter 2 Scope
2.1 An entity shall apply this NZ IFRS to all itemsthin the scope of NZ IAS 39
Financial Instruments: Recognition and Measurement

Chapter 3 Recognition and derecognition

3.1 Initial recognition

3.1.1 An entity shall recognise a financial asset oa financial liability in its
statement of financial position when, and only wherthe entity becomes party
to the contractual provisions of the instrument (se paragraphs B3.1.1 and
B3.1.2). When an entity first recognises a finanal asset, it shall classify it in
accordance with paragraphs 4.144.1.5 and measure it in accordance with
paragraphs 5.1.1 and 5.1.2. When an entity first acognises a financial
liability, it shall classify it in accordance with paragraphs 4.2.1 and 4.2.2 and
measure it in accordance with paragraph 5.1.1.

Regular way purchase or sale of financial assets
3.1.2  Aregular way purchase or sale of financial assets shall be recognised and

derecognised, as applicable, using trade date accting or settlement date
accounting (see paragraphs B3.1-83.1.6).

© Copyright 10
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3.2 Derecognition of financial assets

3.21 In consolidated financial statements, pagga3.2.2-3.2.9, B3.1.1, B3.1.2 and
B3.2.1-B3.2.17 are applied at a consolidated levélence, an entity first
consolidates all subsidiaries in accordance with W& R7 Consolidated and
Separate Financial Statemerasid NZ SIC-12Consolidation—Special Purpose
Entities and then applies paragraphs 3.2.2-3.2.9, B3.1311.B and B3.2.1-
B3.2.17 to the resulting group.

3.2.2 Before evaluating whether, and to what extentlerecognition is appropriate
under paragraphs 3.2.33.2.9, an entity determines whether those paragraph
should be applied to a part of a financial asset (@ part of a group of similar
financial assets) or a financial asset (or a groupf similar financial assets) in
its entirety, as follows.

(a) Paragraphs 3.2.33.2.9 are applied to a part of a financial asset (ca
part of a group of similar financial assets) if, ad only if, the part being
considered for derecognition meets one of the follding three conditions.

0] The part comprises only specifically identifiedcash flows from
a financial asset (or a group of similar financialassets). For
example, when an entity enters into an interest ratestrip
whereby the counterparty obtains the right to the iterest cash
flows, but not the principal cash flows from a debinstrument,
paragraphs 3.2.3-3.2.9 are applied to the interest cash flows.

(ii) The part comprises only a fully proportionate (pro rata) share
of the cash flows from a financial asset (or a groupf similar
financial assets). For example, when an entity emteinto an
arrangement whereby the counterparty obtains the rigts to a
90 per cent share of all cash flows of a debt instent,
paragraphs 3.2.3-3.2.9 are applied to 90 per cent of those cash
flows. If there is more than one counterparty, each
counterparty is not required to have a proportionate share of
the cash flows provided that the transferring entityhas a fully
proportionate share.

(i) The part comprises only a fully proportionate (pro rata) share
of specifically identified cash flows from a finanal asset (or a
group of similar financial assets). For example, wén an entity
enters into an arrangement whereby the counterpartyobtains
the rights to a 90 per cent share of interest castiows from a
financial asset, paragraphs 3.2:3.2.9 are applied to 90 per cent
of those interest cash flows. If there is more tharone
counterparty, each counterparty is not required to have a
proportionate share of the specifically identified cash flows
provided that the transferring entity has a fully proportionate
share.

(b) In all other cases, paragraphs 3.2-3.2.9 are applied to the financial
asset in its entirety (or to the group of similar inancial assets in their
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entirety). For example, when an entity transfersif the rights to the

first or the last 90 per cent of cash collectiongdm a financial asset (or
a group of financial assets), or (ii) the rights t®0 per cent of the cash
flows from a group of receivables, but provides a uyprantee to

compensate the buyer for any credit losses up to @er cent of the

principal amount of the receivables, paragraphs 3.3-3.2.9 are
applied to the financial asset (or a group of simédr financial assets) in
its entirety.

In paragraphs 3.2.3-3.2.12, the term ‘financial asset’ refers to eithea part of
a financial asset (or a part of a group of similaffinancial assets) as identified
in (a) above or, otherwise, a financial asset (or group of similar financial
assets) in its entirety.

3.2.3  An entity shall derecognise a financial assathen, and only when:

(a) the contractual rights to the cash flows fromte financial asset expire,
or

(b) it transfers the financial asset as set out iparagraphs 3.2.4 and 3.2.5
and the transfer qualifies for derecognition in acordance with
paragraph 3.2.6.

(See paragraph 3.1.2 for regular way sales of finafat assets.)
3.2.4  An entity transfers a financial asset if, andnly if, it either:

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

(b) retains the contractual rights to receive the ash flows of the financial
asset, but assumes a contractual obligation to paje cash flows to one
or more recipients in an arrangement that meets theconditions in
paragraph 3.2.5.

3.25 When an entity retains the contractual rightsto receive the cash flows of a
financial asset (the ‘original asset’), but assumea contractual obligation to
pay those cash flows to one or more entities (theventual recipients’), the
entity treats the transaction as a transfer of a fiancial asset if, and only if, all
of the following three conditions are met.

(@) The entity has no obligation to pay amounts to the@ventual recipients
unless it collects equivalent amounts from the origal asset. Short-term
advances by the entity with the right of full recoery of the amount lent
plus accrued interest at market rates do not violat this condition.

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

(c) The entity has an obligation to remit any cash flow it collects on behalf
of the eventual recipients without material delayln addition, the entity
is not entitled to reinvest such cash flows, excefiir investments in cash
or cash equivalents (as defined in NZ IAS Btatement of Cash Flows)

© Copyright 12
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3.2.7

3.2.8
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during the short settlement period from the colledbn date to the date of
required remittance to the eventual recipients, andnterest earned on
such investments is passed to the eventual reciptsn

When an entity transfers a financial asset e paragraph 3.2.4), it shall
evaluate the extent to which it retains the risks ad rewards of ownership of
the financial asset. In this case:

(@) if the entity transfers substantially all the risks and rewards of
ownership of the financial asset, the entity shatlerecognise the financial
asset and recognise separately as assets or ligkek any rights and
obligations created or retained in the transfer.

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

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

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

(i) if the entity has retained control, it shall contirue to recognise
the financial asset to the extent of its continuingnvolvement
in the financial asset (see paragraph 3.2.16).

The transfer of risks and rewards (see pagrsh@a.6) is evaluated by comparing the
entity’s exposure, before and after the transfeth wie variability in the amounts
and timing of the net cash flows of the transferasdet. An entity has retained
substantially all the risks and rewards of owngrstfia financial asset if its exposure
to the variability in the present value of the fetmet cash flows from the financial
asset does not change significantly as a resutiefransfer (eg because the entity
has sold a financial asset subject to an agreeiméniy it back at a fixed price or the
sale price plus a lender’s return). An entity trassferred substantially all the risks
and rewards of ownership of a financial assesiteitposure to such variability is no
longer significant in relation to the total varikitlyiin the present value of the future
net cash flows associated with the financial agsgtbecause the entity has sold a
financial asset subject only to an option to buyaitk at itfair value at the time of
repurchase or has transferred a fully proportiosagzre of the cash flows from a
larger financial asset in an arrangement, suchlearasub-participation, that meets
the conditions in paragraph 3.2.5).

Often it will be obvious whether the entity l@snsferred or retained substantially
all risks and rewards of ownership and there will loeneed to perform any
computations. In other cases, it will be necessargompute and compare the
entity’s exposure to the variability in the presealue of the future net cash flows
before and after the transfer. The computation@mdparison are made using as
the discount rate an appropriate current markedrést rate. All reasonably
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3.2.9

3.2.10

3.211

3.2.12

3.2.13

possible variability in net cash flows is consideredth greater weight being
given to those outcomes that are more likely taincc

Whether the entity has retained control (smagraph 3.2.6(c)) of the transferred
asset depends on the transferee’s ability to Belbsset. If the transferee has the
practical ability to sell the asset in its entirgyan unrelated third party and is able
to exercise that ability unilaterally and withoutedeng to impose additional
restrictions on the transfer, the entity has ntdined control. In all other cases,
the entity has retained control.

Transfers that qualify for derecognition

If an entity transfers a financial asset ina transfer that qualifies for
derecognition in its entirety and retains the rightto service the financial asset
for a fee, it shall recognise either a servicing ast or a servicing liability for
that servicing contract. If the fee to be receiveds not expected to compensate
the entity adequately for performing the servicing,a servicing liability for the
servicing obligation shall be recognised at its faivalue. If the fee to be
received is expected to be more than adequate conmgation for the servicing,
a servicing asset shall be recognised for the secirig right at an amount
determined on the basis of an allocation of the caying amount of the larger
financial asset in accordance with paragraph 3.2.13

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

On derecognition of a financial asset in i@ntirety, the difference between:
() the carrying amount (measured at the date of deregmition) and

(b) the consideration received (including any new assetbtained less any
new liability assumed)

shall be recognised in profit or loss.

If the transferred asset is part of a largefinancial asset (eg when an entity
transfers interest cash flows that are part of a deb instrument, see
paragraph 3.2.2(a)) and the part transferred qualifes for derecognition in its
entirety, the previous carrying amount of the large financial asset shall be
allocated between the part that continues to be regnised and the part that is
derecognised, on the basis of the relative fair vaés of those parts on the date
of the transfer. For this purpose, a retained seri¢ing asset shall be treated as
a part that continues to be recognised. The diffence between:

(a) the carrying amount (measured at the date of deregmition) allocated to
the part derecognised and

(b) the consideration received for the part derecogniske(including any new
asset obtained less any new liability assumed)

shall be recognised in profit or loss.

© Copyright 14
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When an entity allocates the previous cagamount of a larger financial asset
between the part that continues to be recognisedhenpart that is derecognised,
the fair value of the part that continues to beogaised needs to be determined.
When the entity has a history of selling parts ko the part that continues to be
recognised or other market transactions existdohgarts, recent prices of actual
transactions provide the best estimate of its\alue. When there are no price
quotes or recent market transactions to supportfaltevalue of the part that
continues to be recognised, the best estimate eoffain value is the difference
between the fair value of the larger financial assed whole and the consideration
received from the transferee for the part thaei®dognised.

Transfers that do not qualify for derecognition

If a transfer does not result in derecognitin because the entity has retained
substantially all the risks and rewards of ownerstp of the transferred asset,

the entity shall continue to recognise the transfeed asset in its entirety and

shall recognise a financial liability for the congieration received. In

subsequent periods, the entity shall recognise angcome on the transferred

asset and any expense incurred on the financial hdity.

Continuing involvement in transferred assets

If an entity neither transfers nor retains sbstantially all the risks and

rewards of ownership of a transferred asset, and tains control of the

transferred asset, the entity continues to recognésthe transferred asset to the
extent of its continuing involvement. The extent fothe entity’s continuing

involvement in the transferred asset is the extento which it is exposed to
changes in the value of the transferred asset. Fexample:

(&8 When the entity's continuing involvement takes the form of
guaranteeing the transferred asset, the extent ohé entity’s continuing
involvement is the lower of (i) the amount of the sset and (ii) the
maximum amount of the consideration received thathe entity could be
required to repay (‘the guarantee amount’).

(b) When the entity’s continuing involvement takes thdorm of a written or
purchased option (or both) on the transferred assetthe extent of the
entity’s continuing involvement is the amount of tke transferred asset
that the entity may repurchase. However, in the cg of a written put
option on an asset that is measured at fair valughe extent of the
entity’s continuing involvement is limited to the bwer of the fair value of
the transferred asset and the option exercise price (see
paragraph B3.2.13).

(c) When the entity’s continuing involvement takes theform of a cash-
settled option or similar provision on the transfered asset, the extent of
the entity’s continuing involvement is measured irthe same way as that
which results from non-cash settled options as setit in (b) above.
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3.2.17 When an entity continues to recognise an asgo the extent of its continuing
involvement, the entity also recognises an asso@dtliability. Despite the other
measurement requirements in this NZ IFRS, the transfieed asset and the
associated liability are measured on a basis thateflects the rights and
obligations that the entity has retained. The assiated liability is measured in
such a way that the net carrying amount of the tranferred asset and the
associated liability is:

(@) the amortised cost of the rights and obligations retained by the enty, if
the transferred asset is measured at amortised cQsir

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

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

3.2.19 For the purpose of subsequent measuremengcognised changes in the fair
value of the transferred asset and the associatethbility are accounted for
consistently with each other in accordance with pagraph 5.7.1, and shall not
be offset.

3.2.20 If an entity’s continuing involvement is inonly a part of a financial asset
(eg when an entity retains an option to repurchaseapt of a transferred asset,
or retains a residual interest that does not resulin the retention of substantially
all the risks and rewards of ownership and the entit retains control), the entity
allocates the previous carrying amount of the finacial asset between the part it
continues to recognise under continuing involvementind the part it no longer
recognises on the basis of the relative fair valued those parts on the date of
the transfer. For this purpose, the requirements bparagraph 3.2.14 apply.
The difference between:

(a) the carrying amount (measured at the date of deregmition) allocated to
the part that is no longer recognised and

(b) the consideration received for the part no longerecognised
shall be recognised in profit or loss.

3.2.21 If the transferred asset is measured att@®drcost, the option in this NZ IFRS to
designate a financial liability as at fair valueaihgh profit or loss is not applicable
to the associated liability.

All transfers
3.2.22 |If a transferred asset continues to be recniged, the asset and the associated

liability shall not be offset. Similarly, the entty shall not offset any income
arising from the transferred asset with any expenseincurred on the
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associated liability (see NZ IAS 32Financial Instruments. Presentation
paragraph 42).

If a transferor provides non-cash collateral(such as debt or equity
instruments) to the transferee, the accounting forthe collateral by the
transferor and the transferee depends on whether tntransferee has the right
to sell or repledge the collateral and on whetherhie transferor has defaulted.
The transferor and transferee shall account for thecollateral as follows:

(a) If the transferee has the right by contract or custm to sell or repledge
the collateral, then the transferor shall reclassif that asset in its
statement of financial position (eg as a loaned ags pledged equity
instruments or repurchase receivable) separately &ém other assets.

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

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

(d) Except as provided in (c), the transferor shall cotinue to carry the
collateral as its asset, and the transferee shalbhrecognise the collateral
as an asset.

3.3 Derecognition of financial liabilities

331

3.3.2

3.3.3

3.34

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

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

difficulty of the debtor) shall be accounted for asan extinguishment of the
original financial liability and the recognition of a new financial liability.

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

If an entity repurchases a part of a finalniiability, the entity shall allocate the
previous carrying amount of the financial liabillbgtween the part that continues
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to be recognised and the part that is derecogtiasdd on the relative fair values
of those parts on the date of the repurchase. ditfierence between (a) the
carrying amount allocated to the part derecognés®ti (b) the consideration paid,
including any non-cash assets transferred or iiedsl assumed, for the part
derecognised shall be recognised in profit or loss.

Chapter 4 Classification

4.1 Classification of financial assets

41.1

4.1.2

413

4.1.4

4.1.5

4.1.6

Unless paragraph 4.1.5 applies, an entity shallassify financial assets as
subsequently measured at either amortised cost oaif value on the basis of
both:

(&) the entity’s business model for managing the finanal assets and
(b) the contractual cash flow characteristics of the fiancial asset.

A financial asset shall be measured at amonrtid cost if both of the following
conditions are met:

(@) The asset is held within a business model whose etijive is to hold
assets in order to collect contractual cash flows.

(b) The contractual terms of the financial asset giveise on specified dates to
cash flows that are solely payments of principal andnterest on the
principal amount outstanding.

Paragraphs B4.1.1B4.1.26 provide guidance on how to apply these cotidns.

For the purpose of applying paragraph 4.1.2{binterest is consideration for
the time value of money and for the credit risk assciated with the principal
amount outstanding during a particular period of time.

A financial asset shall be measured at fair itee unless it is measured at
amortised cost in accordance with paragraph 4.1.2.

Option to designate a financial asset at fair value
through profit or loss

Despite paragraphs 4.1-4.1.4, an entity may, at initial recognition, irrevocably
designate a financial asset as measured at fair va through profit or loss if
doing so eliminates or significantly reduces a measement or recognition
inconsistency (sometimes referred to as an ‘accoung mismatch’) that would
otherwise arise from measuring assets or liabilitiesr recognising the gains and
losses on them on different bases (see paragraph4.B29-B4.1.32).

NZ IFRS 7Financial Instruments: Disclosureeequires the entity to provide
disclosures about financial assets it has desidreget fair value through profit or
loss.
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4.2 Classification of financial liabilities

421

4.2.2

An entity shall classify all financial liabilties as subsequently measured at
amortised cost using theeffective interest method, except for:

(&) financial liabilities at fair value through profit or loss. Such liabilities,
including derivatives that are liabilities, shall be subsequently meased
at fair value.

(b) financial liabilities that arise when a transfer ofa financial asset does not
qualify for derecognition or when the continuing involvement approach
applies. Paragraphs 3.2.15 and 3.2.17 apply to timeeasurement of such
financial liabilities.

(c) financial guarantee contracts as defined in Appendix A. After initial
recognition, an issuer of such a contract shall (dess paragraph 4.2.1(a)
or (b) applies) subsequently measure it at the higin of:

0) the amount determined in accordance with NZIAS 37
Provisions, Contingent Liabilities and Contingent Assets and
(i) the amount initially recognised (see paragraph 5.1) less,

when appropriate, cumulative amortisation recognisd in
accordance with NZ IAS 18Revenue.

(d) commitments to provide a loan at a below-market irdrest rate. After
initial recognition, an issuer of such a commitmentshall (unless
paragraph 4.2.1(a) applies) subsequently measuredt the higher of:

0) the amount determined in accordance with NZ IAS 37 agh

(i) the amount initially recognised (see paragraph 5.1) less,
when appropriate, cumulative amortisation recognisd in
accordance with NZ IAS 18.

Option to designate a financial liability at fair v alue
through profit or loss

An entity may, at initial recognition, irrevoably designate a financial liability
as measured at fair value through profit or loss whe permitted by
paragraph 4.3.5, or when doing so results in moreetevant information,
because either

(a) it eliminates or significantly reduces a measuremenor recognition
inconsistency (sometimes referred to as ‘an accoung mismatch’) that
would otherwise arise from measuring assets or lidlties or recognising
the gains and losses on them on different bases; or

(b) a group of financial liabilities or financial asses and financial liabilities
is managed and its performance is evaluated on aifavalue basis, in
accordance with a documented risk management or imstment strategy,
and information about the group is provided interndly on that basis to
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4.2.3

the entity’s key management personnel (as defined NZ IAS 24 Related
Party Disclosures), for example the entity’s board of directors andchief
executive officer.

NZ IFRS 7 requires the entity to provide disares about financial liabilities it
has designated as at fair value through profioss.|

4.3 Embedded derivatives

43.1

4.3.2

4.3.3

4.3.4

An embedded derivative is a component of aithydpntract that also includes a
non-derivative host—with the effect that some of thsh flows of the combined
instrument vary in a way similar to a stand-aloneivdéive. An embedded

derivative causes some or all of the cash flowsdttarwise would be required by
the contract to be modified according to a spetifiaterest rate, financial

instrument price, commodity price, foreign excharate, index of prices or rates,
credit rating or credit index, or other variablepyided in the case of a non-
financial variable that the variable is not specitib a party to the contract. A
derivative that is attached tdiaancial instrumenbut is contractually transferable
independently of that instrument, or has a differenunterparty, is not an

embedded derivative, but a separate financialungnt.

Hybrid contracts with financial asset hosts

If a hybrid contract contains a host that isan asset within the scope of this
NZ IFRS, an entity shall apply the requirements in @ragraphs 4.1.34.1.5 to
the entire hybrid contract.

Other hybrid contracts

If a hybrid contract contains a host that isiot an asset within the scope of this
NZ IFRS, an embedded derivative shall be separatedrdm the host and
accounted for as a derivative under this NZ IFRS ifand only if:

(@) the economic characteristics and risks of the embeeéd derivative are
not closely related to the economic characteristicand risks of the host
(see paragraphs B4.3.5 and B4.3.8);

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

(c) the hybrid contract is not measured at fair value \ith changes in fair
value recognised in profit or loss (ie a derivativehat is embedded in a
financial liability at fair value through profit or loss is not separated).

If an embedded derivative is separated, theokt contract shall be accounted
for in accordance with the appropriate NZ IFRSs. Tlis NZ IFRS does not
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address whether an embedded derivative shall be pented separately in the
statement of financial position.

Despite paragraphs 4.3.3 and 4.3.4, if a coatt contains one or more
embedded derivatives and the host is not an asseithin the scope of this
NZ IFRS, an entity may designate the entire hybrid ontract as at fair value
through profit or loss unless:

(@) the embedded derivative(s) do(es) not significantljnodify the cash flows
that otherwise would be required by the contract; or

(b) it is clear with little or no analysis when a simiar hybrid instrument is
first considered that separation of the embedded dwative(s) is
prohibited, such as a prepayment option embedded ira loan that
permits the holder to prepay the loan for approximaely its amortised
cost.

If an entity is required by this NZ IFRS to seprate an embedded derivative
from its host, but is unable to measure the embeddederivative separately
either at acquisition or at the end of a subsequerftnancial reporting period,
it shall designate the entire hybrid contract as afair value through profit or
loss.

If an entity is unable to determine reliathlg fair value of an embedded derivative
on the basis of its terms and conditions, thevalue of the embedded derivative
is the difference between the fair value of the tdybontract and the fair value of
the host, if those can be determined under thisPRZSL If the entity is unable to
determine the fair value of the embedded derivatig@ng this method,
paragraph 4.3.6 applies and the hybrid contraadesignated as at fair value
through profit or loss.

4.4 Reclassification

44.1

442
443

When, and only when, an entity changes its bmess model for managing
financial assets it shall reclassify all affectediriancial assets in accordance
with paragraphs 4.1.14.1.4.

An entity shall not reclassify any financialiability.

The following changes in circumstances areredassifications for the purposes
of paragraphs 4.4.1 and 4.4.2:

(@) A derivative that was previously a designated ancectiffe hedging
instrumentin a cash flow hedge or net investment hedge ngelogualifies
as such.

(b) A derivative becomes a designated and effective ihgdigistrument in a
cash flow hedge or net investment hedge.
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Chapter 5 Measurement

5.1 Initial measurement

5.1.1 At initial recognition, an entity shall measte a financial asset or financial
liability at its fair value (see paragraphs 5.4.15.4.3 and B5.4.4B5.4.17)
plus or minus, in the case of a financial asset dinancial liability not at
fair value through profit or loss, transaction costs that are directly
attributable to the acquisition or issue of the firancial asset or financial
liability.

5.1.2  When an entity uses settlement date accaufinan asset that is subsequently
measured at amortised cost, the asset is recoginisiedly at its fair value on the
trade date (see paragraphs B3.1.3—-B3.1.6).

5.2 Subsequent measurement of financial assets

5.2.1  After initial recognition, an entity shall mea&ure a financial asset in
accordance with paragraphs 4.134.1.5 at fair value (see paragraphs 5.4.1,
5.4.2 and B5.4.4B5.4.17) or amortised cost (see paragraphs 9 and AG5GS8
of NZ IAS 39).

5.2.2  An entity shall apply the impairment requiremets in paragraphs 5865 and
AG84-AG93 of NZ IAS 39 to financial assets measured at amiised cost.

5.2.3  An entity shall apply the hedge accounting regrements in paragraphs 89
102 of NZ IAS 39 to a financial asset that is desigted as ahedged item (see
paragraphs 78-84 and AG98-AG101 of NZ IAS 39).

5.3 Subsequent measurement of financial liabilities

5.3.1  After initial recognition, an entity shall meaure a financial liability in
accordance with paragraphs 4.234.2.2 (see paragraphs 5.4-5.4.3 and
B5.4.1-B5.4.17 and paragraphs 9 and AGEAGS of NZ IAS 39).

5.3.2  An entity shall apply the hedge accounting grirements in paragraphs 89
102 of NZ IAS 39 to a financial liability that is defggnated as a hedged item
(see paragraphs 7884 and AG98-AG101 of NZ IAS 39)

5.4 Fair value measurement

54.1 In determining the fair value of a financialasset or a financial liability for the
purpose of applying this NZ IFRS, NZ IAS 32, NZ IAS 3%r NZ IFRS 7, an
entity shall apply paragraphs B5.4.£B5.4.17.
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The best evidence of fair value is quotedgsrin an active market. If the market
for a financial instrument is not active, an entistablishes fair value by using a
valuation technique. The objective of using a &tibn technique is to establish
what the transaction price would have been on thesumement date in an arm’s
length exchange motivated by normal business cerstidns. Valuation
techniques include using recent arm’s length markansactions between
knowledgeable, willing parties, if available, refererto the current fair value of
another instrument that is substantially the sadig;ounted cash flow analysis
and option pricing models. If there is a valuatteshnique commonly used by
market participants to price the instrument andt tkechnique has been
demonstrated to provide reliable estimates of priobtained in actual market
transactions, the entity uses that technique. chiosen valuation technique makes
maximum use of market inputs and relies as litdepassible on entity-specific
inputs. It incorporates all factors that markettipgants would consider in setting
a price and is consistent with accepted economichadelogies for pricing
financial instruments. Periodically, an entity ibedtes the valuation technique
and tests it for validity using prices from any eh&ble current market
transactions in the same instrument (ie without fication or repackaging) or
based on any available observable market data.

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

5.5 Amortised cost measurement — not used

5.6 Reclassification of financial assets

5.6.1

5.6.2

5.6.3

If an entity reclassifies financial assets iaccordance with paragraph 4.4.1, it
shall apply the reclassification prospectively fromthe reclassification date.
The entity shall not restate any previously recogsied gains, losses or interest.

If, in accordance with paragraph 4.4.1, an dity reclassifies a financial asset
so that it is measured at fair value, its fair vale is determined at the
reclassification date. Any gain or loss arising frm a difference between the
previous carrying amount and fair value is recognied in profit or loss.

If, in accordance with paragraph 4.4.1, an dity reclassifies a financial asset
so that it is measured at amortised cost, its faivalue at the reclassification
date becomes its new carrying amount.

5.7 Gains and losses

57.1

A gain or loss on a financial asset or finaradiliability that is measured at fair
value shall be recognised in profit or loss unless:
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5.7.2

5.7.3

574

5.7.5

5.7.6

(@ it is part of a hedging relationship (see paragraph 89-102 of
NZ IAS 39);

(b) it is an investment in anequity instrument and the entity has elected to
present gains and losses on that investment in otheomprehensive
income in accordance with paragraph 5.7.5; or

(c) itis a financial liability designated as at fair \alue through profit or loss
and the entity is required to present the effects fochanges in the
liability’s credit risk in other comprehensive income in accordance with
paragraph 5.7.7.

