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PROPOSED AMENDMENTS FINANCIAL INSTRUMENTS JUNE 2002

I ntroduction

1

This Exposure Draft contains proposed amendments to the two
International Accounting Standards on financial instruments:

e |AS 32, Financia Instruments: Disclosure and Presentation
e |AS 39, Financia Instruments: Recognition and Measurement.

Objective

2.

The objective of the proposed amendments is to improve the existing
requirementsin IAS 32 and IAS 39. These amendments deal with issues
identified by audit firms, national standard-setters, regulators, or others,
and other issues identified in the IAS 39 implementation guidance
process or by IASB staff.

The Board does not intend to reconsider at this time the fundamental
approach to the accounting for financial instruments established by
IAS32 and IAS 39. Some of the complexity in those Standards is
inevitable in a mixed-attribute model based in part on intent and given the
complexity of finance concepts and valuation issues. The Board expects
that the proposed amendments will reduce some of the complexity by
clarifying and adding guidance, eliminating internal inconsistencies, and
incorporating into the Standards key elements of existing Standing
Interpretations Committee (SIC) Interpretations and 1AS 39
implementation guidance.

The Board will continue its consideration of issues related to the
accounting for financial instruments. It expects, however, that the basic
principles in the improved |AS 32 and |AS 39, once finalised, will bein
place for a considerable period.

Process

5.

In July 2001 the Board announced that, as part of its initial agenda of
technical projects, it would undertake a project to amend 1AS 39. The
Board also agreed to take the opportunity to revise IAS 32, as necessary,
to remove duplications and inconsi stencies.

© Copyright IASCF 4
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The Board invited the IAS 39 Implementation Guidance Committee
(IGC) to function as an Advisory Committee to the Board in identifying
and reviewing issues that should be addressed in the project to improve
IAS 32 and IAS 39. The IGC consists of senior experts in financid
instruments with backgrounds as accounting standard-setters, auditors,
bankers, and preparers from a range of countries as well as observers
from the Basel Committee on Banking Supervision, the Internationa
Organization of Securities Commissions (I0SCO), and the European
Commission.

I nvitation to comment

7. The Board invites comments on the main changes proposed in the

Exposure Draft and would particularly welcome answers to the questions
set out in the ‘Invitation to Comment’ section at the front of each
proposed revised Standard. As noted above, the Board is not considering
changes to the basic principles in IAS 32 and IAS 39 at this time.
Therefore, the Board is not requesting comments on matters relating to
the basic principles for which no changes have been proposed.
Comments should indicate the specific paragraph or group of paragraphs
to which they relate, contain a clear rationale and, where applicable,
provide a suggestion for aternative wording.

Comments should be submitted in writing so as to be received no later
than 14 October 2002. Until revised Standards become effective, the
requirements of the current version of the relevant Standards remain in
force.

Presentation of the document

9. ThisExposure Draft presents for each of the proposed revised Standards:

e An invitation to comment. Questions have been limited to major
issues, but the Board would aso welcome comments on other
changes proposed.

e A summary of main changes. This section gives a summary of the

Board’'s main proposals for changes to the Standard. Minor matters
and editorial changes are not mentioned.

5 © Copyright IASCF
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e Revised text. A marked-up copy of the full text of the Standard is
presented.

e A basis for conclusions. This section presents the basis for the
Board’'s conclusions on major issues. The Basis for Conclusions
presents views considered by the Board, including some supported
by a minority of Board members who, nonetheless, support the
publication of the Exposure Draft for an individua Standard.

e Alternative views. The aternative views in Appendix D to the draft
of 1AS 39 reflect the views of Board members who voted against the
publication of the Exposure Draft of that Standard. Those Board
members concluded that the proposed revised text for that Standard,
taken as awhole, should not be issued in its present form. The IASB
does not alow partial dissents. Board members' views (including the
views of Board members who supported the publication of the
Exposure Draft of an individual Standard) may change as a result of
comments received in the exposure process. Alternative views are
not attributed to individual Board members.

Consequential amendments to other Standards and SIC Interpretations are
presented at the end of the Exposure Draft.

Style

11

12.

The Board decided that Standards revised in this project should be issued
as revised International Accounting Standards (IASs). Therefore, most of
the style changes the Board has agreed to make for new Standards—
International Financial Reporting Standards (IFRSs)—have not been
reflected in the revised text. These changes are set out in the Preface to
International Financia Reporting Standards (issued in May 2002).

However, this document reflects the Board's decision to change certain
terminology in existing Standards. Accordingly, the word ‘shal’ is used
instead of ‘should’” and ‘entity’ is used instead of ‘enterprise’. By
replacing ‘should with ‘shall’, the Board does not intend to change the
requirements in the Standards, but to clarify that it interprets ‘ should’ as
meaning ‘shall’. By replacing ‘enterprise’ with ‘entity’, a more neutra
term, the Board intends to reflect its objective that Standards are used by
all profit-oriented entities preparing general purpose financial statements.