A gain or loss on a financial asset that is meured at amortised cost and is
not part of a hedging relationship (see paragraph89-102 of NZ IAS 39) shall
be recognised in profit or loss when the financialasset is derecognised,
impaired or reclassified in accordance with paragrah 5.6.2, and through the
amortisation process. A gain or loss on a financidlability that is measured
at amortised cost and is not part of a hedging retoonship (see
paragraphs 89-102 of NZ IAS 39) shall be recognised in profit ordss when
the financial liability is derecognised and throughthe amortisation process.

A gain or loss on financial assets or finandiiabilities that are hedged items
(see paragraphs 7884 and AG98-AG101 of NZ IAS 39) shall be recognised
in accordance with paragraphs 89102 of NZ IAS 39.

If an entity recognises financial assets uginsettlement date accounting
(see paragraph 3.1.2 and paragraphs B3.1.3 and B3]}, any change in the
fair value of the asset to be received during theguiod between the trade date
and the settlement date is not recognised for asseineasured at amortised
cost (other than impairment losses). For assets msured at fair value,

however, the change in fair value shall be recogréd in profit or loss or in

other comprehensive income, as appropriate under pagraph 5.7.1.

Investments in equity instruments

At initial recognition, an entity may make anirrevocable election to present
in other comprehensive income subsequent changes timne fair value of an
investment in an equity instrument within the scopeof this NZ IFRS that is
not held for trading.

If an entity makes the election in paragraphb, it shall recognise in profit or loss
dividends from that investment when the entity’shtigp receive payment of the
dividend is established in accordance with NZ IAS 18.
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Liabilities designated as at fair value through pro fit
or loss

5.7.7  An entity shall present a gain or loss on anfancial liability designated as at
fair value through profit or loss as follows:

(@) The amount of change in the fair value of the finacdial liability that is
attributable to changes in the credit risk of that liability shall be
presented in other comprehensive income (see paraghs B5.7.13
B5.7.20), and

(b) the remaining amount of change in the fair value othe liability shall be
presented in profit or loss

unless the treatment of the effects of changes id liability’s credit risk
described in (a) would create or enlarge an accoumiy mismatch in profit or
loss (in which case paragraph 5.7.8 applies). Payaphs B5.7.5B5.7.7 and
B5.7.160-B5.7.12 provide guidance on determining whether araccounting
mismatch would be created or enlarged.

5.7.8 If the requirements in paragraph 5.7.7 wouldtreate or enlarge an accounting
mismatch in profit or loss, an entity shall presentall gains or losses on that
liability (including the effects of changes in thecredit risk of that liability) in
profit or loss.

5.7.9 Despite the requirements in paragraphs &7d75.7.8, an entity shall present in
profit or loss all gains and losses on loan committe and financial guarantee
contracts that are designated as at fair valuaitir@rofit or loss.

Chapter 6 Hedge accounting - not used
Chapter 7 Effective date and transition

7.1 Effective date

7.1.1  An entity shall apply this NZ IFRS for annuaripds beginning on or after
1 January 2013. Earlier application is permittédowever, if an entity elects to
apply this NZ IFRS early and has not already apgl&dFRS 9 issued in 2009, it
must apply all of the requirements in this NZ IFRSh& same time (but see also
paragraph 7.3.2). If an entity applies this NZ IFR&s financial statements for a
period beginning before 1 January 2013, it shaitldise that fact and at the same
time apply the amendments in Appendix C.
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7.2 Transition

7.21

7.2.2

7.2.3

7.2.4

7.25

7.2.6

7.2.7

An entity shall apply this NZ IFRS retrospeelyy in accordance with NZ IAS 8
Accounting Policies, Changes in Accounting Estimand Errors except as

specified in paragraphs 7.2.4-7.2.15. This NZ IER8&ll not be applied to items
that have already been derecognised at the datéiaf application.

For the purposes of the transition provisiongaragraphs 7.2.1 and 7.2.3-7.2.16,
the date of initial application is the date when amtity first applies the
requirements of this NZ IFRS. The date of initipbBcation may be:

(@) any date between the issue of this NZ IFRS and 31 bleee 2010, for
entities initially applying this NZ IFRS before 1niery 2011; or

(b) the beginning of the first reporting period in whitte entity adopts this
NZ IFRS, for entities initially applying this NZ IFRSNn or after
1 January 2011.

If the date of initial application is not thie beginning of a reporting period, the
entity shall disclose that fact and the reasonsidorg that date of initial application.

At the date of initial application, an entgfall assess whether a financial asset
meets the condition in paragraph 4.1.2(a) on teestwH the facts and circumstances
that exist at the date of initial application. Thesulting classification shall be
applied retrospectively irrespective of the engitpusiness model in prior reporting
periods.

If an entity measures a hybrid contract dt falue in accordance with

paragraph 4.1.4 or paragraph 4.1.5 but the fairevaf the hybrid contract had not
been determined in comparative reporting periols, fair value of the hybrid

contract in the comparative reporting periods shalthe sum of the fair values of
the components (ie the non-derivative host andethbedded derivative) at the
end of each comparative reporting period.

At the date of initial application, an entityall recognise any difference between
the fair value of the entire hybrid contract at ttate of initial application and the
sum of the fair values of the components of theridytontract at the date of initial
application:

(&) in the opening retained earnings of the reportiagagl of initial application
if the entity initially applies this NZ IFRS at tHeeginning of a reporting
period, or

(b) in profit or loss if the entity initially appliedis NZ IFRS during a reporting
period.

At the date of initial application, an entitay designate:

(@) a financial asset as measured at fair value thropgifit or loss in
accordance with paragraph 4.1.5, or

(b) an investment in an equity instrument as at failueathrough other
comprehensive income in accordance with paragrapb.5.
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Such designation shall be made on the basis ofaitts and circumstances that
exist at the date of initial application. That sddication shall be applied
retrospectively.

At the date of initial application, an entity:

(&) shall revoke its previous designation of a finahaigset as measured at fair
value through profit or loss if that financial atsdees not meet the condition
in paragraph 4.1.5.

(b) may revoke its previous designation of a finanesdet as measured at fair
value through profit or loss if that financial asseeets the condition in
paragraph 4.1.5.

Such revocation shall be made on the basis ofatis find circumstances that exist
at the date of initial application. That classifion shall be applied retrospectively.

At the date of initial application, an entity:

(&) may designate a financial liability as measurethimtvalue through profit or
loss in accordance with paragraph 4.2.2(a).

(b) shall revoke its previous designation of a finahigility as measured at fair
value through profit or loss if such designatiorswigade at initial recognition
in accordance with the condition now in paragrapB.2a) and such
designation does not satisfy that condition atite of initial application.

(c) may revoke its previous designation of a finantiebility as measured at
fair value through profit or loss if such desigoatiwas made at initial
recognition in accordance with the condition now @rggraph 4.2.2(a) and
such designation satisfies that condition at the dinitial application.

Such designation and revocation shall be made enb#sis of the facts and
circumstances that exist at the date of initialligpgion. That classification shall
be applied retrospectively.

If it is impracticable (as defined in NZ IABf8r an entity to apply retrospectively
the effective interest method or the impairmenunegments in paragraphs 58—-65
and AG84—-AG93 of NZ IAS 39, the entity shall treat thie ¥alue of the financial
asset at the end of each comparative period aanimrtised cost. In those
circumstances, the fair value of the financial assehe date of initial application
shall be treated as the new amortised cost of thahdial asset at the date of
initial application of this NZ IFRS.

If an entity previously accounted for anestvnent in an unquoted equity
instrument (or a derivative asset that is linkedrd must be settled by delivery of
such an unquoted equity instrument) at cost inraere with NZ IAS 39, it shall
measure that instrument at fair value at the ddténitial application. Any
difference between the previous carrying amount &aid value shall be
recognised in the opening retained earnings ofréjperting period that includes
the date of initial application.

If an entity previously accounted for a dative liability that is linked to and must
be settled by delivery of an unquoted equity imsint at cost in accordance with
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7.2.13

7.2.14

7.2.15

7.2.16

NZ IAS 39, it shall measure that derivative liabildy fair value at the date of
initial application. Any difference between the poes carrying amount and fair
value shall be recognised in the opening retairsediegs of the reporting period
that includes the date of initial application.

At the date of initial application, an gnshall determine whether the treatment in
paragraph 5.7.7 would create or enlarge an acewuntismatch in profit or loss on
the basis of the facts and circumstances that akigte date of initial application.
This NZ IFRS shall be applied retrospectively om asis of that determination.

Despite the requirement in paragraph 7.2.Endity that adopts this NZ IFRS for
reporting periods beginning before 1 January 20d4&dmot restate prior periods.
If an entity does not restate prior periods, thityeshall recognise any difference
between the previous carrying amount and the carginount at the beginning of
the annual reporting period that includes the d#tenitial application in the
opening retained earnings (or other component aftggas appropriate) of the
reporting period that includes the date of iniigplication. However, if an entity
restates prior periods, the restated financialestahts must reflect all of the
requirements in this NZ IFRS.

If an entity prepares interim financial rgpoin accordance with NZ IAS 34
Interim Financial Reportinghe entity need not apply the requirements in this
NZ IFRS to interim periods prior to the date of i@litapplication if it is
impracticable (as defined in NZ IAS 8).

Entities that have applied early NZ IFRS 9 issuedi n
2009

An entity shall apply the transition reqmemnts in paragraphs 7.2.1-7.2.15 at the
relevant date of initial application. In other wsy an entty shall apply
paragraphs 7.2.4-7.2.11 if it applies NZ IFRS 8ugsl in 2009) or, not having done
so, when it applies NZ IFRS 9 (issued in 2010)tinentirety. An entity is not
permitted to apply those paragraphs more than once.

7.3 Withdrawal of NZ IFRIC 9 and NZ IFRS 9 (2009)

7.31

7.3.2

This NZ IFRS supersedes NZ IFRI(R8assessment of Embedded Derivatives.
The requirements added to NZ IFRS 9 in October 20idbrporated the
requirements previously set out in paragraphs 5 araf NZ IFRIC 9. As a
consequential amendment, NZ IFRS Flrst-time Adoption of International
Financial Reporting Standardacorporated the requirements previously set out i
paragraph 8 of NZ IFRIC 9.

This NZ IFRS supersedes NZ IFRS 9 issued i®26wever, for annual periods
beginning before 1 January 2013, an entity may ébeapply NZ IFRS 9 issued in
2009 instead of applying this NZ IFRS.
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Appendix A

Defined terms

NZ IFRS 9 (2010)

This appendix is an integral part of the NZ IFRS.

derecognition

derivative

fair value

financial guarantee
contract

financial liability
at fair value
through profit or
loss

The removal of a previously recognised financiaear financial
liability from an entity’s statement of financiabgition.

A financial instrument or other contract within theope of this
NZ IFRS (see paragraph 2.1) with all three of theofahg
characteristics.

(@) Its value changes in response to the change inesifigul
interest rate, financial instrument price, commpditrice,
foreign exchange rate, index of prices or ratesgitrating or
credit index, or other variable, provided in theeaf a non-
financial variable that the variable is not spectfi a party to
the contract (sometimes called the ‘underlying’).

(b) It requires no initial net investment or an initiedt investment
that is smaller than would be required for otheretymf
contracts that would be expected to have a singigpanse to
changes in market factors.

(c) Iltis settled at a future date.

The amount for which an asset could be exchanged, l@bility
settled, between knowledgeable, willing parties inaam’s length
transaction.

A contract that requires the issuer to make specifiayments to
reimburse the holder for a loss it incurs becauspegified debtor
fails to make payment when due in accordance wittotfggnal or
modified terms of a debt instrument.

A financial liability that meets either of the folling conditions.

(@) It meets the definition of held for trading.

(b) Upon initial recognition it is designated by thetity as at fair
value through profit or loss in accordance with gesiph 4.2.2
or 4.3.5.

Paragraphs 5.4.1-5.4.3 and B5.4.1-B5.4.17 com&gjnirements for determining the fair value of a
financial asset or financial liability.
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held for trading A financial asset or financial liability that:

() is acquired or incurredrincipally for the purpose of selling
repurchasing it in the near term;

(b) oninitial recognition is part of a portfolio ofedtified financia
instruments that are managed together and for wihiefe i
evidence of a recent actual pattern of short-terdfitptaking;
or

(c) is a derivative (except for a derivative that isfimancia
guarantee contract or a designated and effectivdgihg
instrument).

reclassification The first day of the first reporting period follovgrthe change
date business model that results in an entity reclasgiffinancial assets.

regular way A purchase or sale of a financial asset under aacntvhose tern
purchase or sale require delivery of the asset within the time framstablishe
generally by regulation or convention in the mapkaste concerned.

The following terms are defined in paragraph 11 of IN% 32, paragraph 9 of NZ IAS 39
or Appendix A of NZ IFRS 7 and are used in this NZ IFRig the meanings specified in
NZ IAS 32, NZIAS 39 or NZ IFRS 7:

(@) amortised cost of a financial asset or financability
(b) credit risk

(c) effective interest method

(d) equity instrument

(e) financial asset

(f) financial instrument

(g) financial liability

(h) hedged item

() hedging instrument

(j) transaction costs.
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Appendix B
Application guidance

This appendix is an integral part of the NZ IFRS.

Recognition and derecognition (chapter 3)

Initial recognition (section 3.1)

B3.1.1 As a consequence of the principle in pardg@ap.1, an entity recognises all of its
contractual rights and obligations under derivatiue its statement of financial
position as assets and liabilities, respectivetgept for derivatives that prevent a
transfer of financial assets from being accountet fis a sale (see
paragraph B3.2.14). If a transfer of a financiased does not qualify for
derecognition, the transferee does not recognisdrtinsferred asset as its asset
(see paragraph B3.2.15).

B3.1.2 The following are examples of applying thiegiple in paragraph 3.1.1:

(&) Unconditional receivables and payables are recodraseassets or liabilities
when the entity becomes a party to the contract an@, consequence, has a
legal right to receive or a legal obligation to magh.

(b) Assets to be acquired and liabilities to be incurasda result of a firm
commitment to purchase or sell goods or services generally not
recognised until at least one of the parties hadopeed under the
agreement. For example, an entity that receivdsna order does not
generally recognise an asset (and the entity tlzatep the order does not
recognise a liability) at the time of the commitrhéyut, rather, delays
recognition until the ordered goods or servicesehiaeen shipped, delivered
or rendered. If a firm commitment to buy or sefindfinancial items is
within the scope of this NZ IFRS in accordance witliageaphs 5-7 of
NZ IAS 39, its net fair value is recognised as aretss liability on the
commitment date (see (c) below). In addition, graviously unrecognised
firm commitment is designated as a hedged item fairavalue hedge, any
change in the net fair value attributable to thedeel risk is recognised as an
asset or liability after the inception of the hedgee paragraphs 93 and 94 of
NZ IAS 39).

(c) A forward contract that is within the scope of this NERS (see
paragraph 2.1) is recognised as an asset or ditliabm the commitment
date, rather than on the date on which settlem&astplace. When an entity
becomes a party to a forward contract, the fair emlof the right and
obligation are often equal, so that the net faln@af the forward is zero. If
the net fair value of the right and obligation ist reero, the contract is
recognised as an asset or liability.
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B3.1.3

B3.1.4

B3.1.5

B3.1.6

(d) Option contracts that are within the scope of tiNZ IFRS (see
paragraph 2.1) are recognised as assets or liabwithen the holder or writer
becomes a party to the contract.

(e) Planned future transactions, no matter how likele aot assets and
liabilities because the entity has not become gy para contract.

Regular way purchase or sale of financial assets

A regular way purchase or sale of financiaktsis recognised using either trade
date accounting or settlement date accounting asrided in paragraphs B3.1.5
and B3.1.6. An entity shall apply the same methmusistently for all purchases
and sales of financial assets that are classifiglé same way in accordance with
this NZ IFRS. For this purpose assets that are atanty measured at fair value
through profit or loss form a separate classifaatirom assets designated as
measured at fair value through profit or loss. affdition, investments in equity
instruments accounted for using the option providegaragraph 5.7.5 form a
separate classification.

A contract that requires or permits net eetént of the change in the value of the
contract is not a regular way contract. Insteadhsucontract is accounted for as
a derivative in the period between the trade datietlae settlement date.

The trade date is the date that an entitynoits itself to purchase or sell an asset.
Trade date accounting refers to (a) the recognitiban asset to be received and
the liability to pay for it on the trade date, &)l derecognition of an asset that is
sold, recognition of any gain or loss on disposal he recognition of a receivable
from the buyer for payment on the trade date. Gdlyeinterest does not start to
accrue on the asset and corresponding liabilityt thre settlement date when title
passes.

The settlement date is the date that ant asséelivered to or by an entity.
Settlement date accounting refers to (a) the rdatiogrof an asset on the day it is
received by the entity, and (b) the derecognitibaroasset and recognition of any
gain or loss on disposal on the day that it isvéedid by the entity. When
settlement date accounting is applied an entitpacts for any change in the fair
value of the asset to be received during the pdratd/een the trade date and the
settlement date in the same way as it accountshracquired asset. In other
words, the change in value is not recognised fagtasseasured at amortised cost;
it is recognised in profit or loss for assets dfgess$ as financial assets measured at
fair value through profit or loss; and it is recagd in other comprehensive
income for investments in equity instruments act¢edrfor in accordance with
paragraph 5.7.5.
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Derecognition of financial assets (section 3.2)

B3.2.1 The following flow chart illustrates the evation of whether and to what extent a
financial asset is derecognised.

Consolidate all subsidiaries (including any SPE)
[Paragraph 3.2.1]

Determine whether the derecognition principles below are
applied to a part or all of an asset (or group of
similar assets) [Paragraph 3.2.2]

Have the rights to the
cash flows from the asset

expired? [Paragraph 3.2.3(a)

No

Yes
Derecognise the asset

/

Has the entity transferred
its rights to receive the cash
flows from the asset?
[Paragraph 3.2.4(a)]

Yes

Has the entity assumed
an obligation to pay the cash flows
from the asset that meets the
conditions in paragraph 3.2.5?
~ [Paragraph 3.2.4(b)] -

Ph 224001~

\\

Continue to
recognise the asset

Yes

Y

Has the entity transferred
substantially all risks and rewards?
[Paragraph 3.2.6(a)]

Derecognise the asset

No

Has the entity retained Yes
substantially all risks and rewards?

Paragraph 3.2.6(b)]

Continue to
recognise the asset

Has the entity retained
control of the asset?

Derecognise the asset
[Paragraph 3.2.6(c)]

Yes

/

Continue to recognise the asset to the extent of the entity’s
continuing involvement
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B3.2.2

B3.2.3

B3.2.4

B3.2.5

B3.2.6

Arrangements under which an entity retains the contractual
rights to receive the cash flows of a financial asset, but assumes
a contractual obligation to pay the cash flows to one or more
recipients (paragraph 3.2.4(b))

The situation described in paragraph 3.2.4fhen an entity retains the

contractual rights to receive the cash flows of fihancial asset, but assumes a
contractual obligation to pay the cash flows to onenore recipients) occurs, for

example, if the entity is a special purpose emtitytrust, and issues to investors
beneficial interests in the underlying financiabets that it owns and provides
servicing of those financial assets. In that cdéise,financial assets qualify for

derecognition if the conditions in paragraphs 3&h8 3.2.6 are met.

In applying paragraph 3.2.5, the entity ddu, for example, the originator of the
financial asset, or it could be a group that inekid consolidated special purpose
entity that has acquired the financial asset arssgmon cash flows to unrelated
third party investors.

Evaluation of the transfer of risks and rewards of ownership
(paragraph 3.2.6)

Examples of when an entity has transferrddtamtially all the risks and rewards
of ownership are:

(@) an unconditional sale of a financial asset;

(b) a sale of a financial asset together with an optorepurchase the financial
asset at its fair value at the time of repurchasd,;

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

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

(a) a sale and repurchase transaction where the reerghie is a fixed price
or the sale price plus a lender’s return;
(b) a securities lending agreement;

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

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

(e) a sale of short-term receivables in which the emfitsgrantees to compensate
the transferee for credit losses that are likelgdour.

If an entity determines that as a resutheftransfer, it has transferred substantially
all the risks and rewards of ownership of the fiemed asset, it does not recognise
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the transferred asset again in a future perio@ssrit reacquires the transferred asset
in a new transaction.

Evaluation of the transfer of control

An entity has not retained control of a tfamed asset if the transferee has the
practical ability to sell the transferred asset. émiity has retained control of a
transferred asset if the transferee does not Haweptactical ability to sell the
transferred asset. A transferee has the practidiityao sell the transferred asset
if it is traded in an active market because thedferee could repurchase the
transferred asset in the market if it needs torrethe asset to the entity. For
example, a transferee may have the practical ahdisell a transferred asset if the
transferred asset is subject to an option thatvallthe entity to repurchase it, but
the transferee can readily obtain the transferssgtan the market if the option is
exercised. A transferee does not have the pradituidity to sell the transferred
asset if the entity retains such an option andtittwesferee cannot readily obtain
the transferred asset in the market if the enkgra@ses its option.

The transferee has the practical abilityséll the transferred asset only if the
transferee can sell the transferred asset in tisegnto an unrelated third party
and is able to exercise that ability unilaterallydawithout imposing additional
restrictions on the transfer. The critical questi® what the transferee is able to
do in practice, not what contractual rights thesfaree has concerning what it can
do with the transferred asset or what contractudlipitions exist. In particular:

(a) a contractual right to dispose of the transferesbthas little practical effect
if there is no market for the transferred assed, an

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

0) the transferee’s ability to dispose of the transigrasset must be
independent of the actions of others (ie it mustabenilateral
ability), and

(i) the transferee must be able to dispose of the feard asset

without needing to attach restrictive conditionsstrings’ to the
transfer (eg conditions about how a loan assetridceel or an
option giving the transferee the right to repurehtéhe asset).

That the transferee is unlikely to sell tlesferred asset does not, of itself, mean
that the transferor has retained control of thedfered asset. However, if a put
option or guarantee constrains the transferee fselling the transferred asset,
then the transferor has retained control of thesfierred asset. For example, if a
put option or guarantee is sufficiently valuablecdinstrains the transferee from
selling the transferred asset because the traesteoeld, in practice, not sell the
transferred asset to a third party without attachingimilar option or other
restrictive conditions. Instead, the transfereeld/dold the transferred asset so as
to obtain payments under the guarantee or put mptidnder these circumstances
the transferor has retained control of the transteasset.
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Transfers that qualify for derecognition

B3.2.10 An entity may retain the right to a partteé interest payments on transferred
assets as compensation for servicing those ass@tse part of the interest
payments that the entity would give up upon ternmmator transfer of the
servicing contract is allocated to the servicingea®r servicing liability. The part
of the interest payments that the entity would rieé @ip is an interest-only strip
receivable. For example, if the entity would novegiup any interest upon
termination or transfer of the servicing contrabe entire interest spread is an
interest-only strip receivable. For the purposkeapplying paragraph 3.2.13, the
fair values of the servicing asset and interesy-atiip receivable are used to
allocate the carrying amount of the receivable betwthe part of the asset that is
derecognised and the part that continues to begnésed. If there is no servicing
fee specified or the fee to be received is not etqueto compensate the entity
adequately for performing the servicing, a liakilibr the servicing obligation is
recognised at fair value.

B3.2.11 In estimating the fair values of the padttcontinues to be recognised and the
part that is derecognised for the purposes of apgplygaragraph 3.2.13, an entity
applies the fair value measurement requiremengganagraphs 5.4.1-5.4.3 and
B5.4.1-B5.4.13 in addition to paragraph 3.2.14.

Transfers that do not qualify for derecognition

B3.2.12 The following is an application of the pijsle outlined in paragraph 3.2.15. If a
guarantee provided by the entity for default losseshe transferred asset prevents
a transferred asset from being derecognised bectngseentity has retained
substantially all the risks and rewards of ownergifighe transferred asset, the
transferred asset continues to be recognised ianitisety and the consideration
received is recognised as a liability.

Continuing involvement in transferred assets

B3.2.13 The following are examples of how an entiBasures a transferred asset and the
associated liability under paragraph 3.2.16.

All assets

(a) If a guarantee provided by an entity to pay foradéflosses on a transferred
asset prevents the transferred asset from beiegalgmised to the extent of the
continuing involvement, the transferred asset at date of the transfer is
measured at the lower of (i) the carrying amounthaf asset and (ii) the
maximum amount of the consideration received intthesfer that the entity
could be required to repay (‘the guarantee amaufitje associated liability is
initially measured at the guarantee amount pludaiesalue of the guarantee
(which is normally the consideration received fohet guarantee).
Subsequently, the initial fair value of the guaesnis recognised in profit or
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loss on a time proportion basis (see NZ IAS 18) #redcarrying value of
the asset is reduced by any impairment losses.

Assets measured at amortised cost

(b)

If a put option obligation written by an entity calcoption right held by an

entity prevents a transferred asset from beingodgrésed and the entity
measures the transferred asset at amortised besgstsociated liability is

measured at its cost (ie the consideration recgiwesdjusted for the

amortisation of any difference between that cost wedamortised cost of
the transferred asset at the expiration date ofoyhtgon. For example,

assume that the amortised cost and carrying anafuhe asset on the date
of the transfer is CU98 and that the considerategeived is CU95. The
amortised cost of the asset on the option exedase will be CU100. The

initial carrying amount of the associated liabilisyCU95 and the difference
between CU95 and CU100 is recognised in profit or lmssg the effective

interest method. If the option is exercised, aifyetence between the
carrying amount of the associated liability and teeercise price is

recognised in profit or loss.

Assets measured at fair value

(©)

(d)

If a call option right retained by an entity pret®a transferred asset from
being derecognised and the entity measures thefénaiad asset at fair
value, the asset continues to be measured atiitseflue. The associated
liability is measured at (i) the option exercisécprless the time value of
the option if the option is in or at the money, (dy the fair value of the
transferred asset less the time value of the optitre option is out of the
money. The adjustment to the measurement of tsecased liability
ensures that the net carrying amount of the asgkthee associated liability
is the fair value of the call option right. Fowxaenple, if the fair value of
the underlying asset is CU80, the option exerciseepis CU95 and the
time value of the option is CU5, the carrying amiooh the associated
liability is CU75 (CU80 — CU5) and the carrying amowf the transferred
asset is CU8O (ie its fair value).

If a put option written by an entity prevents a sf@mred asset from being
derecognised and the entity measures the trandfasset at fair value, the
associated liability is measured at the option @ser price plus the time
value of the option. The measurement of the atsktir value is limited to
the lower of the fair value and the option exergsiee because the entity
has no right to increases in the fair value of ttaasferred asset above the
exercise price of the option. This ensures thatt carrying amount of the
asset and the associated liability is the fair @alfithe put option obligation.
For example, if the fair value of the underlyingeisis CU120, the option
exercise price is CU100 and the time value of th@®aps CU5, the carrying
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amount of the associated liability is CU105 (CU100U5) and the carrying
amount of the asset is CU100 (in this case th@omkercise price).

(e) If a collar, in the form of a purchased call andtien put, prevents a
transferred asset from being derecognised andrttity eneasures the asset
at fair value, it continues to measure the assftiatalue. The associated
liability is measured at (i) the sum of the calessise price and fair value of
the put option less the time value of the call aptiif the call option is in or
at the money, or (ii) the sum of the fair valuetlué asset and the fair value
of the put option less the time value of the caplian if the call option is out
of the money. The adjustment to the associatédlitinensures that the net
carrying amount of the asset and the associatbditljais the fair value of
the options held and written by the entity. Forregle, assume an entity
transfers a financial asset that is measured avéhie while simultaneously
purchasing a call with an exercise price of CU120 wariting a put with an
exercise price of CU80. Assume also that the falnevaf the asset is
CU100 at the date of the transfer. The time vafub®put and call are CU1
and CU5 respectively. In this case, the entity gacses an asset of CU100
(the fair value of the asset) and a liability of G J@CU100 + CU1) — CU5].
This gives a net asset value of CU4, which is thealue of the options
held and written by the entity.

All transfers

B3.2.14 To the extent that a transfer of a findresset does not qualify for derecognition,
the transferor's contractual rights or obligatiom$ated to the transfer are not
accounted for separately as derivatives if recagaisoth the derivative and either
the transferred asset or the liability arising frahe transfer would result in
recognising the same rights or obligations twiceor Example, a call option
retained by the transferor may prevent a transfeiinancial assets from being
accounted for as a sale. In that case, the ctiirofs not separately recognised as
a derivative asset.

B3.2.15 To the extent that a transfer of a findresset does not qualify for derecognition,
the transferee does not recognise the transfesset as its asset. The transferee
derecognises the cash or other consideration paidexognises a receivable from
the transferor. If the transferor has both a rightl an obligation to reacquire
control of the entire transferred asset for a fixadount (such as under a
repurchase agreement), the transferee may measueeeivable at amortised cost
if it meets the criteria in paragraph 4.1.2.

Examples

B3.2.16 The following examples illustrate the apgtiicn of the derecognition principles of
this NZ IFRS.

(&) Repurchase agreements and securities lendiliga financial asset is sold
under an agreement to repurchase it at a fixe@ pri@t the sale price plus a
lender’'s return or if it is loaned under an agreeim® return it to the
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transferor, it is not derecognised because thesfeaor retains substantially
all the risks and rewards of ownership. If the tfaree obtains the right to
sell or pledge the asset, the transferor reclassifie asset in its statement of
financial position, for example, as a loaned asse¢purchase receivable.

Repurchase agreements and securities lending—absetare substantially
the same. If a financial asset is sold under an agreemenmepurchase the
same or substantially the same asset at a fixed priat the sale price plus a
lender’'s return or if a financial asset is borrowed loaned under an
agreement to return the same or substantiallyahesasset to the transferor,
it is not derecognised because the transferome®ibstantially all the risks
and rewards of ownership.

Repurchase agreements and securities lending—rifisulbstitution. If a
repurchase agreement at a fixed repurchase priagpdce equal to the sale
price plus a lender's return, or a similar secesitiending transaction,
provides the transferee with a right to substitsteets that are similar and of
equal fair value to the transferred asset at tharohase date, the asset sold
or lent under a repurchase or securities lendirgnstiction is not
derecognised because the transferor retains stibfiiamll the risks and
rewards of ownership.

Repurchase right of first refusal at fair valudf an entity sells a financial

asset and retains only a right of first refusalrépurchase the transferred
asset at fair value if the transferee subsequesdys it, the entity

derecognises the asset because it has transferbstastially all the risks

and rewards of ownership.

Wash sale transactionThe repurchase of a financial asset shortly dtftesis
been sold is sometimes referred to as a wash Saleh a repurchase does not
preclude derecognition provided that the originegnsaction met the
derecognition requirements. However, if an agregreesell a financial asset
is entered into concurrently with an agreemenepurchase the same asset at a
fixed price or the sale price plus a lender's mtuhen the asset is not
derecognised.

Put options and call options that are deeply in theney. If a transferred

financial asset can be called back by the transfenal the call option is

deeply in the money, the transfer does not quédifyderecognition because
the transferor has retained substantially all tieksr and rewards of
ownership. Similarly, if the financial asset canpug back by the transferee
and the put option is deeply in the money, thesfiemdoes not qualify for

derecognition because the transferor has retainbdtantially all the risks

and rewards of ownership.

Put options and call options that are deeply outh® money. A financial
asset that is transferred subject only to a degfsthe-money put option
held by the transferee or a deep out-of-the-moradyaption held by the
transferor is derecognised. This is because #esfieror has transferred
substantially all the risks and rewards of ownership.
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Readily obtainable assets subject to a call optfat is neither deeply in the
money nor deeply out of the monel§ an entity holds a call option on an
asset that is readily obtainable in the marketthedoption is neither deeply
in the money nor deeply out of the money, the assd¢recognised. This is
because the entity (i) has neither retained nosfeared substantially all the
risks and rewards of ownership, and (ii) has notmethcontrol. However,
if the asset is not readily obtainable in the mgrélerecognition is precluded
to the extent of the amount of the asset that jest to the call option
because the entity has retained control of thet.asse

A not readily obtainable asset subject to a putayptritten by an entity that
is neither deeply in the money nor deeply out ofrttumey. If an entity
transfers a financial asset that is not readilyailatble in the market, and
writes a put option that is not deeply out of thenmg the entity neither
retains nor transfers substantially all the risk&l aewards of ownership
because of the written put option. The entity retaiontrol of the asset if the
put option is sufficiently valuable to prevent ttiansferee from selling the
asset, in which case the asset continues to beniseaogto the extent of the
transferor's continuing involvement (see paragr&$2.9). The entity
transfers control of the asset if the put optiomas sufficiently valuable to
prevent the transferee from selling the asset, iiclwitase the asset is
derecognised.

Assets subject to a fair value put or call optianaoforward repurchase
agreement.A transfer of a financial asset that is subjedy ¢m a put or call
option or a forward repurchase agreement that haxeartise or repurchase
price equal to the fair value of the financial asstethe time of repurchase
results in derecognition because of the transfesubfstantially all the risks
and rewards of ownership.

Cash-settled call or put options.An entity evaluates the transfer of a
financial asset that is subject to a put or catlapor a forward repurchase
agreement that will be settled net in cash to deternwhether it has retained
or transferred substantially all the risks and relsanf ownership. If the
entity has not retained substantially all the riakdl rewards of ownership of
the transferred asset, it determines whether itrht@ned control of the
transferred asset. That the put or the call or fitrvard repurchase
agreement is settled net in cash does not autasigtimean that the entity
has transferred control (see paragraphs B3.2.9gn¢h) and (i) above).

Removal of accounts provisionA removal of accounts provision is an
unconditional repurchase (call) option that giveseatity the right to reclaim
assets transferred subject to some restrictiomsvided that such an option
results in the entity neither retaining nor transfigg substantially all the
risks and rewards of ownership, it precludes derdtiogronly to the extent
of the amount subject to repurchase (assumingttleatransferee cannot sell
the assets). For example, if the carrying amountt proceeds from the
transfer of loan assets are CU100,000 and any thaviloan could be called
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back but the aggregate amount of loans that coaltepurchased could not
exceed CU10,000, CU90,000 of the loans would quédifglerecognition.

Clean-up calls. An entity, which may be a transferor, that services
transferred assets may hold a clean-up call tohases remaining transferred
assets when the amount of outstanding assets falis dpecified level at
which the cost of servicing those assets becomedehsome in relation to
the benefits of servicing. Provided that such eawctup call results in the
entity neither retaining nor transferring substhtiall the risks and rewards
of ownership and the transferee cannot sell theetgsst precludes
derecognition only to the extent of the amounthef &ssets that is subject to
the call option.

Subordinated retained interests and credit guaraste An entity may

provide the transferee with credit enhancement bypinating some or all
of its interest retained in the transferred asgdternatively, an entity may
provide the transferee with credit enhancement & fibrm of a credit

guarantee that could be unlimited or limited topacified amount. If the
entity retains substantially all the risks and redgaof ownership of the
transferred asset, the asset continues to be riseagim its entirety. If the
entity retains some, but not substantially all,tloé risks and rewards of
ownership and has retained control, derecognitiqgerésluded to the extent
of the amount of cash or other assets that théyeruld be required to pay.

Total return swaps.An entity may sell a financial asset to a trarséeand
enter into a total return swap with the transfevegereby all of the interest
payment cash flows from the underlying asset ardttednto the entity in
exchange for a fixed payment or variable rate paytraed any increases or
declines in the fair value of the underlying asset absorbed by the entity.
In such a case, derecognition of all of the assptaohibited.

Interest rate swaps.An entity may transfer to a transferee a fixeck rat
financial asset and enter into an interest rate switp the transferee to

receive a fixed interest rate and pay a variabterést rate based on a
notional amount that is equal to the principal amoaf the transferred

financial asset. The interest rate swap does maiyate derecognition of the
transferred asset provided the payments on the swapot conditional on

payments being made on the transferred asset.

Amortising interest rate swapgAn entity may transfer to a transferee a fixed
rate financial asset that is paid off over timed @mter into an amortising
interest rate swap with the transferee to receiveed finterest rate and pay a
variable interest rate based on a notional amolfrthe notional amount of
the swap amortises so that it equals the principeduat of the transferred
financial asset outstanding at any point in tinfes swap would generally
result in the entity retaining substantial prepagtngsk, in which case the
entity either continues to recognise all of thesfarred asset or continues to
recognise the transferred asset to the extentsofahtinuing involvement.
Conversely, if the amortisation of the notional amboof the swap is not
linked to the principal amount outstanding of thensferred asset, such a
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swap would not result in the entity retaining prepaginrisk on the asset.
Hence, it would not preclude derecognition of thedfarred asset provided
the payments on the swap are not conditional orrastepayments being
made on the transferred asset and the swap doesesudt in the entity
retaining any other significant risks and rewards osfnership on the

transferred asset.

B3.2.17 This paragraph illustrates the applicatibthe continuing involvement approach

when the entity’s continuing involvement is in atpafra financial asset.

Assume an entity has a portfolio of prepayable logingse coupon and effective intereg
rate is 10 per cent and whose principal amountaamnalrtised cost is CU10,000. It enters
into a transaction in which, in return for a paymeh€U9,115, the transferee obtains th
right to CU9,000 of any collections of principal plinterest thereon at 9.5 per cent. Th
entity retains rights to CU1,000 of any collectiafsprincipal plus interest thereon at 10
per cent, plus the excess spread of 0.5 per cethteoremaining CU9,000 of principal.
Collections from prepayments are allocated betwkerentity and the transferee

proportionately in the ratio of 1:9, but any defawdre deducted from the entity’s intereg
of CU1,000 until that interest is exhausted. Tievalue of the loans at the date of the
transaction is CU10,100 and the estimated fairevalithe excess spread of 0.5 per cerj
Cu4o0.

The entity determines that it has transferred ssigrficant risks and rewards of
ownership (for example, significant prepayment risld) has also retained some
significant risks and rewards of ownership (becadists subordinated retained interest)
and has retained control. It therefore appliextinuing involvement approach.

To apply this NZ IFRS, the entity analyses the taatien as (a) a retention of a fully
proportionate retained interest of CU1,000, plugtfe)subordination of that retained
interest to provide credit enhancement to the feame for credit losses.

The entity calculates that CU9,090 (90 per cent x @LIO) of the consideration receivi
remainder of the consideration received (CU25) s consideration received for

losses. In addition, the excess spread of 0.5qm@rrepresents consideration received
the credit enhancement. Accordingly, the total @Bration received for the credit
enhancement is CU65 (CU25 + CUA40).

continued...

of CU9,115 represents the consideration for a fatyportionate 90 per cent share. The
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subordinating its retained interest to provide itredhancement to the transferee for credit

or
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...continued

The entity calculates the gain or loss on the sithe 90 per cent share of cash flows.
Assuming that separate fair values of the 90 perpam transferred and the 10 per cen
part retained are not available at the date ofrdresfer, the entity allocates the carrying
amount of the asset in accordance with paragraph43a3 follows:

Estimated Percentage Allocated

fair value carrying

amount

Portion transferred 9,090 90% 9,000
Portion retained 1,010 10% 1,000
Total 10,100 10,000

The entity computes its gain or loss on the salb®®0 per cent share of the cash flows
by deducting the allocated carrying amount of theipn transferred from the
consideration received, ie CU90 (CU9,090 — CU9,0dbje carrying amount of the
portion retained by the entity is CU1,000.

In addition, the entity recognises the continuimgolvement that results from the
subordination of its retained interest for credgdes. Accordingly, it recognises an asset
of CU1,000 (the maximum amount of the cash flowsatld not receive under the

subordination), and an associated liability of Cl&5,Qwhich is the maximum amount of
the cash flows it would not receive under the suinatébn, ie CU1,000 plus the fair valye
of the subordination of CU65).

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

Debit Credit
Original asset — 9,000
Asset recognised for subordination or the
residual interest 1,000 _
Asset for the consideration received in the
form of excess spread 40 -
Profit or loss (gain on transfer) - 90
Liability — 1,065
Cash received 9,115 —
Total 10,155 10,155

continued...
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...continued

Immediately following the transaction, the carryamgount of the asset is CU2,040
comprising CU1,000, representing the allocated abte portion retained, and CU1,04
representing the entity’s additional continuingalwement from the subordination of its
retained interest for credit losses (which incluthesexcess spread of CU40).

In subsequent periods, the entity recognises thsideration received for the credit

using the effective interest method and recograsgscredit impairment on the recognis
assets. As an example of the latter, assume tlla¢ ifollowing year there is a credit
impairment loss on the underlying loans of CU300e €ntity reduces its recognised as
by CU600 (CU300 relating to its retained interest @uB00 relating to the additional
continuing involvement that arises from the submeition of its retained interest for cred
losses), and reduces its recognised liability by @U3The net result is a charge to prof

enhancement (CU65) on a time proportion basis, asdnierest on the recognised ass¢e

D

—

set

—

—

or loss for credit impairment of CU300.

Derecognition of financial liabilities (section 3.3 )

B3.3.1 A financial liability (or part of it) is exiguished when the debtor either:

(@) discharges the liability (or part of it) by payitige creditor, normally with

cash, other financial assets, goods or services; or

(b) is legally released from primary responsibility the liability (or part of it)

either by process of law or by the creditor. (IEtHebtor has given
guarantee this condition may still be met.)

B3.3.2 If an issuer of a debt instrument repurchat®at instrument, the debt
extinguished even if the issuer is a market makehat instrument or intends
resell it in the near term.

a

is
to

B3.3.3 Payment to a third party, including a trsbmetimes called ‘in-substance
defeasance’), does not, by itself, relieve the alebt its primary obligation to the

creditor, in the absence of legal release.

B3.3.4 If a debtor pays a third party to assumefaigation and notifies its creditor that

the third party has assumed its debt obligatioa disbtor does not derecognise
debt obligation unless the condition in paragraf@3BL(b) is met. If the debt
pays a third party to assume an obligation andibta legal release from
creditor, the debtor has extinguished the debt. Kewadf the debtor agrees

the
or
its
to

make payments on the debt to the third party actlito its original creditor, the

debtor recognises a new debt obligation to the {hrtly.
B3.3.5 Although legal release, whether judicially by the creditor, results

in

derecognition of a liability, the entity may recigm a new liability if the

derecognition criteria in paragraphs 3.2.1-3.2.88 rrot met for the financi
assets transferred. If those criteria are not e, transferred assets are
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derecognised, and the entity recognises a newitiabdlating to the transferred
assets.

For the purpose of paragraph 3.3.2, the gesine substantially different if the
discounted present value of the cash flows undengheterms, including any fees
paid net of any fees received and discounted uiagoriginal effective interest
rate, is at least 10 per cent different from thscdunted present value of the
remaining cash flows of the original financial likyi If an exchange of debt
instruments or modification of terms is accounted ds an extinguishment, any
costs or fees incurred are recognised as part ef ghin or loss on the
extinguishment. If the exchange or modificationnist accounted for as an
extinguishment, any costs or fees incurred adjbst d¢arrying amount of the
liability and are amortised over the remaining terfinthe modified liability.

In some cases, a creditor releases a délotor its present obligation to make
payments, but the debtor assumes a guarantee taiiig® pay if the party
assuming primary responsibility defaults. In theseumstances the debtor:

(&) recognises a new financial liability based on thie ¥alue of its obligation
for the guarantee, and

(b) recognises a gain or loss based on the differert@elen (i) any proceeds
paid and (i) the carrying amount of the originadaicial liability less the
fair value of the new financial liability.

Classification (chapter 4)

B4.1.1

B4.1.2

B4.1.3

Classification of financial assets (section 4.1)

The entity’s business model for managing financial assets

Paragraph 4.1.1(a) requires an entity tesdia financial assets as subsequently
measured at amortised cost or fair value on this lsishe entity’s business model

for managing the financial assets. An entity assesgehether its financial assets
meet this condition on the basis of the objectifetree business model as

determined by the entity’'s key management persof@satiefined in NZ IAS 24).

The entity’s business model does not depenchanagement’s intentions for an
individual instrument. Accordingly, this conditiois not an instrument-by-

instrument approach to classification and shoulddtermined on a higher level
of aggregation. However, a single entity may haweremnthan one business
model for managing its financial instruments. Tfere, classification need not
be determined at the reporting entity level. Feareple, an entity may hold a
portfolio of investments that it manages in ordercbllect contractual cash

flows and another portfolio of investments thamianages in order to trade to
realise fair value changes.

Although the objective of an entity’s busimaaodel may be to hold financial
assets in order to collect contractual cash flols, éntity need not hold all of
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those instruments until maturity. Thus an entityissiness model can be to hold
financial assets to collect contractual cash flowsnewhen sales of financial
assets occur. For example, the entity may sétlan€ial asset if:

(&) the financial asset no longer meets the entitytestment policy (eg the
credit rating of the asset declines below that meguiby the entity's
investment policy);

(b) an insurer adjusts its investment portfolio to eefla change in expected
duration (ie the expected timing of payouts); or

(c) an entity needs to fund capital expenditures.

However, if more than an infrequent number of satesngade out of a portfolio,
the entity needs to assess whether and how such aaesonsistent with an
objective of collecting contractual cash flows.

B4.1.4 The following are examples of when the obyectf an entity’'s business model
may be to hold financial assets to collect the rmmtial cash flows. This list of
examples is not exhaustive.

Example Analysis

Example 1 Although an entity may consider,
An entity holds investments to collect | among other information, the financigl
their contractual cash flows but would| assets’ fair values from a liquidity
sell an investment in particular perspective (ie the cash amount tha
circumstances. would be realised if the entity needs|to
sell assets), the entity’s objective is {o
hold the financial assets and collect
the contractual cash flows. Some
sales would not contradict that
objective.
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Example

Analysis

Example 2

An entity’s business model is to
purchase portfolios of financial assets|
such as loans. Those portfolios may
may not include financial assets with
incurred credit losses. If payment on t
loans is not made on a timely basis, t
entity attempts to extract the contracty
cash flows through various means—ifg
example, by making contact with the
debtor by mail, telephone or other
methods.

In some cases, the entity enters into
interest rate swaps to change the inte
rate on particular financial assets in a
portfolio from a floating interest rate tg
a fixed interest rate.

The objective of the entity’s busines
model is to hold the financial assets
and collect the contractual cash flow
biThe entity does not purchase the
portfolio to make a profit by selling
henem.
dhe same analysis would apply eve
ahe entity does not expect to receive
rall of the contractual cash flows
(eg some of the financial assets hav|
incurred credit losses).
Moreover, the fact that the entity hag
entered into derivatives to modify thg
restsh flows of the portfolio does not i
itself change the entity’s business
model. If the portfolio is not manage
on a fair value basis, the objective o
the business model could be to hold
the assets to collect the contractual
cash flows.

"2}

2

n if

D

=

Example 3

objective of originating loans to
customers and subsequently to sell th
loans to a securitisation vehicle. The

to investors.

The originating entity controls the
securitisation vehicle and thus
consolidates it.

The securitisation vehicle collects the
contractual cash flows from the loans
and passes them on to its investors.

It is assumed for the purposes of this
example that the loans continue to be
recognised in the consolidated statem
of financial position because they are
not derecognised by the securitisation

An entity has a business model with tm%ﬁ

securitisation vehicle issues instrumen

The consolidated group originated tk
ans with the objective of holding
em to collect the contractual cash
Ofé%ws. o .
However, the originating entity has g
bjective of realising cash flows on

the loan portfolio by selling the loans
to the securitisation vehicle, so for th
purposes of its separate financial
statements it would not be considere
to be managing this portfolio in orde
to collect the contractual cash flows,

ent

vehicle.

e

N

d

One business model in which the objectiveoisto hold instruments to collect the
contractual cash flows is if an entity manages pgedormance of a portfolio of
financial assets with the objective of realisinghcdlows through the sale of the
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assets. For example, if an entity actively managesrtfolio of assets in order to
realise fair value changes arising from changesedit spreads and yield curves, its
business model is not to hold those assets toctdtie contractual cash flows. The
entity’s objective results in active buying andisgland the entity is managing the
instruments to realise fair value gains rather tbhasollect the contractual cash flows.

B4.1.6 A portfolio of financial assets that is maed@nd whose performance is evaluated
on a fair value basis (as described in paragragt2@)) is not held to collect
contractual cash flows. Also, a portfolio of finasciassets that meets the
definition of held for trading is not held to caitecontractual cash flows. Such
portfolios of instruments must be measured atvaline through profit or loss.

Contractual cash flows that are solely payments of principal
and interest on the principal amount outstanding

B4.1.7 Paragraph 4.1.1 requires an entity (unlesagvaph 4.1.5 applies) to classify a
financial asset as subsequently measured at aswbrtigst or fair value on the
basis of the contractual cash flow characteristicthe financial asset that is in a
group of financial assets managed for the colleatibthe contractual cash flows.

B4.1.8 An entity shall assess whether contractuah déows are solely payments of
principal and interest on the principal amount tartding for the currency in
which the financial asset is denominated (see asagpaph B5.7.2).

B4.1.9 Leverage is a contractual cash flow charstierof some financial assets.
Leverage increases the variability of the contralctash flows with the result that
they do not have the economic characteristics tdrést. Stand-alone option,
forward and swap contracts are examples of finaasiséts that include leverage.
Thus such contracts do not meet the condition ragraph 4.1.2(b) and cannot be
subsequently measured at amortised cost.

B4.1.10 Contractual provisions that permit the éss(ie the debtor) to prepay a debt
instrument (eg a loan or a bond) or permit the (e the creditor) to put a debt
instrument back to the issuer before maturity téawtontractual cash flows that are
solely payments of principal and interest on thiegipal amount outstanding only if:

() the provision is not contingent on future eventigothan to protect:

0) the holder against the credit deterioration of ig®ier (eg defaults,
credit downgrades or loan covenant violations), change in control
of the issuer; or

(i)  the holder or issuer against changes in relevaatitan or law; and

(b) the prepayment amount substantially representsidirgmaounts of principal
and interest on the principal amount outstandingjclvimay include
reasonable additional compensation for the earfyiteation of the contract.
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B4.1.11 Contractual provisions that permit theassor holder to extend the contractual term
of a debt instrument (ie an extension option) tasutontractual cash flows that are
solely payments of principal and interest on thiegal amount outstanding only if:

(a) the provision is not contingent on future eventigothan to protect:

0) the holder against the credit deterioration of ig®ier (eg defaults,
credit downgrades or loan covenant violations) ohange in control
of the issuer; or

(i)  the holder or issuer against changes in relevaatitar or law; and

(b) the terms of the extension option result in contralccash flows during the
extension period that are solely payments of ppigicand interest on the
principal amount outstanding.

B4.1.12 A contractual term that changes the timingraount of payments of principal or
interest does not result in contractual cash flolaat re solely principal and
interest on the principal amount outstanding uniess

() is a variable interest rate that is consideratimntiie time value of money
and the credit risk (which may be determined atahitecognition only, and
so may be fixed) associated with the principal anhouistanding; and

(b) if the contractual term is a prepayment option, tsidbe conditions in
paragraph B4.1.10; or

(c) if the contractual term is an extension option, tmete conditions in
paragraph B4.1.11.
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B4.1.13 The following examples illustrate contratiesh flows that are solely payments
of principal and interest on the principal amouatstanding. This list of examples
is not exhaustive.

Instrument Analysis

Instrument A The contractual cash flows are solel
Instrument A is a bond with a stated | payments of principal and interest on
maturity date. Payments of principal | the principal amount outstanding.
and interest on the principal amount | Linking payments of principal and
outstanding are linked to an inflation | interest on the principal amount
index of the currency in which the outstanding to an unleveraged
instrument is issued. The inflation link inflation index resets the time value pf
is not leveraged and the principal is | money to a current level. In other
protected. words, the interest rate on the
instrument reflects ‘real’ interest.
Thus, the interest amounts are
consideration for the time value of
money on the principal amount
outstanding.

<

However, if the interest payments
were indexed to another variable
such as the debtor’s performance
(eg the debtor’s net income) or an
equity index, the contractual cash
flows are not payments of principal
and interest on the principal amount
outstanding. That is because the
interest payments are not
consideration for the time value of
money and for credit risk associated
with the principal amount
outstanding. There is variability in
the contractual interest payments that
is inconsistent with market interest
rates.

continued..
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...continued
Instrument

Analysis

Instrument B

Instrument B is a variable interest
rate instrument with a stated
maturity date that permits the
borrower to choose the market
interest rate on an ongoing basis.
example, at each interest rate rese

date, the borrower can choose to [H

three-month LIBOR for a three-
month term or one-month LIBOR
for a one-month term.

The contractual cash flows are solely
payments of principal and interest on the
principal amount outstanding as long as t
interest paid over the life of the instrumen
reflects consideration for the time value o
—gjoney and for the credit risk associated
twith the instrument. The fact that the
BOR interest rate is reset during the life|
of the instrument does not in itself
disqualify the instrument.

However, if the borrower is able to choost

and that one-month LIBOR is not reset ed
month, the contractual cash flows are not
payments of principal and interest.

The same analysis would apply if the
borrower is able to choose between the
lender’s published one-month variable
interest rate and the lender’s published
three-month variable interest rate.

However, if the instrument has a contract
interest rate that is based on a term that
exceeds the instrument’s remaining life, it
contractual cash flows are not payments
principal and interest on the principal
amount outstanding. For example, a
constant maturity bond with a five-year te
that pays a variable rate that is reset
periodically but always reflects a five-year
maturity does not result in contractual cas
flows that are payments of principal and
interest on the principal amount outstandi
That is because the interest payable in e3
period is disconnected from the term of th
instrument (except at origination).

continued...
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...continued
Instrument

Analysis

Instrument C

Instrument C is a bond with a state
maturity date and pays a variable
market interest rate. That variable
interest rate is capped.

da) an instrument that has a fixed intereg

The contractual cash flows of both:

rate and
(b) an instrument that has a variable

interest rate
are payments of principal and interest on
principal amount outstanding as long as t
interest reflects consideration for the time
value of money and for the credit risk
associated with the instrument during the
term of the instrument.
Therefore, an instrument that is a
combination of (a) and (b) (eg a bond with
an interest rate cap) can have cash flows
are solely payments of principal and inter
on the principal amount outstanding. Sug
feature may reduce cash flow variability b|
setting a limit on a variable interest rate
(eg an interest rate cap or floor) or increa
the cash flow variability because a fixed r
becomes variable.

5t

the
he

that
bst
ha

Instrument D
Instrument D is a full recourse loarn
and is secured by collateral.

The fact that a full recourse loan is

collateralised does not in itself affect the
analysis of whether the contractual cash
flows are solely payments of principal and
interest on the principal amount outstandi
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B4.1.14 The following examples illustrate contratitesh flows that are not payments of

principal and interest on the principal amount tartding. This list of examples is

not exhaustive.

Instrument

Analysis

Instrument E

Instrument E is a bond that is
convertible into equity instruments
the issuer.

The holder would analyse the convertib
bond in its entirety. The contractual cas
hflows are not payments of principal and
interest on the principal amount
outstanding because the interest rate d
not reflect only consideration for the tim
value of money and the credit risk. The|
return is also linked to the value of the
equity of the issuer.

Instrument F

Instrument F is a loan that pays an
inverse floating interest rate (ie the
interest rate has an inverse
relationship to market interest rates|

The contractual cash flows are not sole
payments of principal and interest on th
principal amount outstanding.

The interest amounts are not considera
for the time value of money on the
principal amount outstanding.

> ®

DES

tion

Instrument G

Instrument G is a perpetual
instrument but the issuer may call t
instrument at any point and pay the
holder the par amount plus accrued
interest due.

Instrument G pays a market interes
rate but payment of interest cannot
made unless the issuer is able to
remain solvent immediately
afterwards.

Deferred interest does not accrue
additional interest.

The contractual cash flows are not
payments of principal and interest on th
hprincipal amount outstanding. That is
because the issuer may be required to
defer interest payments and additional
interest does not accrue on those defer
tinterest amounts. As a result, interest
fmounts are not consideration for the ti
value of money on the principal amount
outstanding.
If interest accrued on the deferred
amounts, the contractual cash flows co
be payments of principal and interest of
the principal amount outstanding.
continued../
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...continued
Instrument

Analysis

The fact that Instrument G is perpetual doe
not in itself mean that the contractual cash
flows are not payments of principal and

interest on the principal amount outstanding.

In effect, a perpetual instrument has
continuous (multiple) extension options. Sy
options may result in contractual cash flows
that are payments of principal and interest ¢
the principal amount outstanding if interest

payments are mandatory and must be paid |i

perpetuity.

Also, the fact that Instrument G is callable
does not mean that the contractual cash flo
are not payments of principal and interest o
the principal amount outstanding unless it is
callable at an amount that does not
substantially reflect payment of outstanding
principal and interest on that principal. Eve

D

h

if the callable amount includes an amount t|
compensates the holder for the early

at

termination of the instrument, the contractual

cash flows could be payments of principal

nd

interest on the principal amount outstanding.

B4.1.15 In some cases a financial asset may haweactual cash flows that are described
as principal and interest but those cash flows dbrepresent the payment of
principal and interest on the principal amount tarnding as described in
paragraphs 4.1.2(b) and 4.1.3 of this NZ IFRS.

B4.1.16 This may be the case if the financial assgtesents an investment in particular
assets or cash flows and hence the contractualficagh are not solely payments
of principal and interest on the principal amountstanding. For example, the
contractual cash flows may include payment for fisctather than consideration
for the time value of money and for the credit risociated with the principal
amount outstanding during a particular period wieti As a result, the instrument
would not satisfy the condition in paragraph 4.1)2(bhis could be the case when
a creditor’s claim is limited to specified asseftshe debtor or the cash flows from
specified assets (for example, a ‘non-recourselrfaial asset).

B4.1.17 However, the fact that a financial asset ém-recourse does not in itself
necessarily preclude the financial asset from mgetthe condition in
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paragraph 4.1.2(b). In such situations, the ooedi& required to assess (‘look
through to’) the particular underlying assets ashcflows to determine whether
the contractual cash flows of the financial assétdelassified are payments of
principal and interest on the principal amount tartding. If the terms of the
financial asset give rise to any other cash flownait the cash flows in a manner
inconsistent with payments representing principal emerest, the financial asset
does not meet the condition in paragraph 4.1.2@hether the underlying assets
are financial assets or non-financial assets doemitself affect this assessment.

B4.1.18 If a contractual cash flow characteristicn@ genuine, it does not affect the
classification of a financial asset. A cash flow rele#eristic is not genuine if it
affects the instrument’s contractual cash flows ariythe occurrence of an event
that is extremely rare, highly abnormal and verljkaty to occur.

B4.1.19 In almost every lending transaction thelitog's instrument is ranked relative to
the instruments of the debtor’s other creditors. ifstrument that is subordinated
to other instruments may have contractual cash flthet are payments of
principal and interest on the principal amount tanding if the debtor’'s non-
payment is a breach of contract and the holderahesntractual right to unpaid
amounts of principal and interest on the princigraount outstanding even in the
event of the debtor's bankruptcy. For exampleradé receivable that ranks its
creditor as a general creditor would qualify as hgyayments of principal and
interest on the principal amount outstanding. Tisithe case even if the debtor
issued loans that are collateralised, which in treneof bankruptcy would give
that loan holder priority over the claims of thengmal creditor in respect of the
collateral but does not affect the contractualtrighthe general creditor to unpaid
principal and other amounts due.

Contractually linked instruments

B4.1.20 In some types of transactions, an entity préoritise payments to the holders of
financial assets using multiple contractually lidkénstruments that create
concentrations of credit risk (tranches). Eachdhe has a subordination ranking
that specifies the order in which any cash flows gaed by the issuer are
allocated to the tranche. In such situationshiblders of a tranche have the right
to payments of principal and interest on the ppatiamount outstanding only if
the issuer generates sufficient cash flows to sahigfher-ranking tranches.

B4.1.21 In such transactions, a tranche has cash dharacteristics that are payments of
principal and interest on the principal amount tartding only if:

(&) the contractual terms of the tranche being assdes@thssification (without
looking through to the underlying pool of financiaktruments) give rise to
cash flows that are solely payments of principal emerest on the principal
amount outstanding (eg the interest rate on thech® is not linked to a
commodity index);

(b) the underlying pool of financial instruments has tash flow characteristics
set out in paragraphs B4.1.23 and B4.1.24; and
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the exposure to credit risk in the underlying poblfinancial instruments
inherent in the tranche is equal to or lower thandkposure to credit risk of
the underlying pool of financial instruments (foxaenple, this condition
would be met if the underlying pool of instrumentsreveo lose 50 per cent
as a result of credit losses and under all circantgs the tranche would lose
50 per cent or less).

B4.1.22 An entity must look through until it can ndiéy the underlying pool of
instruments that are creating (rather than pagsirayigh) the cash flows. This is
the underlying pool of financial instruments.

B4.1.23 The underlying pool must contain one oreniastruments that have contractual
cash flows that are solely payments of principal amerest on the principal
amount outstanding.

B4.1.24 The underlying pool of instruments may atsdude instruments that:

(@)

(b)

reduce the cash flow variability of the instrumeintparagraph B4.1.23 and,
when combined with the instruments in paragraph B3,1result in cash
flows that are solely payments of principal and ries¢ on the principal
amount outstanding (eg an interest rate cap or floa contract that reduces
the credit risk on some or all of the instrumentparagraph B4.1.23); or

align the cash flows of the tranches with the cashvdl of the pool of
underlying instruments in paragraph B4.1.23 to essirdifferences in and
only in:

()  whether the interest rate is fixed or floating;

(i)  the currency in which the cash flows are denominaiecluding
inflation in that currency; or

(iii)  the timing of the cash flows.

B4.1.25 If any instrument in the pool does not ntiketconditions in either paragraph B4.1.23
or paragraph B4.1.24, the condition in paragrapi B4(b) is not met.

B4.1.26 If the holder cannot assess the conditionsparagraph B4.1.21 at initial
recognition, the tranche must be measured at &irev If the underlying pool of
instruments can change after initial recognitiorsirth a way that the pool may
not meet the conditions in paragraphs B4.1.23 afd .B4, the tranche does not
meet the conditions in paragraph B4.1.21 and musaéasured at fair value.

Option to designate a financial asset or financial liability as at
fair value through profit or loss (sections 4.1 and 4.2)

B4.1.27 Subject to the conditions in paragraphsb4ahd 4.2.2, this NZ IFRS allows an
entity to designate a financial asset, a finanktility, or a group of financial
instruments (financial assets, financial liabiltier both) as at fair value through
profit or loss provided that doing so results inrenelevant information.

B4.1.28 The decision of an entity to designatenarfcial asset or financial liability as at
fair value through profit or loss is similar to aocounting policy choice (although,
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unlike an accounting policy choice, it is not regdito be applied consistently to
all similar transactions). When an entity has sacthoice, paragraph 14(b) of
NZ IAS 8 requires the chosen policy to result infihancial statements providing
reliable and more relevant information about thieet§ of transactions, other
events and conditions on the entity’s financialipyas, financial performance or

cash flows. For example, in the case of designati@nfinancial liability as at fair

value through profit or loss, paragraph 4.2.2 settsthe two circumstances when
the requirement for more relevant information wél imet. Accordingly, to choose
such designation in accordance with paragraph 4.th@, entity needs to

demonstrate that it falls within one (or both) afsk two circumstances.

Designation eliminates or significantly reduces an
accounting mismatch

B4.1.29 Measurement of a financial asset or firgntiability and classification of
recognised changes in its value are determinechbyitem’s classification and
whether the item is part of a designated hedgiragiogiship. Those requirements
can create a measurement or recognition inconsigt@sometimes referred to as
an ‘accounting mismatch’) when, for example, in &bsence of designation as at
fair value through profit or loss, a financial asseould be classified as
subsequently measured at fair value and a liability entity considers related
would be subsequently measured at amortised cost ¢(wanges in fair value not
recognised). In such circumstances, an entity e@yclude that its financial
statements would provide more relevant informatibidth the asset and the
liability were measured as at fair value throughfipa loss.

B4.1.30 The following examples show when this conditould be met. In all cases, an
entity may use this condition to designate finahagsets or financial liabilities as
at fair value through profit or loss only if it meehe principle in paragraph 4.1.5 or
4.2.2(a).

(@ An entity has liabilities under insurance contragthose measurement
incorporates current information (as permitted by INRS 4, paragraph 24),
and financial assets it considers related that wothérwise be measured at
amortised cost.

(b) An entity has financial assets, financial liabitier both that share a risk,
such as interest rate risk, that gives rise to sjppgpa@hanges in fair value that
tend to offset each other. However, only some ofiibruments would be
measured at fair value through profit or loss (fe derivatives, or are
classified as held for trading). It may also be tlase that the requirements
for hedge accounting are not met, for example texdioe requirements for
effectiveness in paragraph 88 of NZ IAS 39 are ndt me

(c) An entity has financial assets, financial liald#tior both that share a risk, such
as interest rate risk, that gives rise to oppagitnges in fair value that tend to
offset each other and the entity does not quatifjhedge accounting because
none of the instruments is a derivative. Furtheanm the absence of hedge
accounting there is a significant inconsistencyhia recognition of gains and
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losses. For example, the entity has financed aif@gak group of loans by
issuing traded bonds whose changes in fair vale i@ offset each other. If,
in addition, the entity regularly buys and selle thonds but rarely, if ever,
buys and sells the loans, reporting both the |l@amsthe bonds at fair value
through profit or loss eliminates the inconsistemmcyhe timing of recognition
of gains and losses that would otherwise resuthfroeasuring them both at
amortised cost and recognising a gain or loss t@eha bond is repurchased.

B4.1.31 In cases such as those described in tlvegirgy paragraph, to designate, at initial
recognition, the financial assets and financidiliaes not otherwise so measured
as at fair value through profit or loss may eliméar significantly reduce the
measurement or recognition inconsistency and p®duare relevant information.
For practical purposes, the entity need not enterall of the assets and liabilities
giving rise to the measurement or recognition irsistency at exactly the same
time. A reasonable delay is permitted provided #zeth transaction is designated
as at fair value through profit or loss at itsialitrecognition and, at that time, any
remaining transactions are expected to occur.

B4.1.32 It would not be acceptable to designatg smie of the financial assets and financial
liabilities giving rise to the inconsistency adait value through profit or loss if to do
so would not eliminate or significantly reduce theonsistency and would therefore
not result in more relevant information. Howevewould be acceptable to designate
only some of a number of similar financial assetsimilar financial liabilities if
doing so achieves a significant reduction (andiplysa greater reduction than other
allowable designations) in the inconsistency. &mmple, assume an entity has a
number of similar financial liabilities that sum @J100 and a number of similar
financial assets that sum to CU50 but are measuneal different basis. The entity
may significantly reduce the measurement inconsigtédoy designating at initial
recognition all of the assets but only some oflidgilities (for example, individual
liabilities with a combined total of CU45) as atrfaalue through profit or loss.
However, because designation as at fair value ghrquiofit or loss can be applied
only to the whole of a financial instrument, theitgrin this example must designate
one or more liabilities in their entirety. It couttht designate either a component of a
liability (eg changes in value attributable to omlge risk, such as changes in a
benchmark interest rate) or a proportion (ie peege) of a liability.

A group of financial liabilities or financial asset s and
financial liabilities is managed and its performanc eis
evaluated on a fair value basis

B4.1.33 An entity may manage and evaluate the pegbce of a group of financial
liabilities or financial assets and financial lities in such a way that measuring
that group at fair value through profit or lossules in more relevant information.
The focus in this instance is on the way the entitgnages and evaluates
performance, rather than on the nature of its fif@rinstruments.

B4.1.34 For example, an entity may use this comditd designate financial liabilities as at
fair value through profit or loss if it meets thengiple in paragraph 4.2.2(b) and
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the entity has financial assets and financial ligés that share one or more risks
and those risks are managed and evaluated on adlaie basis in accordance
with a documented policy of asset and liability mgement. An example could
be an entity that has issued ‘structured produmsitaining multiple embedded
derivatives and manages the resulting risks oniravédue basis using a mix of
derivative and non-derivative financial instruments

B4.1.35 As noted above, this condition relies onwag the entity manages and evaluates
performance of the group of financial instrumentsder consideration.
Accordingly, (subject to the requirement of desigimatat initial recognition) an
entity that designates financial liabilities adfait value through profit or loss on
the basis of this condition shall so designatelaible financial liabilities that are
managed and evaluated together.

B4.1.36 Documentation of the entity’s strategy need be extensive but should be
sufficient to demonstrate compliance with paragrdgh2(b). Such documentation
is not required for each individual item, but may @n a portfolio basis. For
example, if the performance management system fitepartment—as approved
by the entity's key management personnel—clearlynalestrates that its
performance is evaluated on a total return bagisfunther documentation is
required to demonstrate compliance with paragrapi2é).

Embedded derivatives (section 4.3)

B4.3.1 When an entity becomes a party to a hylidract with a host that is not an asset
within the scope of this NZ IFRS, paragraph 4.3.3ir@3 the entity to identify
any embedded derivative, assess whether it is edjuar be separated from the
host contract and, for those that are required @¢osbparated, measure the
derivatives at fair value at initial recognitiondesubsequently.

B4.3.2 If a host contract has no stated or predeterd maturity and represents a residual
interest in the net assets of an entity, thendt;memic characteristics and risks are
those of an equity instrument, and an embeddedatam would need to possess
equity characteristics related to the same entitipe regarded as closely related.
If the host contract is not an equity instrument aneets the definition of a
financial instrument, then its economic charactiessand risks are those of a debt
instrument.

B4.3.3 An embedded non-option derivative (such agrabedded forward or swap) is
separated from its host contract on the basisso$tdted or implied substantive
terms, so as to result in it having a fair valuezefo at initial recognition. An
embedded option-based derivative (such as an erabdegigt, call, cap, floor or
swaption) is separated from its host contract orbdsés of the stated terms of the
option feature. The initial carrying amount of thest instrument is the residual
amount after separating the embedded derivative.

B4.3.4 Generally, multiple embedded derivatives single hybrid contract are treated as
a single compound embedded derivative. However, dddgederivatives that are
classified as equity (see NZ IAS 32) are accountedséparately from those
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classified as assets or liabilities. In additidna hybrid contract has more than
one embedded derivative and those derivativeserétatifferent risk exposures
and are readily separable and independent of ethgr, dhey are accounted for
separately from each other.

B4.3.5 The economic characteristics and risks ofrabedded derivative are not closely
related to the host contract (paragraph 4.3.3()he following examples. In
these examples, assuming the conditions in parhgt&p3(b) and (c) are met, an
entity accounts for the embedded derivative seplgréiom the host contract.

@)

(b)

(©

(d)

(e)

© Copyright

A put option embedded in an instrument that enahlke$older to require the
issuer to reacquire the instrument for an amourtash or other assets that
varies on the basis of the change in an equityomgsodity price or index is
not closely related to a host debt instrument.

An option or automatic provision to extend the rerirg term to maturity of
a debt instrument is not closely related to thet liebt instrument unless
there is a concurrent adjustment to the approximateent market rate of
interest at the time of the extension. If an griisues a debt instrument and
the holder of that debt instrument writes a cali@mpbn the debt instrument
to a third party, the issuer regards the call optis extending the term to
maturity of the debt instrument provided the issgan be required to
participate in or facilitate the remarketing of thebt instrument as a result of
the call option being exercised.

Equity-indexed interest or principal payments endsed in a host debt
instrument or insurance contract—by which the amoahtinterest or

principal is indexed to the value of equity instemts—are not closely
related to the host instrument because the rigksrémt in the host and the
embedded derivative are dissimilar.

Commodity-indexed interest or principal paymentdedded in a host debt
instrument or insurance contract—by which the amoohtinterest or
principal is indexed to the price of a commoditydls as gold) —are not
closely related to the host instrument becauseishs inherent in the host
and the embedded derivative are dissimilar.

A call, put, or prepayment option embedded in a lde&tt contract or host
insurance contract is not closely related to th&t bontract unless:

0) the option’s exercise price is approximately equaleach exercise
date to the amortised cost of the host debt ingniror the carrying
amount of the host insurance contract; or

(i)  the exercise price of a prepayment option reimtsutise lender for an
amount up to the approximate present value of ildstest for the
remaining term of the host contract. Lost intereshe product of the
principal amount prepaid multiplied by the intereste differential.
The interest rate differential is the excess ofdffective interest rate
of the host contract over the effective interese the entity would
receive at the prepayment date if it reinvestedptiecipal amount
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prepaid in a similar contract for the remainingntieof the host
contract.

The assessment of whether the call or put opticioiely related to the host
debt contract is made before separating the eglétyent of a convertible
debt instrument in accordance with NZ IAS 32.

(f) Credit derivatives that are embedded in a host ishtument and allow one
party (the ‘beneficiary’) to transfer the crediskiof a particular reference
asset, which it may not own, to another party (thefgntor’) are not closely
related to the host debt instrument. Such creditvdtives allow the
guarantor to assume the credit risk associated tith reference asset
without directly owning it.

An example of a hybrid contract is a finah@nstrument that gives the holder a
right to put the financial instrument back to tsuer in exchange for an amount
of cash or other financial assets that varies erbtisis of the change in an equity
or commodity index that may increase or decreasép(ftable instrument’).
Unless the issuer on initial recognition designdtes puttable instrument as a
financial liability at fair value through profit doss, it is required to separate an
embedded derivative (ie the indexed principal paynender paragraph 4.3.3
because the host contract is a debt instrumentrusalagraph B4.3.2 and the
indexed principal payment is not closely relatecatbost debt instrument under
paragraph B4.3.5(a). Because the principal payroantincrease and decrease,
the embedded derivative is a non-option derivatWwese value is indexed to the
underlying variable.

In the case of a puttable instrument thatlmput back at any time for cash equal
to a proportionate share of the net asset valuanoéntity (such as units of an
open-ended mutual fund or some unit-linked investnproducts), the effect of
separating an embedded derivative and accountingedsh component is to
measure the hybrid contract at the redemption atthanis payable at the end of
the reporting period if the holder exercised ightito put the instrument back to
the issuer.

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

(&) An embedded derivative in which the underlying iSrdarest rate or interest
rate index that can change the amount of intefrestt would otherwise be
paid or received on an interest-bearing host delsitract or insurance
contract is closely related to the host contradéssithe hybrid contract can
be settled in such a way that the holder would r@iver substantially all of
its recognised investment or the embedded deriwatould at least double
the holder’s initial rate of return on the host tanot and could result in a rate
of return that is at least twice what the marketrretmould be for a contract
with the same terms as the host contract.
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(b)

(©

(d)

(e)

(f)

()

© Copyright

An embedded floor or cap on the interest rate oatd dontract or insurance
contract is closely related to the host contraayided the cap is at or above
the market rate of interest and the floor is abelow the market rate of
interest when the contract is issued, and the cdpar is not leveraged in

relation to the host contract. Similarly, provissoincluded in a contract to
purchase or sell an asset (eg a commodity) thabkestt a cap and a floor on
the price to be paid or received for the assetchrgely related to the host
contract if both the cap and floor were out of theney at inception and are
not leveraged.

An embedded foreign currency derivative that presid stream of principal or
interest payments that are denominated in a foragmrency and is
embedded in a host debt instrument (eg a dual meyréond) is closely
related to the host debt instrument. Such a dérivés not separated from
the host instrument because NZ IAS 21 requires foreigrency gains and
losses on monetary items to be recognised in pyofitss.

An embedded foreign currency derivative in a hosttremt that is an
insurance contract or not a financial instrumenicfsas a contract for the
purchase or sale of a non-financial item where tieeps denominated in a
foreign currency) is closely related to the hosttact provided it is not
leveraged, does not contain an option feature, esglires payments
denominated in one of the following currencies:

0) the functional currency of any substantial partyhat contract;

(i)  the currency in which the price of the related goodervice that is
acquired or delivered is routinely denominated iammercial
transactions around the world (such as the US d@lacrude oil
transactions); or

(i)  acurrency that is commonly used in contracts talmase or sell non-
financial items in the economic environment in whikk transaction
takes place (eg a relatively stable and liquid engy that is
commonly used in local business transactions areat trade).

An embedded prepayment option in an interest-onlyrioicipal only strip is
closely related to the host contract provided tbsttcontract (i) initially
resulted from separating the right to receive amitral cash flows of a
financial instrument that, in and of itself, didtnoontain an embedded
derivative, and (ii) does not contain any termspresent in the original host
debt contract.

An embedded derivative in a host lease contradbiety related to the host
contract if the embedded derivative is (i) an itifla related index such as an
index of lease payments to a consumer price ingevided that the lease is
not leveraged and the index relates to inflatiothim entity’s own economic

environment), (ii) contingent rentals based onteglasales or (iii) contingent

rentals based on variable interest rates.

A unit-linking feature embedded in a host financiastrument or host
insurance contract is closely related to the hastriment or host contract if
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the unit-denominated payments are measured atntuwmat values that
reflect the fair values of the assets of the furd.unit-linking feature is a
contractual term that requires payments denominatechits of an internal
or external investment fund.

(h) A derivative embedded in an insurance contractdsety related to the host
insurance contract if the embedded derivative aed imsurance contract are
so interdependent that an entity cannot measuresthizedded derivative
separately (ie without considering the host confract

Instruments containing embedded derivatives

As noted in paragraph B4.3.1, when an eb#igomes a party to a hybrid contract
with a host that is not an asset within the scdptnie NZ IFRS and with one or
more embedded derivatives, paragraph 4.3.3 recthieesntity to identify any such
embedded derivative, assess whether it is requirdaetseparated from the host
contract and, for those that are required to beraégd, measure the derivatives at
fair value at initial recognition and subsequentlfhese requirements can be more
complex, or result in less reliable measures, thaasuring the entire instrument at
fair value through profit or loss. For that reashis NZ IFRS permits the entire
hybrid contract to be designated as at fair vdloeugh profit or loss.

B4.3.10 Such designation may be used whether pglagts8.3 requires the embedded

derivatives to be separated from the host conwagtrohibits such separation.
However, paragraph 4.3.5 would not justify designathmg hybrid contract as at
fair value through profit or loss in the cases@gtin paragraph 4.3.5(a) and (b)
because doing so would not reduce complexity aesse reliability.

Reassessment of embedded derivatives

B4.3.11 In accordance with paragraph 4.3.3, anyestiall assess whether an embedded

derivative is required to be separated from the bostract and accounted for as a
derivative when the entity first becomes a partythe contract. Subsequent
reassessment is prohibited unless there is a charle terms of the contract that
significantly modifies the cash flows that otherwiseuld be required under the
contract, in which case reassessment is requiredenfity determines whether a
modification to cash flows is significant by considg the extent to which the
expected future cash flows associated with the endukdtrivative, the host
contract or both have changed and whether the chargignificant relative to the
previously expected cash flows on the contract.

B4.3.12 Paragraph B4.3.11 does not apply to embedielévatives in contracts acquired in:

(&) a business combination (as defined in NZ IFRBU8iness Combinatiofis

(b) a combination of entities or businesses under comeoatrol as described in
paragraphs B1-B4 of NZ IFRS 3; or
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B4.4.1

(c) the formation of a joint venture as defined in NZ 188 Interests in Joint
Ventures

or their possible reassessment at the date of sitiqai

Reclassification of financial assets (section 4.4)

Paragraph 4.4.1 requires an entity to reiflafinancial assets if the objective of
the entity’'s business model for managing thosenfifed assets changes. Such
changes are expected to be very infrequent. Swahges must be determined by
the entity’s senior management as a result of eatenr internal changes and must
be significant to the entity’s operations and dest@ble to external parties.

Examples of a change in business model includéotlmving:

B4.4.2

B4.4.3

(&) An entity has a portfolio of commercial loans thatalds to sell in the short
term. The entity acquires a company that managesnercial loans and has
a business model that holds the loans in ordeolleat the contractual cash
flows. The portfolio of commercial loans is no lengfor sale, and the
portfolio is now managed together with the acquirethmercial loans and
all are held to collect the contractual cash flows.

(b) A financial services firm decides to shut down itsitemortgage business.
That business no longer accepts new business arfohdineial services firm
is actively marketing its mortgage loan portfolir fale.

A change in the objective of the entity’s ineass model must be effected before
the reclassification date. For example, if a firiah services firm decides on
15 February to shut down its retail mortgage bussrend hence must reclassify all
affected financial assets on 1 April (ie the firstyf the entity’s next reporting
period), the entity must not accept new retail megty business or otherwise
engage in activities consistent with its former hass model after 15 February.

The following are not changes in businesseahod

(@) a change in intention related to particular finahcassets (even in
circumstances of significant changes in market itmms).

(b) the temporary disappearance of a particular mdokdinancial assets.

(c) a transfer of financial assets between parts of éhtity with different
business models.

" NZIFRS 3 addresses the acquisition of contraitts @mbedded derivatives in a business combination.
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Measurement (chapter 5)

B5.1.1

B5.1.2

B5.2.1

B5.2.2

B5.4.1

Initial measurement (section 5.1)

The fair value of a financial instrument iaitial recognition is normally the
transaction price (ie the fair value of the consitlen given or received, see also
paragraph B5.4.8). However, if part of the consiti@nagiven or received is for
something other than the financial instrument, the value of the financial
instrument is estimated using a valuation techni¢eeme paragraphs B5.4.6—
B5.4.12). For example, the fair value of a longrtéoan or receivable that carries
no interest can be estimated as the present vdlual duture cash receipts
discounted using the prevailing market rate(s)ndériest for a similar instrument
(similar as to currency, term, type of intereserand other factors) with a similar
credit rating. Any additional amount lent is an expe or a reduction of income
unless it qualifies for recognition as some otlypetof asset.

If an entity originates a loan that bearsoffirmarket interest rate (eg 5 per cent
when the market rate for similar loans is 8 per );amtd receives an upfront fee as
compensation, the entity recognises the loan dhitsvalue, ie net of the fee it
receives.

Subsequent measurement of financial assets
(section 5.2)

If a financial instrument that was previousgcognised as a financial asset is
measured at fair value and its fair value decreasdsw zero, it is a financial
liability measured in accordance with paragraphl4.XHowever, hybrid contracts
with hosts that are assets within the scope of this$H¥RS are always measured in
accordance with paragraph 4.3.2.

The following example illustrates the accaumfor transaction costs on the initial
and subsequent measurement of a financial assetuneglaat fair value with
changes through other comprehensive income in dance with paragraph 5.7.5.
An entity acquires an asset for CU100 plus a purcltasemission of CU2.
Initially, the entity recognises the asset at CU10Re reporting period ends one
day later, when the quoted market price of the assety100. If the asset were
sold, a commission of CU3 would be paid. On thaédtite entity measures the
asset at CU100 (without regard to the possible cosiarison sale) and recognises
a loss of CU2 in other comprehensive income.

Fair value measurement (section 5.4)

Underlying the definition of fair value ispaesumption that an entity is a going
concern without any intention or need to liquidadegurtail materially the scale of
its operations or to undertake a transaction orel#vterms. Fair value is not,
therefore, the amount that an entity would receivpay in a forced transaction,

65 © Copyright



NZ IFRS 9 (2010)

B5.4.2

B5.4.3

B5.4.4

involuntary liquidation or distress sale. Howevair fvalue reflects the credit
quality of the instrument.

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

Active market: quoted price

A financial instrument is regarded as quatedn active market if quoted prices
are readily and regularly available from an exclendgaler, broker, industry
group, pricing service or regulatory agency, ands#hprices represent actual
and regularly occurring market transactions onramslength basis. Fair value
is defined in terms of a price agreed by a willmgyer and a willing seller in an
arm’s length transaction. The objective of detainyg fair value for a financial
instrument that is traded in an active market iqdve at the price at which a
transaction would occur at the end of the reporfirgod in that instrument (ie
without modifying or repackaging the instrument) tire most advantageous
active market to which the entity has immediate asceHowever, the entity
adjusts the price in the more advantageous madkegftect any differences in
counterparty credit risk between instruments tramhethat market and the one
being valued. The existence of published pricetafimns in an active market is
the best evidence of fair value and when they dkisy are used to measure the
financial asset or financial liability.

The appropriate quoted market price for ssetiheld or liability to be issued is
usually the current bid price and, for an assédig@cquired or liability held, the
asking price. When an entity has assets and iligsilwith offsetting market
risks, it may use mid-market prices as a basie&bablishing fair values for the
offsetting risk positions and apply the bid or askiprice to the net open
position as appropriate. When current bid andragkirices are unavailable, the
price of the most recent transaction provides evigeof the current fair value as
long as there has not been a significant change@momic circumstances since
the time of the transaction. If conditions haveamfjed since the time of the
transaction (eg a change in the risk-free interata following the most recent
price quote for a corporate bond), the fair valeiéects the change in conditions
by reference to current prices or rates for simfiaancial instruments, as
appropriate. Similarly, if the entity can demoagtr that the last transaction
price is not fair value (eg because it reflected #mount that an entity would
receive or pay in a forced transaction, involuntéguidation or distress sale),
that price is adjusted. The fair value of a pditfef financial instruments is the
product of the number of units of the instrumend &s quoted market price. If
a published price quotation in an active marketsdoet exist for a financial
instrument in its entirety, but active markets exar its component parts, fair
value is determined on the basis of the relevanketarices for the component
parts.
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If a rate (rather than a price) is quotedainactive market, the entity uses that
market-quoted rate as an input into a valuatiohriegie to determine fair value.
If the market-quoted rate does not include credikt or other factors that market
participants would include in valuing the instrumethie entity adjusts for those
factors.

No active market: valuation technique

If the market for a financial instrumenhist active, an entity establishes fair value
by using a valuation technique. Valuation techngginelude using recent arm’s
length market transactions between knowledgeableingiparties, if available,
reference to the current fair value of anotherrimaent that is substantially the
same, discounted cash flow analysis and option niechodels. If there is a
valuation technique commonly used by market pgdicts to price the instrument
and that technique has been demonstrated to prosi@dle estimates of prices
obtained in actual market transactions, the ensgs that technique.

The objective of using a valuation technigui¢o establish what the transaction
price would have been on the measurement date iar@ais length exchange
motivated by normal business considerations. Vlire is estimated on the basis
of the results of a valuation technique that makesimum use of market inputs,
and relies as little as possible on entity-spedifigputs. A valuation technique
would be expected to arrive at a realistic estimaitethe fair value if (a) it
reasonably reflects how the market could be expdctgutice the instrument and
(b) the inputs to the valuation technique reasonedpresent market expectations
and measures of the risk-return factors inherethérfinancial instrument.

Therefore, a valuation technique (a)incoafes all factors that market
participants would consider in setting a price andig¢ consistent with accepted
economic methodologies for pricing financial instents. Periodically, an entity
calibrates the valuation technique and tests itvedidity using prices from any
observable current market transactions in the samsgument (ie without

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

The subsequent measurement of the finaasigdt or financial liability and the
subsequent recognition of gains and losses shallchesistent with the
requirements of this NZ IFRS. The application ofgggaph B5.4.8 may result in
no gain or loss being recognised on the initiabgeition of a financial asset or
financial liability. In such a case, this NZ IFR&juires that a gain or loss shall be
recognised after initial recognition only to theex that it arises from a change in
a factor (including time) that market participamtsuld consider in setting a price.
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B5.4.10 The initial acquisition or origination of financial asset or incurrence of a
financial liability is a market transaction thabpides a foundation for estimating
the fair value of the financial instrument. In fpaular, if the financial instrument
is a debt instrument (such as a loan), its fain@alan be determined by reference
to the market conditions that existed at its adtjais or origination date and
current market conditions or interest rates culyecharged by the entity or by
others for similar debt instruments (ie similar eening maturity, cash flow
pattern, currency, credit risk, collateral and ies basis). Alternatively, provided
there is no change in the credit risk of the delatod applicable credit spreads
after the origination of the debt instrument, atineste of the current market
interest rate may be derived by using a benchnmégtdst rate reflecting a better
credit quality than the underlying debt instrumehtlding the credit spread
constant, and adjusting for the change in the lbmack interest rate from the
origination date. If conditions have changed sitlbe most recent market
transaction, the corresponding change in the finerof the financial instrument
being valued is determined by reference to curpgides or rates for similar
financial instruments, adjusted as appropriate, doy differences from the
instrument being valued.

B5.4.11 The same information may not be availalileeach measurement date. For
example, at the date that an entity makes a loatauires a debt instrument that
is not actively traded, the entity has a transactioce that is also a market price.
However, no new transaction information may be avkilabt the next
measurement date and, although the entity can mdieterthe general level of
market interest rates, it may not know what levektdit or other risk market
participants would consider in pricing the instrumen that date. An entity may
not have information from recent transactions ttedeine the appropriate credit
spread over the basic interest rate to use in m@tgrg a discount rate for a
present value computation. It would be reasonablassume, in the absence of
evidence to the contrary, that no changes haventgkace in the spread that
existed at the date the loan was made. However,ntiity @ould be expected to
make reasonable efforts to determine whether tiseegidence that there has been
a change in such factors. When evidence of a ehangsts, the entity would
consider the effects of the change in determinhrgy fair value of the financial
instrument.

B5.4.12 In applying discounted cash flow analysis,eatity uses one or more discount
rates equal to the prevailing rates of return firaricial instruments having
substantially the same terms and characteristicijding the credit quality of the
instrument, the remaining term over which the cattral interest rate is fixed, the
remaining term to repayment of the principal anel ¢orrency in which payments
are to be made. Short-term receivables and payatitt no stated interest rate
may be measured at the original invoice amounhéf éffect of discounting is
immaterial.
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Inputs to valuation techniques

B5.4.13 An appropriate technique for estimating fhie value of a particular financial
instrument would incorporate observable market dataut the market conditions
and other factors that are likely to affect tharmsient’s fair value. The fair value
of a financial instrument will be based on one orrenof the following factors
(and perhaps others).

(@)

(b)

(©

(d)

(e)

(f)

@

The time value of money (ie interest at the basicisk-free rate).Basic
interest rates can usually be derived from obsésvatwvernment bond prices
and are often quoted in financial publications.eSéhrates typically vary with
the expected dates of the projected cash flowsgyadoyield curve of interest
rates for different time horizons. For practicehsons, an entity may use a
well-accepted and readily observable general sately as LIBOR or a swap
rate, as the benchmark rate. (Because a rateasuclBOR is not the riskfree
interest rate, the credit risk adjustment appragria the particular financial
instrument is determined on the basis of its craslht in relation to the credit
risk in this benchmark rate.) In some countrié® tentral government’s
bonds may carry a significant credit risk and mapt provide a stable
benchmark basic interest rate for instruments démeied in that currency.
Some entities in these countries may have a beteit standing and a lower
borrowing rate than the central government. Irhsucase, basic interest rates
may be more appropriately determined by referenciterest rates for the
highest rated corporate bonds issued in the curr@inthat jurisdiction.

Credit risk. The effect on fair value of credit risk (ie theemium over the
basic interest rate for credit risk) may be deriiemin observable market
prices for traded instruments of different crediality or from observable
interest rates charged by lenders for loans obuarcredit ratings.

Foreign currency exchange pricedictive currency exchange markets exist
for most major currencies, and prices are quotedy da financial
publications.

Commodity prices. There are observable market prices for many
commodities.

Equity prices. Prices (and indexes of prices) of traded equigrimments are
readily observable in some markets. Present Jzdised techniques may be
used to estimate the current market price of eguigruments for which
there are no observable prices.

Volatility (ie magnitude of future changes in prigfethe financial instrument
or other item). Measures of the volatility of actively tradednite can
normally be reasonably estimated on the basisstbtical market data or by
using volatilities implied in current market prices

Prepayment risk and surrender riskExpected prepayment patterns for
financial assets and expected surrender patterriémcial liabilities can be
estimated on the basis of historical data. (The falue of a financial
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(h)

liability that can be surrendered by the counteagpeannot be less than the
present value of the surrender amount—see paragrdgh)

Servicing costs for a financial asset or a finamciability. Costs of
servicing can be estimated using comparisons witreot fees charged by
other market participants. If the costs of sengcia financial asset or
financial liability are significant and other matkgarticipants would face
comparable costs, the issuer would consider themetermining the fair
value of that financial asset or financial lialyilit It is likely that the fair
value at inception of a contractual right to futéees equals the origination
costs paid for them, unless future fees and reletsts are out of line with
market comparables.

Investments in unquoted equity instruments (and con tracts
on those investments that must be settled by delive ry of the
unquoted equity instruments)

B5.4.14 All investments in equity instruments andtcacts on those instruments must be
measured at fair value. However, in limited circtamces, cost may be an
appropriate estimate of fair value. That may leedhse if insufficient more recent
information is available to determine fair value, ibthere is a wide range of
possible fair value measurements and cost repetiembest estimate of fair value
within that range.

B5.4.15 Indicators that cost might not be represterg of fair value include:

(@)
(b)
(©
(d)
(e)
(f)

(9)

a significant change in the performance of the stee compared with
budgets, plans or milestones.

changes in expectation that the investee’s techpicaluct milestones will
be achieved.

a significant change in the market for the investeguity or its products or
potential products.

a significant change in the global economy or tbenemic environment in
which the investee operates.

a significant change in the performance of comgaramntities, or in the
valuations implied by the overall market.

internal matters of the investee such as fraudnterial disputes, litigation,
changes in management or strategy.

evidence from external transactions in the invéstegquity, either by the
investee (such as a fresh issue of equity), or tapsters of equity
instruments between third parties.

B5.4.16 The list in paragraph B5.4.15 is not extiges An entity shall use all information
about the performance and operations of the ingebi@ becomes available after
the date of initial recognition. To the extenttthay such relevant factors exist,
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they may indicate that cost might not be represimataf fair value. In such
cases, the entity must estimate fair value.

B5.4.17 Cost is never the best estimate of faiuedor investments in quoted equity

B5.7.1

B5.7.2

B5.7.3

B5.7.4

B5.7.5

B5.7.6

instruments (or contracts on quoted equity instmis)e

Gains and losses (section 5.7)

Paragraph 5.7.5 permits an entity to makerrawvocable election to present in
other comprehensive income changes in the fairevauan investment in an
equity instrument that is not held for trading. isTlelection is made on an
instrument-by-instrument (ie share-by-share) baddsnounts presented in other
comprehensive income shall not be subsequentlysfeered to profit or loss.
However, the entity may transfer the cumulative gainloss within equity.

Dividends on such investments are recognised intmpfoss in accordance with
NZ IAS 18 unless the dividend clearly representscavery of part of the cost of
the investment.

An entity applies NZ IAS ZIhe Effects of Changes in Foreign Exchange Rates
financial assets and financial liabilities that arenetary items in accordance with
NZ IAS 21 and denominated in a foreign currency. NZ IASB requires any
foreign exchange gains and losses on monetarysagsdtmonetary liabilities to
be recognised in profit or loss. An exception ma@netary item that is designated
as a hedging instrument in either a cash flow hgdge paragraphs 95-101 of
NZ IAS 39) or a hedge of a net investment (see papiigt02 of NZ IAS 39).

Paragraph 5.7.5 permits an entity to makerrewvocable election to present in
other comprehensive income changes in the fairevaluan investment in an
equity instrument that is not held for trading. cBuan investment is not a
monetary item. Accordingly, the gain or loss that presented in other
comprehensive income in accordance with paragraplb tncludes any related
foreign exchange component.

If there is a hedging relationship betweeama-derivative monetary asset and a
non-derivative monetary liability, changes in thegeign currency component of
those financial instruments are presented in poofibss.

Liabilities designated as at fair value through pro fit or loss

When an entity designates a financial ligbés at fair value through profit or
loss, it must determine whether presenting in ottmmprehensive income the
effects of changes in the liability’'s credit risk wd create or enlarge an
accounting mismatch in profit or loss. An accougitmismatch would be created
or enlarged if presenting the effects of changekenliability’s credit risk in other
comprehensive income would result in a greater ntismiaa profit or loss than if
those amounts were presented in profit or loss.

To make that determination, an entity musteas whether it expects that the
effects of changes in the liability’s credit riskiwbe offset in profit or loss by a
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B5.7.7

B5.7.8

B5.7.9

change in the fair value of another financial imstent measured at fair value
through profit or loss. Such an expectation mustblased on an economic
relationship between the characteristics of theilitgtand the characteristics of
the other financial instrument.

That determination is made at initial reddgn and is not reassessed. For
practical purposes the entity need not enter itit@fathe assets and liabilities
giving rise to an accounting mismatch at exactly fame time. A reasonable
delay is permitted provided that any remaining $eations are expected to occur.
An entity must apply consistently its methodology fdetermining whether
presenting in other comprehensive income the effetthanges in the liability’s
credit risk would create or enlarge an accountingmmaich in profit or loss.
However, an entity may use different methodologies nwvtieere are different
economic relationships between the characterisfictheliabilities designated as
at fair value through profit or loss and the chteastics of the other financial
instruments. NZ IFRS 7 requires an entity to previgdialitative disclosures in the
notes to the financial statements about its metloggo for making that
determination.

If such a mismatch would be created or esthrthe entity is required to present
all changes in fair value (including the effectschfinges in the credit risk of the
liability) in profit or loss. If such a mismatch wial not be created or enlarged, the
entity is required to present the effects of chanigethe liability’s credit risk in
other comprehensive income.

Amounts presented in other comprehensiveniecshall not be subsequently
transferred to profit or loss. However, the entitsty transfer the cumulative gain
or loss within equity.

B5.7.10 The following example describes a situatiorwhich an accounting mismatch

would be created in profit or loss if the effectschanges in the credit risk of the
liability were presented in other comprehensiveime. A mortgage bank provides
loans to customers and funds those loans by seliogds with matching
characteristics (eg amount outstanding, repaymmefiteg term and currency) in the
market. The contractual terms of the loan perh@tmortgage customer to prepay
its loan (ie satisfy its obligation to the bank)tnyying the corresponding bond at fair
value in the market and delivering that bond torti@tgage bank. As a result of
that contractual prepayment right, if the credialgy of the bond worsens (and,
thus, the fair value of the mortgage bank’s ligpitiecreases), the fair value of the
mortgage bank’s loan asset also decreases. Thgelrathe fair value of the asset
reflects the mortgage customer’s contractual righprepay the mortgage loan by
buying the underlying bond at fair value (whichtfiis example, has decreased) and
delivering the bond to the mortgage bank. Theegftite effects of changes in the
credit risk of the liability (the bond) will be afét in profit or loss by a corresponding
change in the fair value of a financial asset [tla@). If the effects of changes in the
liability’s credit risk were presented in other caetpensive income there would be
an accounting mismatch in profit or loss. Therefdthe mortgage bank is required
to present all changes in fair value of the lig§iincluding the effects of changes in
the liability’s credit risk) in profit or loss.
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B5.7.11 In the example in paragraph B5.7.10, ther@ contractual linkage between the
effects of changes in the credit risk of the lipiand changes in the fair value of
the financial asset (ie as a result of the mortgags#gomer’s contractual right to
prepay the loan by buying the bond at fair valud delivering the bond to the
mortgage bank). However, an accounting mismatchatsmyoccur in the absence
of a contractual linkage.

B5.7.12 For the purposes of applying the requirdmén paragraphs 5.7.7 and 5.7.8, an
accounting mismatch is not caused solely by thesoreanent method that an
entity uses to determine the effects of changea Imability’s credit risk. An
accounting mismatch in profit or loss would aris¢yamhen the effects of changes
in the liability’s credit risk (as defined in NZ IFER7) are expected to be offset by
changes in the fair value of another financialrinsient. A mismatch that arises
solely as a result of the measurement method @ause an entity does not isolate
changes in a liability’s credit risk from some atlehanges in its fair value) does
not affect the determination required by paragrépfis7 and 5.7.8. For example,
an entity may not isolate changes in a liabilitgiedit risk from changes in
liquidity risk. If the entity presents the combineffect of both factors in other
comprehensive income, a mismatch may occur beczherges in liquidity risk
may be included in the fair value measurement efdhtity’s financial assets and
the entire fair value change of those assets iepted in profit or loss. However,
such a mismatch is caused by measurement impnecisiot the offsetting
relationship described in paragraph B5.7.6 andretbee, does not affect the
determination required by paragraphs 5.7.7 an@®5.7.

The meaning of ‘credit risk’

B5.7.13 NZ IFRS 7 defines credit risk as ‘the riskttone party to a financial instrument
will cause a financial loss for the other party hyifig to discharge an obligation’.
The requirement in paragraph 5.7.7(a) relateseaittk that the issuer will fail to
perform on that particular liability. It does natecessarily relate to the
creditworthiness of the issuer. Forexample, if an entity issues a collateralised
liability and a non-collateralised liability thateaotherwise identical, the credit
risk of those two liabilities will be different, evahough they are issued by the
same entity. The credit risk on the collateralisiadility will be less than the
credit risk of the non-collateralised liability. h& credit risk for a collateralised
liability may be close to zero.

B5.7.14 For the purposes of applying the requirgmemparagraph 5.7.7(a), credit risk is
different from asset-specific performance risk. ésspecific performance risk is
not related to the risk that an entity will fail dsscharge a particular obligation but
rather it is related to the risk that a single assea group of assets will perform
poorly (or not at all).

B5.7.15 The following are examples of asset-spepiéidormance risk:

(&) a liability with a unit-linking feature whereby thenaunt due to investors is
contractually determined on the basis of the paréoce of specified assets.
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(b)

The effect of that unit-linking feature on the faaue of the liability is asset-
specific performance risk, not credit risk.

a liability issued by a special purpose entity (BR&th the following
characteristics. The SPE is legally isolated soatsets in the SPE are ring-
fenced solely for the benefit of its investors, e the event of bankruptcy.
The SPE enters into no other transactions andstetsin the SPE cannot be
hypothecated. Amounts are due to the SPE’s invesialy if the ring-
fenced assets generate cash flows. Thus, changée ifair value of the
liability primarily reflect changes in the fair wad of the assets. The effect of
the performance of the assets on the fair valubefiability is asset specific
performance risk, not credit risk.

Determining the effects of changes in credit risk

B5.7.16 For the purposes of applying the requirgrreparagraph 5.7.7(a), an entity shall
determine the amount of change in the fair valu¢heffinancial liability that is
attributable to changes in the credit risk of tidiility either:

@)

(b)

as the amount of change in its fair value thatoisattributable to changes in
market conditions that give rise to market riske(paragraphs B5.7.17 and
B5.7.18); or

using an alternative method the entity believeseniaithfully represents the
amount of change in the liability’s fair value thsiattributable to changes in
its credit risk.

B5.7.17 Changes in market conditions that give tisenarket risk include changes in a
benchmark interest rate, the price of another yestifinancial instrument, a
commodity price, a foreign exchange rate or anxrafeprices or rates.

B5.7.18 If the only significant relevant changesniarket conditions for a liability are
changes in an observed (benchmark) interest rateg &mount in
paragraph B5.7.16(a) can be estimated as follows:

@)

(b)

(©)

© Copyright

First, the entity computes the liability’s interrralte of return at the start of
the period using the fair value of the liabilitydathe liability’'s contractual
cash flows at the start of the period. It deduntsnfthis rate of return the
observed (benchmark) interest rate at the statthefperiod, to arrive at an
instrument-specific component of the internal Gftesturn.

Next, the entity calculates the present value ofctsh flows associated with
the liability using the liability’s contractual dadlows at the end of the
period and a discount rate equal to the sum ahé)observed (benchmark)
interest rate at the end of the period and (ii) thstrument-specific
component of the internal rate of return as deteechin (a).

The difference between the fair value of the liapiit the end of the period
and the amount determined in (b) is the changeain value that is not
attributable to changes in the observed (benchniarédest rate. This is the
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amount to be presented in other comprehensive iadonaccordance with
paragraph 5.7.7(a).

B5.7.19 The example in paragraph B5.7.18 assuna<itanges in fair value arising from

factors other than changes in the instrument'sitcrezk or changes in observed
(benchmark) interest rates are not significantis Tiethod would not be appropriate
if changes in fair value arising from other factare significant. In those cases, an
entity is required to use an alternative method thare faithfully measures the
effects of changes in the liability's credit riske¢ paragraph B5.7.16(a)). For
example, if the instrument in the example containsembedded derivative, the
change in fair value of the embedded derivativexsluded in determining the
amount to be presented in other comprehensive iecamaccordance with
paragraph 5.7.7(a).

B5.7.20 As with all estimates of fair value, an efgit measurement method for

determining the portion of the change in the ligy8 fair value that is attributable
to changes in its credit risk must make maximumaisearket inputs.

Effective date and transition (chapter 7)

B7.2.1

Transition (section 7.2)

Financial assets held for trading

At the date of initial application of this NIERS, an entity must determine
whether the objective of the entity’'s business mddel managing any of its
financial assets meets the condition in paragrapt2@) or if a financial asset is
eligible for the election in paragraph 5.7.5. FRbat purpose, an entity shall
determine whether financial assets meet the definif held for trading as if the
entity had acquired the assets at the date oali@ipiplication.

Definitions (Appendix A)

BA.1

Derivatives

Typical examples of derivatives are futures fordvard, swap and option contracts.
A derivative usually has a notional amount, whishan amount of currency, a
number of shares, a number of units of weight durme or other units specified in
the contract. However, a derivative instrumentsdoet require the holder or writer
to invest or receive the notional amount at theeption of the contract.

Alternatively, a derivative could require a fixedyment or payment of an amount
that can change (but not proportionally with a gjeaim the underlying) as a result of
some future event that is unrelated to a notionaumt. For example, a contract
may require a fixed payment of CU1,000 if six-moblBOR increases by 100 basis
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points. Such a contract is a derivative even thoagnotional amount is not
specified.

BA.2  The definition of a derivative in this NZ IFR8cludes contracts that are settled
gross by delivery of the underlying item (eg a famveontract to purchase a fixed
rate debt instrument). An entity may have a coht@buy or sell a non-financial
item that can be settled net in cash or anotheamnfiial instrument or by
exchanging financial instruments (eg a contrachug or sell a commodity at a
fixed price at a future date). Such a contraetithin the scope of this NZ IFRS
unless it was entered into and continues to befoelthe purpose of delivery of a
non-financial item in accordance with the entitykpected purchase, sale or usage
requirements (see paragraphs 5-7 of NZ IAS 39).

BA.3 One of the defining characteristics of a demea is that it has an initial net
investment that is smaller than would be requidaother types of contracts that
would be expected to have a similar response taggsin market factors. An
option contract meets that definition because teenum is less than the investment
that would be required to obtain the underlyingaficial instrument to which the
option is linked. A currency swap that requiresiitial exchange of different
currencies of equal fair values meets the defimibecause it has a zero initial net
investment.

BA.4 A regular way purchase or sale gives rise toxedfiprice commitment between
trade date and settlement date that meets theitdefiof a derivative. However,
because of the short duration of the commitmenisitnot recognised as a
derivative financial instrument. Rather, this NERIS provides for special
accounting for such regular way contracts (see paphg 3.1.2 and B3.1.3—
B3.1.6).

BA.5  The definition of a derivative refers to nondncial variables that are not specific to
a party to the contract. These include an indegasthquake losses in a particular
region and an index of temperatures in a particcityr Non-financial variables
specific to a party to the contract include theun@nce or non-occurrence of a fire
that damages or destroys an asset of a party toothteact. A change in the fair
value of a non-financial asset is specific to thener if the fair value reflects not
only changes in market prices for such assetsn@dial variable) but also the
condition of the specific non-financial asset h@dnon-financial variable). For
example, if a guarantee of the residual value gppexific car exposes the guarantor
to the risk of changes in the car's physical caodjtthe change in that residual
value is specific to the owner of the car.

Financial assets and liabilities held for trading
BA.6  Trading generally reflects active and frequbaying and selling, and financial

instruments held for trading generally are used whth objective of generating a
profit from short-term fluctuations in price or de@s margin.
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Financial liabilities held for trading include:
(a) derivative liabilities that are not accounted ferreedging instruments;

(b) obligations to deliver financial assets borrowedalshort seller (ie an entity
that sells financial assets it has borrowed and doeget own);

(c) financial liabilities that are incurred with an inten to repurchase them in
the near term (eg a quoted debt instrument thatstheer may buy back in
the near term depending on changes in its fairejaknd

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

The fact that a liability is used to fund tnagiactivities does not in itself make that
liability one that is held for trading.
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Appendix C
Amendments to other NZ IFRSs

Except where otherwise stated, an entity shallyagm amendments in this appendix when
it applies NZ IFRS 9 issued in November 2010. Themendments incorporate with
additions the amendments issued in Appendix C oFR3 B in 2009.

NZ IFRS 1 First-time Adoption of International Fina  ncial
Reporting Standards

C1 Paragraph 29 is amended to read as follows, @giag39B is deleted and
paragraphs 29A and 39G are added:

29 An entity is permitted to designate a previousljognised financial asset as a
financial asset measured at fair value throughitpoofloss in accordance with
paragraph D19A. The entity shall disclose the falugaf financial assets so
designated at the date of designation and thessifleation and carrying
amount in the previous financial statements.

29A  An entity is permitted to designate a previousigognised financial liability as
a financial liability at fair value through profir loss in accordance with
paragraph D19. The entity shall disclose the fdueaf financial liabilities so
designated at the date of designation and thessifieation and carrying
amount in the previous financial statements.

39B [Deleted by IASB]

39G NZ IFRS 9Financial Instruments issued in November 2010, amended
paragraphs 29, B1-B5, D1(j), D14, D15, D19 and D20, dgdeagraphs 29A,
B8, B9, D19A-D19D, E1 and E2 and deleted paragrajfh 3@ entity shall
apply those amendments when it applies NZ IFRS $sased in November
2010.

C2 In Appendix B, paragraphs B1-B5 are amendedad as follows, and a heading and
paragraph B8, and a heading and paragraph B9 deslad

Bl An entity shall apply the following exceptions:

(@) derecognition of financial assets and financiabiliies (paragraphs B2
and B3);

(b) hedge accounting (paragraphs B4—-B6);

(c)  non-controlling interests (paragraph B7);

(d) classification and measurement of financial adgetsagraph B8); and
(e) embedded derivatives (paragraph B9).
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Derecognition of financial assets and financial
liabilities

Except as permitted by paragraph B3, a firsetiadopter shall apply the
derecognition requirements in NZ IFRSFthancial Instrumentgprospectively
for transactions occurring on or after1-Janua@d2the date of transition— In
other—wordsFor example, if a first-time adopter degmised non-derivative
financial assets or non-derivative financial ligthek in accordance with its
previous GAAP as a result of a transaction that oedutvefore—1—January
2004the date of transition to NZ IFRSs, it shalt recognise those assets and
liabilities in accordance with NZ IFRSs (unless thygplify for recognition as a
result of a later transaction or event).

Despite paragraph B2, an entity may apply theeamgnition requirements in
NZ IFRS 9 retrospectively from a date of the ensitghoosing, provided that the
information needed to apply NZ IFRS 9 to financiasets and financial
liabilities derecognised as a result of past tretisas was obtained at the time of
initially accounting for those transactions.

Hedge accounting

As required by NZ IFRS 9, at the date of transitm NZ IFRSs an entity shall:
(&) measure all derivatives at fair value; and

(b) eliminate all deferred losses and gains arisingderivatives that were
reported in accordance with previous GAAP as if theyewassets or
liabilities.

An entity shall not reflect in its opening NZRB statement of financial position a

hedging relationship of a type that does not qudiifr hedge accounting in

accordance with NZ IAS 39 (for example, many heggielationships where the
hedging instrument is a cash instrument or writtptioo; or where the hedged
item is a net position). However, if an entity idested a net position as a hedged
item in accordance with previous GAAP, it may deaig an individual item
within that net position as a hedged item in acaocg with NZ IFRSs, provided
that it does so no later than the date of tramsttidNZ IFRSs.

Classification and measurement of financial assets
An entity shall assess whether a financial asseétsnthe conditions in

paragraph 4.1.2 of NZ IFRS 9 on the basis of thésfand circumstances that
exist at the date of transition to NZ IFRSs.
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Embedded derivatives

B9 A first-time adopter shall assess whether aneeladed derivative is required to be
separated from the host contract and accounteatfarderivative on the basis of the
conditions that existed at the later of the dafest became a party to the contract
and the date a reassessment is required by panafap. 11 of NZ IFRS 9.

C3 In Appendix D, paragraphs D1(j), D14, D15, D19 and B20Damended to read as
follows and paragraphs D19A-D19D are added:

D1 An entity may elect to use one or more of theofeihg exemptions:
(a) .

() designation of previously recognised financial rimstents
(paragraphs D19-D19D)

(k) .

D14 When an entity prepares separate financialmtaits, NZ IAS 27 requires it
to account for its investments in subsidiariesntjgi controlled entities and
associates either:

(&) atcost;or
(b) inaccordance with NZ IFRS 9.
D15 If a first-time adopter measures such an investnat cost in accordance

with NZ IAS 27, it shall measure that investment a¢ af the following
amounts in its separate opening NZ IFRS statemeiimaricial position:

(&) cost determined in accordance with NZ IAS 27; or
(b) deemed cost. The deemed cost of such an invessghalhbe its:

(i) fair value (determined in accordance with NZ IFRSa®)the
entity’s date of transition to NZ IFRSs in its segarfinancial
statements; or

(i) previous GAAP carrying amount at that date.

A first-time adopter may choose either (i) or (iDoxe to measure its

investment in each subsidiary, jointly controlledtity or associate

that it elects to measure using a deemed cost.

D19 NZ IFRS 9 permits a financial liability (providédmeets certain criteria) to
be designated as a financial liability at fair \althrough profit or loss.
Despite this requirement an entity is permitted ésignate, at the date of
transition to NZ IFRSs, any financial liability asfair value through profit
or loss provided the liability meets the criteria paragraph 4.2.2 of
NZ IFRS 9 at that date.

D19A An entity may designate a financial asset aasmed at fair value through
profit or loss in accordance with paragraph 4.1.8lafIFRS 9 on the basis
of the facts and circumstances that exist at thee dd transition to

NZ IFRSs.
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D19B An entity may designate an investment in antgdanstrument as at fair
value through other comprehensive income in accm@a with
paragraph 5.7.5 of NZ IFRS 9 on the basis of thésfand circumstances
that exist at the date of transition to NZ IFRSs.

D19C If it is impracticable (as defined in NZ IAS &r an entity to apply
retrospectively the effective interest method ore thmpairment
requirements in paragraphs 58-65 and AG84-AG93 ofIAX 39, the
fair value of the financial asset at the date ahsition to NZ IFRSs shall
be the new amortised cost of that financial asst#teatlate of transition to
NZ IFRSs.

D19D An entity shall determine whether the treatmi@nparagraph 5.7.7 of
NZ IFRS 9 would create an accounting mismatch inipafloss on the
basis of the facts and circumstances that exisheatdate of transition to
NZ IFRSs.

Fair value measurement of financial assets or
financial liabilities at initial recognition

D20 Despite the requirements of paragraphs 7 and ®&néity may apply the
requirements in the last sentence of paragraph .85.4nd in

paragraph B5.4.9 of NZ IFRS-9+-in-eitherof thedaling-ways:

(@) prospectively to transactions entered into on derathe date of
transition to NZ IFRSs-25-October2002; or

(b)  prospectively-to-transactions-entered-into-aftéaduary-2004.
In Appendix E, a heading and paragraphs E1 araté&added:

Exemption from the requirement to restate
comparative information for NZ IFRS 9

E1 |Inits first NZ IFRS financial statements, anitgrthat (a) adopts NZ IFRSs
for annual periods beginning before 1 January 2@t2 (b) applies
NZ IFRS 9 shall present at least one year of contparanformation.
However, this comparative information need not complth NZ IFRS 7
Financial Instruments: Disclosuresr NZ IFRS 9, to the extent that the
disclosures required by NZ IFRS 7 relate to itemshiwitthe scope of
NZ IFRS 9. For such entities, references to thee'dat transition to
NZ IFRSs’ shall mean, in the case of NZ IFRS 7 andIRRZS 9 only, the
beginning of the first NZ IFRS reporting period.

E2 An entity that chooses to present comparativerindtion that does not
comply with NZ IFRS 7 and NZ IFRS 9 in its first yexrtransition shall:
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(@)

(b)

(©)

(d)

apply the recognition and measurement requiremahiis previous
GAAP in place of the requirements of NZ IFRS 9 to coratize
information about items within the scope of NZ IFRS 9

disclose this fact together with the basis used tepagre this
information.

treat any adjustment between the statement of ¢iahiposition at
the comparative period’s reporting date (ie thetestent of
financial position that includes comparative infation under
previous GAAP) and the statement of financial positat the start
of the first NZ IFRS reporting periodie the first period that
includes information that complies with NZ IFRS mdaNZ IFRS 9)
as arising from a change in accounting policy aride gthe
disclosures required by paragraph 28(a)—(e) ar{g ¢f) NZ IAS 8.
Paragraph 28(f)(i) applies only to amounts presknie the
statement of financial position at the comparagieeod’s reporting
date.

apply paragraph 17(c) of NZ IAS 1 to provide additibdisclosures
when compliance with the specific requirements in NERS$s is
insufficient to enable users to understand the ohmd particular
transactions, other events and conditions on théysnfinancial
position and financial performance.

NZ IFRS 3 Business Combinations

C5 Paragraphs 16, 42, 53, 56 and 58(b) are amendedead as follows,
paragraph 64A is deleted and paragraph 64D is added:

16 In some situations, NZ IFRSs provide for difféeraccounting depending on
how an entity classifies or designates a particagaet or liability. Examples
of classifications or designations that the acqustell make on the basis of
the pertinent conditions as they exist at the aitjon date include but are
not limited to:

(@)

(b)

(©

classification of particular financial assets aiadbilities as measured
at fair value or at amortised cost, in accordanceén WZ IFRS 9
Financial Instruments

designation of a derivative instrument as a hedgirggrument in
accordance with NZ IAS 39; and

assessment of whether an embedded derivative sheulbparated
from a host contract in accordance with NZ IFRS 9 ¢wh$ a matter
of ‘classification’ as this NZ IFRS uses that term).

42 In a business combination achieved in stagesatquirer shall remeasure its
previously held equity interest in the acquireeitatacquisition-date fair
value and recognise the resulting gain or losanyf, in profit or loss or other
comprehensive income, as appropriate. In prior nte@p periods, the
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acquirer may have recognised changes in the vdluts equity interest in
the acquiree in other comprehensive income. Iftee, amount that was
recognised in other comprehensive income shalebegnised on the same
basis as would be required if the acquirer had disgodirectly of the
previously held equity interest.

Acquisition-related costs are costs the acquireurs to effect a business
combination. Those costs include finder's fees;isay, legal, accounting,

valuation and other professional or consulting fegsheral administrative

costs, including the costs of maintaining an ingkacquisitions department;
and costs of registering and issuing debt and ygeiturities. The acquirer
shall account for acquisition-related costs as egpsg in the periods in which
the costs are incurred and the services are reteiith one exception. The
costs to issue debt or equity securities shalkbegnised in accordance with
NZ IAS 32 and NZ IFRS 9.

After initial recognition and until the liabilitig settled, cancelled or expires,
the acquirer shall measure a contingent liabilggognised in a business
combination at the higher of:

(@) the amount that would be recognised in accordande Mt IAS 37,
and

(b) the amount initially recognised less, if approgjatumulative
amortisation recognised in accordance with NZ IASRE8enue

This requirement does not apply to contracts adesufor in accordance
with NZ IFRS 9.

Some changes ...

(b) Contingent consideration classified as an assatliability that:

(i) is afinancial instrument and is within the scop&dfIFRS 9
shall be measured at fair value, with any resulgagn or loss
recognised either in profit or loss or in other guehensive
income in accordance with NZ IFRS 9.

(i) is not within the scope of NZ IFRS 9 shall be accedrior in
accordance with NZ IAS 37 or other NZ IFRSs as
appropriate.

[Deleted by IASB]

NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraphs 16, 42, 53, 56 and 58(b) and deleteahrzgoh 64A. An entity
shall apply those amendments when it applies NZ IER8s issued in
November 2010.
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NZ IFRS 4 Insurance Contracts

C6 The Introduction is amended to read as follows:

@)

...New Zealand equivalents to IFRSs. It does pptyato other assets and
liabilities of an insurer, such as financial assatd financial liabilities within

the scope of NZ IFRS @inancial InstrumentsFurthermore, it does not

address accounting by policyholders.

C7 Paragraphs 3, 4(d), 7, 8, 12, 34(d), 35 andré5amended to read as follows,
paragraph 41C is deleted and paragraph 41D is added:

3

© Copyright

This NZ IFRS does not address other aspects olatiag by insurers, such
as accounting for financial assets held by insueerd financial liabilities
issued by insurers (see NZ IAS Fnancial Instruments: Presentatipn
NZ IAS 39 Financial Instruments: Recognition and Measurement
NZ IFRS 7 and NZ IFRS 8inancial Instruments except in the transitional
provisions in paragraph 45.

An entity shall not apply this NZ IFRS to:
(@)

(d) financial guarantee contracts unless the issueptesously asserted
explicitly that it regards such contracts as ineaeacontracts and has
used accounting applicable to insurance contratt&hich case the
issuer may elect to apply either NZ IAS 32, NZ IFRSamd
NZ IFRS 9 or this NZ IFRS to such financial guaranteatracts.
The issuer may make that election contract by eettrbut the
election for each contract is irrevocable.

(e)

NZ IFRS 9 requires an entity to separate some éddutderivatives from

their host contract, measure thenfait value and include changes in their

fair value in profit or loss. NZ IFRS 9 appliesderivatives embedded in an
insurance contract unless the embedded derivasivigsélf an insurance
contract.

As an exception to the requirements in NZ IFRS m,iresurer need not
separate, and measure at fair value, a policyhisldgtion to surrender an
insurance contract for a fixed amount (or for anoam based on a fixed
amount and an interest rate), even if the exerpisge differs from the
carrying amount of the hogtsurance liability However, the requirements
in NZ IFRS 9 do apply to a put option or cash sutegroption embedded in
an insurance contract if the surrender value vaniessponse to the change
in a financial variable (such as an equity or cordityoprice or index), or a
non-financial variable that is not specific to artpato the contract.
Furthermore, those requirements also apply if tddr’s ability to exercise
a put option or cash surrender option is triggevgda change in such a
variable (for example, a put option that can ber@sed if a stock market
index reaches a specified level).
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12 To unbundle a contract, an insurer shall:

(@)
(b)

apply this NZ IFRS to the insurance component.
apply NZ IFRS 9 to the deposit component.

34 Some insurance contracts contain a discretiguenticipation feature as well
as aguaranteed elementhe issuer of such a contract:

(@)
(d)

(e)

shall, if the contract contains an embedded deévieatvithin the
scope of NZ IFRS 9, apply NZ IFRS 9 to that embedttsilative.

Discretionary participation features in financial
instruments

35 The requirements in paragraph 34 also apply fioamcial instrument that
contains a discretionary participation feature adidition:

(@)

(b)

(©

if the issuer classifies the entire discretionaaytipipation feature as a
liability, it shall apply the liability adequacydein paragraphs 15-19 to
the whole contract (ie both the guaranteed elemamd the
discretionary participation feature). The issueedhnot determine the
amount that would result from applying NZ IFRS %the guaranteed
element.

if the issuer classifies part or all of that featas a separate component
of equity, the liability recognised for the wholentract shall not be
less than the amount that would result from applyiZ IFRS 9 to the
guaranteed element. That amount shall includéthiasic value of an
option to surrender the contract, but need notudelits time value if
paragraph 9 exempts that option from measuremefairatalue. The
issuer need not disclose the amount that wouldtrésm applying
NZ IFRS 9 to the guaranteed element, nor neecegemt that amount
separately. Furthermore, the issuer need notrdeterthat amount if
the total liability recognised is clearly higher.

41C [Deleted by IASB]

41D NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraphs 3, 4(d), 7, 8, 12, 34(d), 35, 45 and-B28 and Appendix A and
deleted paragraph 41C. An entity shall apply thoseraiments when it
applies NZ IFRS 9 as issued in November 2010.

45 Despite paragraph 4.4.1 of NZ IFRS 9, when an é@msghanges its
accounting policies for insurance liabilities, stpermitted, but not required,
to reclassify some or all of its financial asseistlsat they are measured at
fair value. This reclassification is permitted if Basurer changes accounting
policies when it first applies this NZ IFRS and ifntakes a subsequent
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policy change permitted by paragraph 22. The rsiflaation is a change in
accounting policy and NZ IAS 8 applies.

C8 In Appendix A the defined term ‘deposit compah&anamended to read as follows:

deposit component A contractual compamnt that is not accounted
as a derivative under NFFRS 9 and would t
within the scope of NAZFRS 9 if it were a separ:
instrument.

C9 In Appendix B, paragraphs B18—B20 are amendegdd as follows:

B18 The following are examples of contracts thatiaseirance contracts, if the
transfer of insurance risk is significant:

(a) .

(g) credit insurance that provides for specified payisi¢a be made to
reimburse the holder for a loss it incurs becauspexified debtor
fails to make payment when due under the originahodified terms
of a debt instrument. These contracts could haviews legal forms,
such as that of a guarantee, some types of letteredit, a credit
derivative default contract or an insurance conirddowever,
although these contracts meet the definition oinanrance contract,
they also meet the definition of a financial guaesancontract in
NZ IFRS 9 and are within the scope of NZ IAS 32 [fod¢nomitted]
and NZ IFRS 9, not this NZ IFRS (see paragraph 4(dpvertheless,
if an issuer of financial guarantee contracts hawvipusly asserted
explicitly that it regards such contracts as insaeacontracts and has
used accounting applicable to insurance contrabts,issuer may
elect to apply either NZ IAS 32 [footnote omittedidaNZ IFRS 9 or
this NZ IFRS to such financial guarantee contracts.

(h)

B19 The following are examples of items that areinstirance contracts:

(@)

(e) derivatives that expose one party to finand& but not insurance
risk, because they require that party to make payinased solely on
changes in one or more of a specified interest, réteancial
instrument price, commodity price, foreign exchamgt, index of
prices or rates, credit rating or credit index threp variable, provided
in the case of a nonfinancial variable that thealde is not specific
to a party to the contract (see NZ IFRS 9).

® a credit-related guarantee (or letter of crediedit derivative default
contract or credit insurance contract) that requpayments even if
the holder has not incurred a loss on the faildira@® debtor to make
payments when due (see NZ IFRS 9).

(9)
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B20 If the contracts described in paragraph BlSaterefinancial assets or
financial liabilities, they are within the scope MZ IFRS 9. Among other
things, this means ...

NZ C9.1In Appendix C of NZ IFRS 4 paragraph 2.1A is addefbdsws:

2.1A  Where a life insurer has early adopted NZ IEFRSnancial Instruments
(2010), all references to NZ IAS 39nancial Instruments: Recognition
and Measuremerghall be read as including a reference to NZ IFRS 9
Financial Instrument$2010).

NZ C9.2In Appendix D of NZ IFRS 4 paragraph 2.1A is addetbdews:

2.1A Where an entity that issues insurance corstrather than a life insurer,
has early adopted NZIFRS &inancial Instruments(2010), all
references to NZ IAS 3%inancial Instruments: Recognition and
Measurementshall be read as including a reference to NZ IFRS 9
Financial Instrument$2010).

NZ IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations

C10 Paragraph 5 is amended to read as follows aadnagph 44F is added:

5 The measurement provisions of this NZ IFRS [fot#nomitted] do not
apply to the following assets, which are covered by NZ IFRSs listed,
either as individual assets or as part of a didgpsap:

(@
(c) financial assets within the scope of NZ IFRBi®ancial Instruments
(d)

44F NZ IFRS 9Financial Instrumentsissued in November 2010, amended

paragraph 5. An entity shall apply that amendment nwiite applies
NZ IFRS 9 as issued in November 2010.

NZ IFRS 7 Financial Instruments: Disclosures

Cl1 In the rubric, the reference to ‘Appendices AiDamended to ‘Appendices A—
C’. Paragraphs 2-5, 8-10, 11, 14, 20, 28 and 8@marended to read as follows,
paragraphs 12, 12A, 29(b) and 44H are deleted aeddirig and paragraphs 10A,
11A, 11B, 12B-12D, 20A, 44l, 44J and 44N are added:

2 The principles in this NZ IFRS complement thengiples for recognising,
measuring and presenting financial assets anddialdiabilities in NZ IAS 32
Financial Instruments: Presentati@nd NZ IFRS Jinancial Instruments
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Scope

3  This NZ IFRS shall be applied by all entities dab types of financial
instruments, except:

(@) those interests in subsidiaries, associate@iot ventures that are
accounted for in accordance with NZ IAS Zbnsolidated and
Separate Financial Statement$Z IAS 28Investments in Associates
or NZ IAS 3linterests in Joint Ventureslowever, in some cases,
NZ IAS 27, NZ IAS 28 or NZ IAS 31 permits an entitygocount for
an interest in a subsidiary, associate or joint tmen using
NZ IFRS 9; in those cases, entities shall apply rdgirements of
this NZ IFRS. Entities shall also apply this NZ IFRSall derivatives
linked to interests in subsidiaries, associatemiot ventures unless
the derivative meets the definition of an equitystioment in
NZ IAS 32.

(b)

(d) insurance contracts as defined in NZ IFR#gurance Contracts
However, this NZ IFRS applies to derivatives that em&bedded in
insurance contracts if NZ IFRS 9 requires the enttyaccount for
them separately. Moreover, an issuer shall appl NZ IFRS to
financial guarantee contract§ the issuer applies NZ IFRS 9 in
recognising and measuring the contracts, but spplly NZ IFRS 4 if
the issuer elects, in accordance with paragraphaf(dy IFRS 4, to
apply NZ IFRS 4 in recognising and measuring them.

(e)

4  This NZ IFRS applies to recognised and unreceghimancial instruments.
Recognised financial instruments include financilsets and financial
liabilities that are within the scope of NZ IFRS @nrecognised financial
instruments include some financial instruments,tladthough outside the
scope of NZ IFRS 9, are within the scope of this NR$F(such as some
loan commitments).

5  This NZ IFRS applies to contracts to buy or aatlon-financial item that are
within the scope of NZ IFRS 9.

8 The carrying amounts of each of the following gatées, as specified in
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NZ IFRS 9, shall be disclosed either in the statdroéfinancial position or
in the notes:

(@) financial assets measured at fair value thraqargfit or loss, showing
separately (i) those designated as such uponling@gnition and
(i) those mandatorily measured at fair value ircadance with
NZ IFRS 9.

(b)—(d) [deleted by IASB]
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(e) financial liabilities at fair value through pitoor loss, showing
separately (i) those designated as such uponling@gnition and
(ii) those that meet the definition of held fordiiag in NZ IFRS 9.

® financial assets measured at amortised cost.
(9) financial liabilities measured at amortisedtcos

(h) financial assets measured at fair value throoftjer comprehensive
income.

Financial assets or financial liabilities at fair v alue
through profit or loss

If the entity has designated as measured atvédire a financial asset (or
group of financial assets) that would otherwise besueed at amortised
cost, it shall disclose:

(@) the maximum exposure tredit risk (see paragraph 36(a)) of the
financial asset (or group of financial assetshaténd of the reporting
period.

(b) the amount by which any related credit derivagivor similar
instruments mitigate that maximum exposure to ¢mesk.

(c) the amount of change, during the period anduatively, in the fair
value of the financial asset (or group of financédsets) that is
attributable to changes in the credit risk of thearficial asset
determined either:

(i)
(d) the amount of the change in the fair value of aelated credit

derivatives or similar instruments that has ocalmering the period
and cumulatively since the financial asset was desayl.

If the entity has designated a financial lidpifis at fair value through profit
or loss in accordance with paragraph 4.2.2 of NZ IBR8hd is required to
present the effects of changes in that liabilitgeedit risk in other
comprehensive income (see paragraph 5.7.7 of NZ BjRiEshall disclose:

(@) the amount of change, cumulatively, in the failue of the financial
liability that is attributable to changes in thedit risk of that liability
(see paragraphs B5.7.13-B5.7.20 of NZ IFRS 9 fodanude on
determining the effects of changes in a liabilitytedit risk).

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

(c) any transfers of the cumulative gain or losshimitequity during the
period including the reason for such transfers.

(d) if a liability is derecognised during the peatiothe amount (if any)
presented in other comprehensive income that wadiseda at
derecognition.
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10A If an entity has designated a financial lidpiks at fair value through profit
or loss in accordance with paragraph 4.2.2 of NZ IBR&hd is required to
present all changes in the fair value of that ligb{including the effects of
changes in the credit risk of the liability) in fitoor loss (see
paragraphs 5.7.7 and 5.7.8 of NZ IFRS 9), it sfliaktlose:

(€) the amount of change, during the period andutatinely, in the fair
value of the financial liability that is attributiebto changes in the
credit risk of that liability (see paragraphs B3%3-B5.7.20 of
NZ IFRS 9 for guidance on determining the effectlofnges in a
liability’s credit risk); and

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

11 The entity shall also disclose:

(@) a detailed description of the methods used dmpy with the
requirements in paragraphs 9(c), 10(a) and 10A(ad a
paragraph 5.7.7(a) of NZ IFRS 9, including an exatam of why the
method is appropriate.

(b) if the entity believes that the disclosure dshgiven, either in the
statement of financial position or in the notes,ctmply with the
requirements in paragraph 9(c), 10(a) or 10A(a)avagraph 5.7.7(a)
of NZ IFRS 9 does not faithfully represent the chtarg the fair
value of the financial asset or financial liabiligttributable to
changes in its credit risk, the reasons for reagltiis conclusion and
the factors it believes are relevant.

(c) a detailed description of the methodology othudologies used to
determine whether presenting the effects of chamyes liability's
credit risk in other comprehensive income would &ea enlarge an
accounting mismatch in profit or loss (see paragsap7.7 and 5.7.8
of NZ IFRS 9). If an entity is required to presehée effects of
changes in a liability’s credit risk in profit avds (see paragraph 5.7.8
of NZ IFRS 9), the disclosure must include a detldescription of
the economic relationship described in paragraph.7.B5 of
NZ IFRS 9.

Financial assets measured at fair value through oth  er
comprehensive income

11A If an entity has designated investments in tygastruments to be measured
at fair value through other comprehensive incoms, permitted by
paragraph 5.7.5 of NZ IFRS 9, it shall disclose:

@) which investments in equity instruments havenb#esignated to be
measured at fair value through other compreheriso@me.
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(b) the reasons for using this presentation altermma

(c) the fair value of each such investment at thd ef the reporting
period.

(d) dividends recognised during the period, showsegarately those
related to investments derecognised during thertiegoperiod and
those related to investments held at the end ofetherting period.

(e) any transfers of the cumulative gain or los$iwiequity during the
period including the reason for such transfers.

11B If an entity derecognised investments in eqgimsgruments measured at fair
value through other comprehensive income duringréperting period, it
shall disclose:
@) the reasons for disposing of the investments.
(b) the fair value of the investments at the détgepecognition.
(c) the cumulative gain or loss on disposal.

12B An entity shall disclose if, in the current @ewous reporting periods, it has
reclassified any financial assets in accordance #nagraph 4.4.1 of
NZ IFRS 9. For each such event, an entity shalloksc
(@) the date of reclassification.

(b) a detailed explanation of the change in businemdel and a
qualitative description of its effect on the erstyfinancial
statements.

(c) the amount reclassified into and out of eadhgary.
12C For each reporting period following reclassiiima until derecognition, an

entity shall disclose for assets reclassified sat tfney are measured at
amortised cost in accordance with paragraph 4.4NZ0fFRS 9:

(€) the effective interest rate determined on thee @f reclassification;
and
(b) the interest income or expense recognised.

12D If an entity has reclassified financial assststhat they are measured at
amortised cost since its last annual reporting,dasball disclose:

@) the fair value of the financial assets at the ef the reporting period;
and

(b) the fair value gain or loss that would have besrognised in profit
or loss during the reporting period if the finah@asets had not been
reclassified.

14  An entity shall disclose:

(€) the carrying amount of financial assets it plaslged as collateral for
liabilities or contingent liabilities, including amants that have been
reclassified in accordance with paragraph 3.3.28{a)lZ IFRS 9;
and
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(b) the terms and conditions relating to its pledge

20 An entity shall disclose the following items otame, expense, gains or
losses either in the statement of comprehensivanecr in the notes:

@ net gains or net losses on:

(i) financial assets or financial liabilities measurdfair value
through profit or loss, showing separately thosefioancial
assets or financial liabilities designated as supbn initial
recognition, and those on financial assets or firriabilities
that are mandatorily measured at fair value in etamoce with
NZ IFRS 9 (eg financial liabilities that meet thefidigion of
held for trading in NZIFRS 9). For financial liaitis
designated as at fair value through profit or l@ssgentity shall
show separately the amount of gain or loss recodriis@ther
comprehensive income and the amount recognisedoiit pr
loss.

(i)—(iv) [deleted by IASB]
v) financial liabilities measured at amortisedtcos
(vi)  financial assets measured at amortised cost.

(vii) financial assets measured at fair value tigtouother
comprehensive income.

(b) total interest income and total interest expeftalculated using the
effective interest method) for financial assetst thee measured at
amortised cost or financial liabilities not at fa@mlue through profit
or loss.

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

0] financial assets measured at amortised costfimancial
liabilities that are not at fair value through ptafr loss; and

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

(d) interest income on impaired financial assetsrsd in accordance
with paragraph AG93 of NZ IAS 39.

(e)

20A An entity shall disclose an analysis of the gainloss recognised in the
statement of comprehensive income arising from deeecognition of
financial assets measured at amortised cost, shosépgrately gains and
losses arising from derecognition of those finanassets. This disclosure
shall include the reasons for derecognising thimem€ial assets.

28 If the market for a financial instrument is @ative, an entity establishes its
fair value using a valuation technique (see papwyaB5.4.6-B5.4.12 of
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NZ IFRS 9). Nevertheless, the best evidence ofvidue at initial recognition
is the transaction price (ie the fair value of tbasideration given or received),
unless the conditions described in paragraph B#NZ IFRS 9 are met. It
follows that there could be a difference betweea thir value at initial
recognition and the amount that would be determiatethat date using the
valuation technique. If such a difference exisis,entity shall disclose, by
class of financial instrument:

(€) its accounting policy for recognising that diénce in profit or loss
to reflect a change in factors (including time)tthearket participants
would consider in setting a price (see paragraph4.B5.of
NZ IFRS 9); and

(b) the aggregate difference yet to be recognieegrofit or loss at the
beginning and end of the period and a reconcilatibchanges in the
balance of this difference.

Disclosures of fair value are not required:

(€)

(b) [deleted by IASB]

(c)

In the case described in paragraph 29(c), aty estiall disclose information
to help users of the financial statements make then judgements about

the extent of possible differences between the tayramount of those
contracts and their fair value, including:

(a)
[Deleted by IASB]

When an entity first applies NZ IFRS 9, it shdiéclose for each class of
financial assets at the date of initial application

(€) the original measurement category and carrgimgpunt determined
in accordance with NZ IAS 39;

(b) the new measurement category and carrying amdetermined in
accordance with NZ IFRS 9;

(c) the amount of any financial assets in the staté of financial
position that were previously designated as measatefdir value
through profit or loss but are no longer so dedigghadistinguishing
between those that NZ IFRS 9 requires an entity ¢tassify and
those that an entity elects to reclassify.

An entity shall present these quantitative disclesun tabular format unless
another format is more appropriate.
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443 When an entity first applies NZ IFRS 9, it shdlclose qualitative
information to enable users to understand:

@) how it applied the classification requirememtsNiZ IFRS 9 to those
financial assets whose classification has changed assult of
applying NZ IFRS 9.

(b) the reasons for any designation or de-designaif financial assets
or financial liabilities as measured at fair vatheough profit or loss.

44N NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraphs 2-5, 8-10, 11, 14, 20, 28, 30, Appendi214,B5, B10(a), B22
and B27, added paragraphs 10A, 11A, 11B, 12B-12D, 28hand 44J, and
deleted paragraphs 12, 12A, 29(b), 44H, B4 and AppdddAn entity shall
apply those amendments when it applies NZ IFRS 9 sssied in
November 2010.

C12 In Appendix A, the last paragraph is amendeéad as follows:

The following terms are defined in paragraph 11 of IR3 32, paragraph 9 of
NZ IAS 39 or Appendix A of NZ IFRS 9 and are used in & IFRS with the
meaning specified in NZ IAS 32, NZ IAS 39 and NZ IFRS 9.

. amortised cost of a financial asset or finanicddility
. derecognition

. derivative

. effective interest method

. equity instrument

. fair value

. financial asset

. financial guarantee contract

. financial instrument

. financial liability

. financial liability at fair value through profir loss
. forecast transaction

. hedging instrument

. held for trading

. reclassification date

. regular way purchase or sale.

C13 In Appendix B, paragraph B4 is deleted and paptw B1, B5, B10(a), B22 and
B27 are amended to read as follows:

B1 Paragraph 6 requires an entity to group findriegruments into classes that
are appropriate to the nature of the informaticstidised and that take into
account the characteristics of those financial rimsents. The classes
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described in paragraph 6 are determined by théyearid are, thus, distinct
from the categories of financial instruments spedifin NZ IFRS 9 (which

determine how financial instruments are measuredwdrete changes in fair
value are recognised).

B5 Paragraph 21 requires disclosure of the measumebasis (or bases) used in
preparing the financial statements and the othewwating policies used that
are relevant to an understanding of the finandialesents. For financial
instruments, such disclosure may include:

@)

(aa)

(b)
(©

(d)

for financial liabilities designated as at feaue through profit or loss:

(i) the nature of the financial liabilities the gpthas designated
as at fair value through profit or loss;

(i) the criteria for so designating such financlabilities on
initial recognition; and

(i) how the entity has satisfied the conditionsparagraph 4.2.2
of NZ IFRS 9 for such designation.

for financial assets designated as measurddiravalue through
profit or loss:

(i) the nature of the financial assets the entidg designated as
measured at fair value through profit or loss; and

(i) how the entity has satisfied the criteria inrgggraph 4.1.5 of
NZ IFRS 9 for such designation.

[deleted by IASB]

whether regular way purchases and sales of fiabmssets are
accounted for at trade date or at settlement daie jaragraph 3.1.2
of NZ IFRS 9).

B10 Activities that give rise to credit risk and thgsociated maximum exposure
to credit risk include, but are not limited to:

(@)

(b)

granting loans to customers and placing depesih other entities.
In these cases, the maximum exposure to creditisiske carrying
amount of the related financial assets.

B22 Interest rate riskarises on interest-bearing financial instrumeetognised
in the statement of financial position (eg debtrinmients acquired or issued)
and on some financial instruments not recognisedhi statement of
financial position (eg some loan commitments).

B27 In accordance with paragraph 40(a), the seitgitof profit or loss (that
arises, for example, from instruments measurediavélue through profit or
loss) is disclosed separately from the sensitiatyother comprehensive
income (that arises, for example, from investment®quity instruments
whose changes in fair value are presented in otirapehensive income).
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Cl14 Appendix D is deleted.

NZ C14.1

In Appendix E of IFRS 7 paragraph E2.1 is addedbs\is:

E2.1 Where a financial institution has early addpiZ IFRS 9 Financial

Instruments(2010), all references to NZ IAS Fnancial Instruments:
Recognition and Measuremesihall be read as including a reference to
NZ IFRS 9Financial Instrument$2010).

NZ IAS 1 Presentation of Financial Statements

C15 In paragraph 7, the definition of ‘other conimesive income’ and paragraphs 68,
71, 82, 93, 95 and 123 are amended to read asvilimaragraph 139E is deleted
and paragraph 139G is added:

7

68

71

© Copyright

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

Other comprehensive income comprises items of income and expense
(including reclassification adjustments) that are ot recognised in profit
or loss as required or permitted by other NZ IFRSs.

The components of other comprehensive income ieclud

(a)

(d) gains and losses from investments in equitfrinsents measured at
fair value through other comprehensive income icoedance with
paragraph 5.7.5 of NZ IFRSHnancial Instruments

(e) the effective portion of gains and losses odgive instruments in a
cash flow hedge (see NZ IAS ¥Fnancial Instruments: Recognition
and Measuremejt

)] for particular liabilities designated as atrfaalue through profit or
loss, the amount of the change in fair value tksaatiributable to
changes in the liability's credit risk (see paegr 5.7.7 of
NZ IFRS 9).

The operating cycle of an entity ... Currentegsslso include assets held
primarily for the purpose of trading (examples ut# some financial assets
that meet the definition of held for trading in NERS 9) and the current
portion of non-current financial assets.

Other current liabilities are not settled as parthe normal operating cycle,
but are due for settlement within twelve months afterreporting period or
held primarily for the purpose of trading. Examplas some financial
liabilities that meet the definition of held foratting in NZ IFRS 9, bank
overdrafts, and the current portion of non-currdimancial liabilities,

dividends payable, income taxes and other non-tme@bles. Financial
liabilities that provide financing on a long-termdis (ie are not part of the
working capital used in the entity’s normal opergtaycle) and are not due
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for settlement within twelve months after the repagtiperiod are non-
current liabilities, subject to paragraphs 74 abd 7

As a minimum, the statement of comprehensive inote shall include line
items that present the following amounts for the péod:

(a) revenue;

(@aa) gains and losses arising from the derecognitiof financial assets
measured at amortised cost;

(b)  finance costs;

(c) share of the profit or loss of associates andoipt ventures
accounted for using the equity method;

(ca) if a financial asset is reclassified so that is measured at fair
value, any gain or loss arising from a difference é&tween the
previous carrying amount and its fair value at thereclassification
date (as defined in NZ IFRS 9);

(d)

Other NZ IFRSs specify whether and when amountsqusly recognised
in other comprehensive income are reclassified rfitpor loss. Such
reclassifications are referred to in this Standas reclassification
adjustments. A reclassification adjustment is inetlidwith the related
component of other comprehensive income in theopetiat the adjustment
is reclassified to profit or loss. These amounty fmave been recognised in
other comprehensive income ...

Reclassification adjustments arise, for exampte,disposal of a foreign
operation (see NZ IAS 21) and when a hedged forecassdction affects
profit or loss (see paragraph 100 of NZ IAS 39 iratieh to cash flow
hedges).

In the process of applying the entity’'s accmgntpolicies, management
makes various judgements, apart from those invgléstimations, that can
significantly affect the amounts it recogniseshia financial statements. For
example, management makes judgements in determining

(a) [deleted by IASB]
(b)

139E [Deleted by IASB]
139G NZ IFRS 9Financial Instrumentsissued in November 2010, amended

paragraphs 7, 68, 71, 82, 93, 95 and 123 and depeteagraph 139E. An
entity shall apply those amendments when it appNiedFRS 9 as issued
in November 2010.
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NZ IAS 2 Inventories

C16 Paragraph 2(b) is amended to read as follomagmph 40A is deleted and
paragraph 40B is added:

2 This Standard applies to all inventories, except:
@)

(b)  financial instruments (see NZ IAS 32Financial Instruments:
Presentation and NZ IFRS 9Financial I nstruments); and

(c)
40A [Deleted by IASB]

40B NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraph 2(b) and deleted paragraph 40A. An enhigll apply those
amendments when it applies NZ IFRS 9 as issued ireiber 2010.

NZ IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors

C17 Paragraph 53 is amended to read as followsgregoia 54A is deleted and
paragraph 54B is added:

53 Hindsight should not be used when applying a nesswating policy to, or
correcting amounts for, a prior period, either iaking assumptions about
what management’s intentions would have been in ar pperiod or
estimating the amounts recognised, measured ologét in a prior period.
For example, when an entity corrects a prior peggdr in calculating its
liability for employees’ accumulated sick leave #mccordance with
NZ IAS 19 Employee Benefitst disregards information about an unusually
severe influenza season during the next periodatbeame available after the
financial statements for the prior period were atifeal for issue. The fact
that significant estimates are frequently requirechen amending
comparative information presented for prior periddes not prevent reliable
adjustment or correction of the comparative infdiora

54A [Deleted by IASB]

54B NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraph 53 and deleted paragraph 54A. An entigll sipply those
amendments when it applies NZ IFRS 9 as issued ireidber 2010.
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NZ IAS 12 Income Taxes

C18

In the rubric ‘paragraphs 1-95’ is amendedbtragraphs 1-97°. Paragraph 20 is
amended to read as follows, paragraph 96 is detetdgbaragraph 97 is added:

20 NZ IFRSs permit or require certain assets todraed at fair value or to be

96
97

revalued (see, for example, NZ IAS Hgoperty, Plant and Equipment
NZ IAS 38 Intangible Assets NZ IAS 40 Investment Propertyand
NZ IFRS 9Financial Instruments In some jurisdictions, the revaluation or
other restatement of an asset to fair value affisotable profit (tax loss) for
the current period. As a result, ...

[Deleted by IASB]

NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraph 20 and deleted paragraph 96. An entityl sipply those
amendments when it applies NZ IFRS 9 as issued ireidber 2010.

NZ IAS 18 Revenue

C19

In the rubric the reference to ‘paragraphs lis38mended to ‘paragraphs 1-40’.
Paragraphs 6(d) and 11 are amended to read awd$olfmaragraph 39 is deleted
and paragraph 40 is added:

6

11

39
40

This Standard does not deal with revenue arisimg:f
@

(d) changes in the fair value of financial asseis nancial liabilities or
their disposal (see NZ IFRSFnancial Instruments

(e)
In most cases ... The difference between the fainevand the nominal

amount of the consideration is recognised as istaevenue in accordance
with paragraphs 29 and 30 and in accordance with IR5Ig.

[Deleted by IASB]
NZ IFRS 9Financial Instrumentsissued in November 2010, amended

paragraphs 6(d) and 11 and deleted paragraph 36ntity shall apply those
amendments when it applies NZ IFRS 9 as issued ireiber 2010.

NZ IAS 20 Accounting for Government Grants and
Disclosure of Government Assistance

C20

In the rubric ‘paragraphs 1-43’ is amendedpsragraphs 1-44'. Paragraph 10A

is amended to read as follows and paragraph 44disdad

10A The benefit of a government loan at a belowkmiarate of interest is treated

as a government grant. The loan shall be recedn@d measured in
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44

accordance with NZ IFRS @inancial Instruments The benefit of the
below-market rate of interest shall be measurdti@slifference between the
initial carrying value of the loan determined ircaance with NZ IFRS 9
and the proceeds received. The benefit is aceduior in accordance with
this Standard. The entity shall consider the @@ and obligations that
have been, or must be, met when identifying thescfmstwhich the benefit
of the loan is intended to compensate.

NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraph 10A. An entity shall apply that amendmenerwiit applies
NZ IFRS 9 as issued in November 2010.

NZ IAS 21 The Effects of Changes in Foreign Exchange

Rates

ca1 A new paragraph is added to the Introductiorobews:

The Standard excludes from its scope foreign coyrelerivatives that are within
the scope of NZ IFRS Binancial Instruments Similarly, the material on hedge
accounting has been moved to NZ IAS 39.

Cc22 Paragraphs 3(a), 4 and 52(a) are amended doaedollows, paragraph 60C is
deleted and paragraph 60E is added:

3

52

This Standard shall be applied{footnote omitted]

(a) in accounting for transactions and balances iforeign currencies,
except for those derivative transactions and balams that are
within the scope of NZ IFRS 9Financial Instruments;

(b)

NZ IFRS 9 applies to many foreign currency deiest and, accordingly,
these are excluded from the scope of this Stand#odever, those foreign
currency derivatives that are not within the scop&a IFRS 9 (eg some
foreign currency derivatives that are embeddedfierocontracts) are within
the scope of this Standard. In addition, this Saathdapplies when an entity
translates amounts relating to derivatives fronfutsctional currency to its
presentation currency.

An entity shall disclose:

(a) the amount of exchange differences recognised profit or loss
except for those arising on financial instruments reasured at fair
value through profit or loss in accordance with NZ FRS 9; and

©) ..

60C [Deleted by IASB]
60E NZ IFRS 9Financial Instrumentsissued in November 2010, amended

© Copyright
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apply those amendments when it applies NZ IFRS 9 sssied in
November 2010.

NZ IAS 27 Consolidated and Separate Financial
Statements

c23 Paragraph IN10 is amended to read as follows:

IN1I0 When an entity elects, or is required by looagulations, to present
separate financial statements, investments in digigs, jointly controlled
entities and associates must be accounted forsatocon accordance with
NZ IFRS 9Financial Instruments

C24 Paragraphs 35, 37, 38 and 40 are amended daasefollows, paragraph 45D is
deleted and paragraph 45E is added:

35 If a parent loses control of a subsidiary,... Egample, if a subsidiary has
cumulative exchange differences relating to a fpreoperation and the
parent loses control of the subsidiary, the pasbiall reclassify to profit or
loss the gain or loss previously recognised in rotioenprehensive income in
relation to the foreign operation. Similarly, ...

37 The fair value of any investment retained inftivener subsidiary at the date
when control is lost shall be regarded as the faluer on initial recognition
of a financial asset in accordance with NZ IFRBi®ancial Instrument®r,
when appropriate, the cost on initial recognitionasf investment in an
associate or jointly controlled entity.

Accounting for investments in subsidiaries, jointly
controlled entities and associates in separate fina ncial
statements

38 When an entity prepares separate financial stateents, it shall account for
investments in subsidiaries, jointly controlled enties and associates either:

(@) at cost, or
(b) in accordance with NZ IFRS 9.

The entity shall apply the same accounting for eachcategory of
investments. Investments accounted for at cost stdle accounted for in
accordance with NZ IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations when they are classified as held for sale (or
included in a disposal group that is classified aseld for sale). The
accounting for investments in accordance with NZ IRS 9 is not
changed in such circumstances.
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40 Investments in jointly controlled entities and a&asociates that are
accounted for in accordance with NZ IFRS 9 in the cosvlidated
financial statements shall be accounted for in thesame way in the
investor’s separate financial statements.

45D [Deleted by IASB]

45E NZ IFRS 9Financial Instruments issued in November 2010, amended
paragraphs 35, 37, 38 and 40 and deleted paragBsphAn entity shall apply
those amendments when it applies NZ IFRS 9 asdgsugovember 2010.

NZ IAS 28 Investments in Associates

C25 Paragraph IN5 is amended to read as follows: r@levant in NZ IAS 28)

C26 Paragraphs 1 and 18-19A are amended to readllawsf paragraph 41D is
deleted and paragraph 41F is added:

1  This Standard shall be applied in accounting fomvestments in associates.
However, it does not apply to investments in assotés held by:

(a) venture capital organisations, or

(b) mutual funds, unit trusts and similar entities including
investment-linked insurance funds

that are measured at fair value through profit or loss in accordance with
NZ IFRS 9 Financial Instruments. An entity shall measure such
investments at fair value through profit or loss in accordance with
NZ IFRS 9. An entity holding such an investment shallmake the
disclosures required by paragraph 37(f).

18 An investor shall discontinue the use of the edqyimethod from the date
when it ceases to have significant influence ovenaassociate and shall
account for the investment in accordance with NZ IRS 9 from that
date, provided the associate does not become a sdizy or a joint
venture as defined in NZ IAS 31. On the loss of sigficant influence, ...

19 When an investment ceases to be an associate asidiccounted for in
accordance with NZ IFRS 9, the fair value of the invetment at the date
when it ceases to be an associate shall be regardeslits fair value on
initial recognition as a financial asset in accordace with NZ IFRS 9.

19A If an investor loses significant influence oe@rassociate,... For example, if
an associate has cumulative exchange differendesinge to a foreign
operation and the investor loses significant inflee over the associate, the
investor shall reclassify to profit or loss the myabr loss previously
recognised in other comprehensive income in relatio the foreign
operation. If ...

41D [Deleted by IASB]
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NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraphs 1 and 18-19A and deleted paragraph 41entty shall apply
those amendments when it applies NZ IFRS 9 as igauddvember 2010.

NZ IAS 31 Interests in Joint Ventures

c27 Paragraph IN5 is amended to read as follows: i@levant in NZ 1AS 31)

c28 Paragraphs 1, 45-45B and 51 are amended tcasetallows, paragraph 58C is
deleted and paragraph 58E is added:

1

45

This Standard shall be applied in accounting forinterests in joint
ventures and the reporting of joint venture assetdjabilities, income and
expenses in the financial statements of venturersnd investors,
regardless of the structures or forms under which e joint venture
activities take place. However, it does not applyotventurers’ interests in
jointly controlled entities held by:

(a) venture capital organisations, or

(b) mutual funds, unit trusts and similar entities including
investment-linked insurance funds

that are measured at fair value through profit or loss in accordance with
NZ IFRS 9 Financial Instruments. An entity shall measure such
investments at fair value through profit or loss in accordance with
NZIFRS 9. A venturer holding such an interest shallmake the
disclosures required by paragraphs 55 and 56.

When an investor ceases to have joint control er an entity, it shall
account for any remaining investment in accordancevith NZ IFRS 9
from that date, provided that the former jointly controlled entity does
not become a subsidiary or an associate. From ...

45A When an investment ceases to be a jointly cowlied entity and is

45B

51

accounted for in accordance with NZ IFRS 9, the fairvalue of the
investment when it ceases to be a jointly controlie entity shall be
regarded as its fair value on initial recognition & a financial asset in
accordance with NZ IFRS 9.

If an investor loses joint control of an entity. For example, if a jointly
controlled entity has cumulative exchange diffeemncelating to a foreign
operation and the investor loses joint controltef entity, the investor shall
reclassify to profit or loss the gain or loss poasly recognised in other
comprehensive income in relation to the foreignrapen. If ...

An investor in a joint venture that does not havegoint control shall
account for that investment in accordance with NZ FRS 9 or, if it has
significant influence in the joint venture, in accedance with NZ IAS 28.

58C [Deleted by IASB]
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58E NZ IFRS 9Financial Instruments issued in November 2010, amended
paragraphs 1, 45-45B and 51 and deleted parag8ph/ entity shall apply
those amendments when it applies NZ IFRS 9 asdssugovember 2010.

NZ IAS 32 Financial Instruments: Presentation

C29 Paragraph IN13 is amended to read as follows: ri@eant in NZ IAS 32)

C30 Paragraphs 3, 4, 12, 23, 31, 42 and 96C aredmdeto read as follows,
paragraph 97F is deleted and paragraph 97H is added:

3 The principles in this Standard complement thiegiles for recognising
and measuring financial assets and financial ii#sl in NZ IFRS 9
Financial Instruments and for disclosing information about them in
NZ IFRS 7Financial Instruments: Disclosures

Scope

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

(a) those interests in subsidiaries, associates fmint ventures that
are accounted for in accordance with NZ IAS 27Consolidated
and Separate Financial Statements, NZ IAS 28 Investments in
Associates or NZ IAS 31 Interests in Joint Ventures. However, in
some cases, NZ IAS 27, NZ IAS 28 or NZ IAS 31 permit@n
entity to account for an interest in a subsidiary,associate or joint
venture using NZ IFRS 9; in those cases, entities alh apply the
requirements of this Standard. Entities shall alsoapply this
Standard to all derivatives linked to interests insubsidiaries,
associates or joint ventures.

(b) :

(d) insurance contracts as defined in NZ IFRS 4nsurance Contracts.
However, this Standard applies to derivatives thatre embedded
in insurance contracts if NZ IFRS 9 requires the erity to account
for them separately. Moreover, an issuer shall agdp this
Standard to financial guarantee contracts if the isuer applies
NZ IFRS 9 in recognising and measuring the contractsbut shall
apply NZ IFRS 4 if the issuer elects, in accordance ith
paragraph 4(d) of NZ IFRS 4, to apply NZ IFRS 4 in recgnising
and measuring them.

(e) financial instruments that are within the scopeof NZ IFRS 4
because they contain a discretionary participatiorfeature. The
issuer of these instruments is exempt from applyingo these
features paragraphs 1532 and AG25-AG35 of this Standard
regarding the distinction between financial liabilties and equity
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instruments. However, these instruments are subjéedo all other
requirements of this Standard. Furthermore, this $andard
applies to derivatives that are embedded in thesastruments (see
NZ IFRS 9).

The following terms are defined in Appendix A of NeRS 9 or paragraph 9
of NZ IAS 39 and are used in this Standard with thamreg specified in
NZ IAS 39 and NZ IFRS 9.

. amortised cost of a financial asset or finaniddility
. derecognition

. derivative

. effective interest method

. financial guarantee contract

. financial liability at fair value through profitr loss
. firm commitment

. forecast transaction

. hedge effectiveness

. hedged item

. hedging instrument

. held for trading

. regular way purchase or sale

. transaction costs.

With the exception of the circumstances desdrilbbeparagraphs 16A and
16B or paragraphs 16C and 16D, a contract that itengen obligation for an
entity to purchase its own equity instruments fashcar another financial
asset gives rise to a financial liability for theepent value of the redemption
amount (for example, for the present value of travérd repurchase price,
option exercise price or other redemption amouft)is is the case even if
the contract itself is an equity instrument. Onearspgle is an entity’s
obligation under a forward contract to purchaseoit& equity instruments
for cash. When the financial liability is recogeds initially under
NZ IFRS 9, its fair value (the present value of tedemption amount) is
reclassified from equity. Subsequently, the finahkability is measured in
accordance with NZ IFRS 9. If the contract expiretheut delivery, the
carrying amount of the financial liability is reskified to equity. An entity's
contractual obligation to purchase its own equistrinments gives rise to a
financial liability for the present value of thedemption amount even if the
obligation to purchase is conditional on the corpaey exercising a right to
redeem (eg a written put option that gives the cenpairty the right to sell an
entity’s own equity instruments to the entity fdii>x@d price).

NZ IFRS 9 deals with the measurement of finanagdets and financial
liabilities. Equity instruments ...
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42

In accounting for a transfer of a financial assethiat does not qualify for
derecognition, the entity shall not offset the trasferred asset and the
associated liability (see NZ IFRS 9, paragraph 3.2.22

96C The classification of instruments under thisegtion shall be restricted to
the accounting for such an instrument under NZ IASNEZ, IAS 32,
NZ IAS 39, NZ IFRS 7 and NZ IFRS 9. The instrumentlishat be
considered an equity instrument under other guidanfor example
NZ IFRS 2.

97F [Deleted by IASB]

97H NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraphs 3, 4, 12, 23, 31, 42, 96C, AG2 and AG30 deldted
paragraph 97F. An entity shall apply those amendsnertien it applies
NZ IFRS 9 as issued in November 2010.

C31 In the Appendix, paragraphs AG2 and AG30 are andetodead as follows:

AG2 The Standard does not deal with the recognitiameasurement of financial
instruments. Requirements about the recognition amehsurement of
financial assets and financial liabilities are@gtin NZ IFRS 9.

AG30 Paragraph 28 applies only to issuers of nonsdtive compound financial
instruments. Paragraph 28 does not deal with congpofimancial
instruments from the perspective of holders. NZ IFR8eals with the
classification and measurement of financial asset are compound
financial instruments from the holder’s perspective

NZ IAS 36 Impairment of Assets

C32 Paragraphs 2(e) and 5 are amended to readl@ssfoparagraph 140F is deleted
and paragraph 140G is added:

2

(e) financial assets that are within the scope of NEFRS 9 Financial
I nstruments;

)
5 This Standard does not apply to financial assethin the scope of
NZ IFRS 9, investment property measured at fair eatuaccordance with

NZ IAS 40, or biological assets related to agricatuactivity measured at
fair value less costs to sell in accordance with N3 #1. However, ...

140F [Deleted by IASB]

140G NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraphs 2(e) and 5 and deleted paragraph 140€Entéty shall apply
those amendments when it applies NZ IFRS 9 as isgaugdvember 2010.
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NZ IAS 37 Provisions, Contingent Liabilities and
Contingent Assets

C33

In the rubric ‘paragraphs 1-95’ is amendedptragraphs 1-97°. Paragraph 2 is
amended to read as follows and paragraph 97 is added

2  This Standard does not apply to financial instota (including guarantees)
that are within the scope of NZ IFRS-thancial Instruments

97 NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraph 2. An entity shall apply that amendment nwiite applies
NZ IFRS 9 as issued in November 2010.

NZ IAS 39 Financial Instruments: Recognition and
Measurement

C34

C35
C36

A new paragraph is added to the Introductiorobeis:

The International Accounting Standards Board hasiddd to replace IAS 39
Financial Instruments: Recognition and Measuremavir a period of time. The
first instalment, dealing with classification an@asurement of financial assets, was
issued as NZ IFRS Binancial Instrumentsn November 2009. The requirements
for classification and measurement of financiabilises and derecognition of
financial assets and liabilities were added to RR$ 9 in October 2010. As a
consequence, parts of NZ IAS 39 are being superseutdill become obsolete for
annual periods beginning on or after 1 January 2®*8posals to replace the
requirements on impairment have been publishegeymbsals on hedge accounting
are expected to be published in 2010. The remaireggirements of NZ IAS 39
continue in effect until superseded by future iinséts of NZ IFRS 9. The Board
expects to replace NZ IAS 39 in its entirety.

Paragraph 1 is deleted.
Paragraphs 2 and 4 are amended to read asdollo

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

@)
(b) rights and obligations under leases to which NZAS 17 Leases
applies. However:
0] lease receivables recognised by a lessor arebjgct to the
derecognition and impairment provisions of this Stadard;
(i)  finance lease payables recognised by a lessee subject to
the derecognition provisions of this Standard; and

(i)  derivatives that are embedded in leases areubject to the
embedded derivatives provisions of this Standard.
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(c)

(e) rights and obligations arising under (i) an inarance contract as
defined in NZ IFRS 4| nsurance Contracts, other than an issuer’s
rights and obligations arising under an insurance entract that
meets the definition of a financial guarantee contct in
Appendix A of NZ IFRS 9, or (ii) a contract that is within the
scope of NZIFRS 4 because it contains a discretionar
participation feature. However, this Standard apples to a
derivative that is embedded in a contract within tle scope of
NZ IFRS 4 if the derivative is not itself a contractwithin the
scope of NZ IFRS 4. Moreover, if an issuer of finanal guarantee
contracts has previously asserted explicitly thattiregards such
contracts as insurance contracts and has used accting
applicable to insurance contracts, the issuer maylect to apply
either this Standard or NZ IFRS 4 to such financial garantee
contracts (see paragraphs AG4 and AG4A). The issuanay
make that election contract by contract, but the action for each
contract is irrevocable.

®

(h) loan commitments other than those loan commitmes described
in paragraph 4. An issuer of loan commitments shallapply
NZ IAS 37 Provisions, Contingent Liabilities and Contingent
Assets to loan commitments that are not within the scop®f this
Standard. However, all loan commitments are subjeécto the
derecognition provisions of this Standard.

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

)
4 The following loan commitments are within the sgoe of this Standard:

(a) loan commitments that the entity designates dancial liabilities
at fair value through profit or loss (see paragraph 4.2.2 of
NZ IFRS 9). An entity that has a past practice of dkng the assets
resulting from its loan commitments shortly after aigination shall
apply this Standard to all its loan commitments inthe same class.

(b)

(c) commitments to provide a loan at a below markeinterest rate
(see paragraph 4.2.1 of NZ IFRS 9).
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C37 Paragraphs 8 and 9 are amended to read asdollo

8  The terms defined in NZ IFRS 9 and NZ IAS 32 aredusethis Standard
with the meanings specified in Appendix A of NZ IFR&r&l paragraph 11
of NZ IAS 32. NZ IFRS 9 and NZ IAS 32 define the follogiterms:

. derecognition

. derivative

. equity instrument

. fair value

. financial asset

. financial guarantee contract
. financial instrument

. financial liability

and provide guidance on applying those definitions.

In paragraph 9, the ‘Definition of a derivativeDéfinitions of four categories of
financial instruments’ and ‘Definition of a finaatiguarantee contract’ are
deleted. In ‘Definitions relating to recognitiondameasurement’, the definitions
‘derecognition’, ‘fair value’ and ‘regular way punase or sale’ are deleted.

C38 Paragraphs 10-57 are deleted.

C39 The heading ‘Impairment and uncollectibilityfiofancial assets’ above paragraph 58
and paragraphs 58 and 63 are amended to readlaxgsfand paragraphs 61 and
66-70 and the headings above paragraphs 63, 66/aar@ deleted:

Impairment and uncollectibility of financial assets
measured at amortised cost

58 An entity shall assess at the end of each repoig period whether there is any
objective evidence that a financial asset or groupf financial assets measured
at amortised cost is impaired. If any such evidencexists, the entity shall apply
paragraph 63 to determine the amount of any impairrent loss.

63 If there is objective evidence that an impairmenloss on financial assets
measured at amortised cost has been incurred, themmunt of the loss is
measured as ...

C40 Paragraph 79 is deleted and paragraphs 8&(h), ®0 and 96(c) are amended to
read as follows:

88 A hedging relationship qualifies for hedge accodimg under
paragraphs 83-102 if, and only if, all of the following conditiors are met.

@)
(d)  The effectiveness of the hedge can be reliabigeasured, ie the
fair value or cash flows of the hedged item that & attributable to
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the hedged risk and the fair value of the hedgingistrument can
be reliably measured.

(e)

Fair value hedges

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

@
(b)  the gain or loss on the hedged item attributalel to the hedged risk

shall adjust the carrying amount of the hedged itemand be
recognised in profit or loss. This applies if the édged item is
otherwise measured at cost.

90 If only particular risks attributable to a hedgeem are hedged, recognised
changes in the fair value of the hedged item uteelto the hedged risk are
recognised as set out in paragraph 5.7.1 of NZ IBRS

96 More specifically, a cash flow hedge is accourbecs follows:

@)

(c) if an entity’'s documented risk management sgatfor a particular

hedging relationship excludes from the assessmdnthearge
effectiveness a specific component of the gaiross lor related cash
flows on the hedging instrument (see paragraphs/34nd 88(a)),
that excluded component of gain or loss is recaghia accordance
with paragraph 5.7.1 of NZ IFRS 9.

C41 Paragraphs 103B, 103C, 103K, 104 and 108C raena@ed to read as follows,
paragraphs 103H-103J, 103L, 103M and 105-107A asdetadl and
paragraph 1030 is added:

103B

103C

© Copyright

Financial Guarantee ContractsAmendments to NZ IAS 39 and
NZ IFRS 4), issued in August 2005, amended paragrapdsand (h), 4
and AG4, added paragraph AG4A, added a new definitiofinahcial
guarantee contracts and deleted paragraph 3. Aty ati@ll apply those
amendments for annual periods beginning on or dftelanuary 2006.
Earlier application is encouraged. If an entitplégs these changes for an
earlier period, it shall disclose that fact andlgppe related amendments
to NZ IAS 32 [footnote omitted] and NZ IFRS 4 at tleng time.

NZ IAS 1 (as revised in 2007) amended the teriogy used throughout
NZ IFRSs. In addition it amended paragraphs 9%&)98, 100, 102, 108
and AG99B. An entity shall apply those amendmentsaforual periods
beginning on or after 1 January 2009. If an endpplies NZ IAS 1
(revised 2007) for an earlier period, the amendmeshall be applied for
that earlier period.
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103K Improvements to NZ IFRSsissued in April 2009, amended
paragraphs 2(g), 97 and 100. An entity shall apgpé/ amendments to
those paragraphs prospectively to all unexpiredtraots for annual
periods beginning on or after 1 January 2010. i&adpplication is
permitted. If an entity applies the amendmentaiorearlier period it shall
disclose that fact.

103L [Deleted by IASB]
103M [Deleted by IASB]

1030 NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraphs 2, 4, 8, 9, 58, 63, 88(d), 89(b), 90¢)94.03B, 103C, 103K,
104, 108C, AG3-AG4, AG8, AG84, AG95, AG114(a) and AG118(b) and
deleted paragraphs 1, 10-57, 61, 66-70, 79, 1033J;-1003L, 103M,
105-107A, AG4B-AG4K, AG9-AG12A, AG14-AG15, AG27-AGS83 and
AG96. An entity shall apply those amendments whenptiep NZ IFRS 9
as issued in November 2010.

104 This Standard shall be applied retrospectivetgept as specified in
paragraph 108. The opening balance of retainedires for the earliest
prior period presented and all other comparativewats shall be adjusted
as if this Standard had always been in use unlasstireg the information
would be impracticable. If restatement is impraddtie, the entity shall
disclose that fact and indicate the extent to wtiled information was
restated.

108C Paragraphs 73 and AG8 were amendedimiprovements to NZ IFRSs
issued in May 2008. Paragraph 80 was amendetimpyovements to
NZ IFRSsissued in April 2009. An entity shall apply thce@mendments
for annual periods beginning on or after 1 Janua®p9. Earlier
application of all the amendments is permitted. anf entity applies the
amendments for an earlier period it shall disclbse fact.

C42 In Appendix A, paragraphs AG3—-AG4 are amended toagséollows:

AG3 ... If neither the equity method nor proportionatensolidation is
appropriate, the entity applies this Standard andMRS 9 to that strategic
investment.

AG3A This Standard and NZ IFRS 9 apply to the finanaisets and financial
liabilities of insurers, other than rights and ghlions that paragraph 2(e)
excludes because they arise under contracts whikisdope of NZ IFRS 4.

AG4 Financial guarantee contracts may have variaga ferms, such as...

(a) Although a financial guarantee contract meeés dhfinition of an
insurance contract in NZ IFRS 4 if the risk transddris significant,
the issuer applies this Standard and NZ IFRS 9. Nesless, if the
issuer has previously asserted explicitly thaegards such contracts
as insurance contracts and has used accountingcappl to
insurance contracts, the issuer may elect to agiger this Standard
and NZ IFRS 9 or NZ IFRS 4 to such financial guarartentracts.
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C43

C44

(b)

(©

If this Standard and NZ IFRS 9 apply, paragraphl5of.NZ IFRS 9
requires the issuer to recognise a financial guaeacontract initially
at fair value. If the financial guarantee contraets issued to an
unrelated party in a stand-alone arm’s length aetisn, its fair value
at inception is likely to equal the premium receivenless there is
evidence to the contrary. Subsequently, unless fthancial
guarantee contract was designated at inception afimatvalue
through profit or loss or unless paragraphs 3.281523 and
B3.2.12-B3.2.17 of NZ IFRS 9 apply (when a transfea financial
asset does not qualify for derecognition or the tiooimg
involvement approach applies), the issuer measuatshe higher of:

0] the amount determined in accordance with NZ IAS&8id

(i)  the amount initially recognised less, when appiate,
cumulative amortisation recognised in accordanceh wit
NZ IAS 18 (see paragraph 4.2.1(c) of NZ IFRS 9).

Some credit-related guarantees do not, asc@pdéion for payment,
require that the holder is exposed to, and hagiedwa loss on, the
failure of the debtor to make payments on the guess asset when
due. An example of such a guarantee is one thatresgpayments in
response to changes in a specified credit ratingeatit index. Such
guarantees are not financial guarantee contractsdedmed in
NZ IFRS 9, and are not insurance contracts as defimé&lZ IFRS 4.
Such guarantees are derivatives and the issueieaghis Standard
and NZ IFRS 9 to them.

In Appendix A, paragraphs AG4B-AG4K, AG9-AG12A and AG14-AGHS a
deleted and paragraph AG8 is amended to read awfollo

AGS8

© Copyright

If an entity revises its estimates of paymentseaeipts, the entity shall
adjust the carrying amount of the financial asgefirmncial liability (or
group of financial instruments) to reflect actuatiaevised estimated cash
flows. The entity recalculates the carrying amougt domputing the
present value of estimated future cash flows atffitrencial instrument’s
original effective interest rate or, when applicallee revised effective
interest rate calculated in accordance with pardg@ The adjustment is
recognised in profit or loss as income or expense.

In Appendix A, paragraphs AG27-AG83 are deleted.
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C46
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In Appendix A, the heading ‘Impairment and uredtibility of financial assets
(paragraphs 58-70)’ above paragraph AG84 and pafadt&84 are amended to
read as follows:

Impairment and uncollectibility of financial assets
measured at amortised cost (paragraphs 58—-65)

Impairment of a financial asset measured at ti&edrcost is measured using the
financial instrument’s original effective interestte because discounting at the
current market rate of interest would, in effectpose fair value measurement on
financial assets that are otherwise measured att@ewicost. If the terms of a
financial asset measured at amortised cost argo&ated or otherwise modified
because of financial difficulties of the borrowerigsuer, impairment is measured
using the original effective interest rate befdne modification of terms. Cash
flows relating to short-term receivables are notcaisited if the effect of
discounting is immaterial. If a financial asset swad at amortised cost has a
variable interest rate, the discount rate for meaguany impairment loss under
paragraph 63 is the current effective interest (siteletermined under the
contract. As a practical expedient, a creditor magasnre impairment of a
financial asset measured at amortised cost on dlses lof an instrument’s fair
value using an observable market price. The caionlaf the present value of
the estimated future cash flows of a collateralifsegincial asset reflects the cash
flows that may result from foreclosure less costsdbtaining and selling the
collateral, whether or not foreclosure is probable.

In Appendix A, paragraph AG96 and the first footnot paragraph AG118(b) are
deleted and paragraphs AG95, AG114(a) and AG118(b) aeaded to read as
follows:

AG95 A financial asset measured at amortised cost beayesignated as a
hedging instrument in a hedge of foreign currernsly. r

AGY96 [Deleted by IASB]

AG114 For a fair value hedge of interest rate riskoaiated with a portfolio of
financial assets or financial liabilities, an entitould meet the requirements
of this Standard if it complies with the proceduset out in (a)—(i) and
paragraphs AG115-AG132 below.

@ As part of its risk management process théyedgntifies a portfolio
of items whose interest rate risk it wishes to leeddpe portfolio may
comprise only assets, only liabilities or both &ss@d liabilities. The
entity may identify two or more portfolios, in whicase it applies
the guidance below to each portfolio separately.

(b)

AG118 As an example of the designation set out...

@)
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C4a7

(b) items that could have qualified for fair valbedge accounting if
they had been designated as hedged individually.pdrticular,
because NZ IFRS 9 specifies that the fair value dfnancial
liability with a demand feature (such as...

The heading ‘Transition (paragraphs 103-108Njove paragraph AG133 is
amended to read as follows:

Transition (paragraphs 103-108C)

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

C48

C49

In the rubric ‘paragraphs 1-14A’ is amendedparagraphs 1-15". Below the
heading ‘References’, the reference to NZ IAS 39eket@d and a reference to
NZ IFRS 9Financial Instrumentss added. Paragraph 15 is added:

15 NZIFRS 9, issued in November 2010, amended pgvhgrA8 and A10. An
entity shall apply those amendments when it apNi#dFRS 9 as issued in
November 2010.

In the Appendix, paragraphs A8 and A10 are ametudexhd as follows:

A8 Members’ shares in excess of the prohibitionregaedemption are financial
liabilities. The co-operative entity measures fliancial liability at fair value
at initial recognition. Because these shareseatteamable on demand, the co-
operative entity determines the fair value of sditancial liabilities as
required by paragraph 5.4.3 of NZ IFRS 9, whictiesta’'The fair value of a
financial liability with a demand feature (eg a derd deposit) is not less than
the amount payable on demand ..." Accordingly, thepesative entity
classifies as financial liabilities the maximum amb payable on demand
under the redemption provisions.

A10 Following the change in its governing charter ¢beoperative entity can now
be required to redeem a maximum of 25 per centsafltstanding shares or a
maximum of 50,000 shares at CU20 each. Accordjimmtyl January 20X3
the co-operative entity classifies as financialbilifes an amount of
CU1,000,000 being the maximum amount payable onaddmunder the
redemption provisions, as determined in accordavite paragraph 5.4.3 of
NZ IFRS 9. It therefore transfers on 1 January 2&&m equity to financial
liabilities an amount of CU200,000, leaving CU2,@IM classified as equity.
In this example the entity does not recognise a galoss on the transfer.
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NZ IFRIC 5 Rights to Interests arising from
Decommissioning, Restoration and Environmental
Rehabilitation Funds

C50 Below the heading ‘References’, the referenc&lZolAS 39 is deleted and a
reference to NZ IFRS Binancial Instrumentss added. Paragraph 5 is amended
to read as follows and paragraph 14A is added:

5 Aresidual interest in a fund that extends beyondht to reimbursement, such
as a contractual right to distributions once all tecommissioning has been
completed or on winding up the fund, may be antgqostrument within the
scope of NZ IFRS 9 and is not within the scope isf lititerpretation.

14A NZ IFRS 9 Financial Instrumentsissued in November 2010, amended
paragraph 5. An entity shall apply that amendmenterwht applies
NZ IFRS 9 as issued in November 2010.

NZ IFRIC 10 Interim Financial Reporting and Impairment

C51 In the rubric ‘paragraphs 1-10’ is amended paragraphs 1-12'. Below the
heading ‘References’, the reference to NZ IAS 39eketdd and a reference to
NZ IFRS 9Financial Instrumentss added. Paragraphs 5, 6 and 11 are deleted,
paragraphs 1, 2, 7 and 8 are amended to readlas$and paragraph 12 is added:

1  An entity is required to assess goodwill for impant at the end of each
reporting period, and, if required, to recognisérapairment loss at that date
in accordance with NZ IAS 36. However, ...

2 The Interpretation addresses the interaction ketwibe requirements of
NZ IAS 34 and the recognition of impairment losses g@oodwill in
NZ IAS 36, and the effect of that interaction on ®dpgent interim and
annual financial statements.

7  The Interpretation addresses the following issue:

Should an entity reverse impairment losses recednis an interim
period on goodwill if a loss would not have been ggised, or a smaller
loss would have been recognised, had an impairnesgsament been
made only at the end of a subsequent reportingg®ri

Consensus

8 An entity shall not reverse an impairment lossogaésed in a previous
interim period in respect of goodwill.

11 [Deleted by IASB]
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12 NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraphs 1, 2, 7 and 8 and deleted paragraghsu® 11. An entity shall
apply those amendments when it applies NZ IFRS 9isased in
November 2010.

NZ IFRIC 12 Service Concession Arrangements

C52

Below the heading ‘References’, the referenc&lZolAS 39 is deleted and a
reference to NZ IFRS ®inancial Instrumentds added. Paragraphs 23-25 are
amended to read as follows, paragraph 28A is detetdgaragraph 28B is added:

23 NZ IAS 32 and NZ IFRSs 7 and 9 apply to the finanesset recognised
under paragraphs 16 and 18.

24 The amount due from or at the direction of thentpr is accounted for in

accordance with NZ IFRS 9 as:
(a) at amortised cost; or
(b) measured at fair value through profit or loss.

25 If the amount due from the grantor is accourfiadat amortised cost,
NZ IFRS 9 requires interest calculated using theatiffe interest method to
be recognised in profit or loss.

28A [Deleted by IASB]

28B NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraphs 23-25 and deleted paragraph 28A. Ary eshtitll apply those
amendments when it applies NZ IFRS 9 as issued irefdber 2010.

NZ IFRIC 19 Extinguishing Financial Liabilities with
Equity Instruments

C53

In the rubric ‘paragraphs 1-13' is amended pgaragraphs 1-14'. Below the
heading ‘References’, the reference to NZ IAS 39eketdd and a reference to
NZ IFRS 9Financial Instrumentss added. Paragraphs 4(a), 5, 7, 9 and 10 are
amended to read as follows and paragraph 14 is added

4 This Interpretation addresses the following issues

(@) Are an entity’s equity instruments issued tangxtish all or part of a
financial liability ‘consideration paid’ in accordee with
paragraph 3.3.3 of NZ IFRS 9?

(b)
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Consensus

5

10

14

The issue of an entity’s equity instruments tereditor to extinguish all or
part of a financial liability is consideration paith accordance with
paragraph 3.3.3 of NZ IFRS 9. An entity shall remavi&nancial liability
(or part of a financial liability) from its statemieof financial position when,
and only when, it is extinguished in accordance vpliagraph 3.3.1 of
NZ IFRS 9.

If the fair value of the equity instruments isswannot be reliably measured
then the equity instruments shall be measuredflectehe fair value of the
financial liability extinguished. In measuring tlf@r value of a financial
liability extinguished that includes a demand feat(eg a demand deposit),
paragraph 5.4.3 of NZ IFRS 9 is not applied.

The difference between the carrying amount offitrencial liability (or part
of a financial liability) extinguished, and the ciferation paid, shall be
recognised in profit or loss, in accordance with ageaph 3.3.3 of
NZ IFRS 9. The equity instruments issued shalldmgnised initially and
measured at the date the financial liability (ortpaf that liability) is
extinguished.

When only part of the financial liability is énguished, consideration shall
be allocated in accordance with paragraph 8. Tiheideration allocated to
the remaining liability shall form part of the assment of whether the terms
of that remaining liability have been substantiatigdified. If the remaining
liability has been substantially modified, the gntshall account for the
modification as the extinguishment of the origingbility and the
recognition of a new liability as required by paggt 3.3.2 of NZ IFRS 9.

NZ IFRS 9Financial Instrumentsissued in November 2010, amended
paragraphs 4(a), 5, 7, 9 and 10. An entity shallyafippse amendments
when it applies NZ IFRS 9 as issued in November 2010.

NZ SIC Interpretation 27 Evaluating the Substance of
Transactions Involving the Legal Form of a Lease

C54

Below the heading ‘References’, the referenc&lZolAS 39 is deleted and a
reference to NZ IFRS %inancial Instrumentsis added. In the Consensus,
paragraph 7 is amended to read as follows:

7

Other obligations of an arrangement, including gugrantees provided and
obligations incurred upon early termination, sHa# accounted for under
NZ IAS 37, NZ IFRS 4 or NZ IFRS 9, depending on thenter
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