© Copyright IASCF 6

EXPOSURE DRAFT OF REVISED |AS 32

PROPOSED AMENDMENTSTO

|AS 32
FINANCIAL INSTRUMENTS:
DISCLOSURE AND PRESENTATION

[Note: For the purpose of this Exposure Draft, the new text is shaded and
underlined and the deleted text is shaded and struck through.]
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Invitation to Comment (IAS 32)

The Board would particularly welcome answers to the questions set out
below. Comments should indicate the specific paragraph or group of
paragraphs to which they relate, contain a clear rationale and, where
applicable, provide a suggestion for aternative wording.

Question 1 - Probabilities of different manners of settlement (paragraphs
19, 22, and 22A)

Do you agree that the classification of a financia instrument as a liability or
as equity in accordance with the substance of the contractual arrangements
should be made without regard to probabilities of different manners of
settlement? The proposed amendments eliminate the notion in paragraph 22
that an instrument that the issuer is economically compelled to redeem
because of a contractually accelerating dividend should be classified as a
financial liability. In addition, the proposed amendments require a financial
instrument that the issuer could be required to settle by delivering cash or
other financial assets, depending on the occurrence or non-occurrence of
uncertain future events or on the outcome of uncertain circumstances that are
beyond the control of both the issuer and the holder of the instrument, to be
classified as afinancia liability, irrespective of the probability of those events
or circumstances occurring (paragraph 22A).

Question 2 — Separation of liability and equity elements (par agraphs 28
and 29)

Do you agree that the options in |AS 32 for an issuer to measure the liability
element of a compound financial instrument initialy either as a residual
amount after separating the equity element or based on a relative-fair-value
method should be eliminated and, instead, any asset and liability elements
should be separated and measured first and then the residual assigned to the
equity element?

© Copyright IASCF 8
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Question 3 - Classification of derivativesthat relate to an entity’s own
shares (paragraphs 29C - 29G)

Do you agree with the guidance proposed about the classification of
derivatives that relate to an entity’ s own shares?

Question 4 - Consolidation of thetext in IAS 32 and IAS 39 into one
comprehensive Standard

Do you believe it would be useful to integrate the text in IAS 32 and 1AS 39
into one comprehensive Standard on the accounting for financia instruments?
(Although the Board is not proposing such a change in this Exposure Draft, it
may consider this possibility in finalising the revised Standards.)

9 © Copyright IASCF
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Summary of Main Changes (I1AS 32)

Scope

The scope of IAS 32 generally is conformed to the scope of 1AS 39.

Classification of compound instruments by the issuer

The options in IAS 32 to measure the liability element of a
compound financia instrument initially either as a residual amount
after separating the equity element or by measuring the elements
based on a relative-fair-value method are eliminated. Instead, any
asset and liability elements are separated first and the residual is the
equity element.

The objective of the proposed amendment is to conform the
requirements in 1AS 32 relating to the separation of liability and
equity elements with the definition of an equity instrument as a
residual and the measurement requirementsin IAS 39.

Classification of derivatives based on an entity’ s own shares

Guidance about the classification of derivatives based on an entity’s
own shares is provided, asfollows:

o A derivative that isindexed to the price of an entity’s own shares
and requires net cash or net share settlement, or gives the
counterparty a choice of net cash or net share settlement, is a
derivative asset or derivative liability (not an equity instrument)
and is accounted for as such under IAS 39.

o A derivative that isindexed to the price of an entity’s own shares
and gives the entity a right to require net cash or net share
settlement instead of gross physical settlement is a derivative
asset or derivative liability (not an equity instrument) unless the
entity has an established history of settling such contracts
through a gross exchange of a fixed number of the entity’s own
shares for a fixed amount of cash or other financial assets.

© Copyright IASCF 10
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o Changes in the fair value of a derivative that is fully indexed to
the price of an entity’s own shares and will result in the receipt
or delivery of a fixed number of an entity’s own shares in
exchange for a fixed amount of cash or other financial assets are
not recognised in the financial statements.

o When a derivative involves an obligation to pay cash in
exchange for receiving an entity’s own shares, thereis aliability
for the share redemption amount.

The objective of the proposed amendment is to clarify the
requirements affecting the classification of derivatives based on an
entity’ s own shares and to promote the consistent application of those
requirements.

Disclosure

The exemption in [AS 32 from the requirement to disclose fair value
of certain financial assets and financial liabilities is conformed to the
exemption in IAS 39 from the reguirement to measure at fair value
certain unquoted financial assets and financial liabilities.

Disclosureis required of:

o the extent to which fair values are estimated using a valuation
technique.

o the extent to which valuations using valuation techniques are
based on assumptions that are not supported by observable
market prices.

o the sengitivity of the estimated fair value to changes in those
assumptions based on a range of reasonably possible aternative
assumptions.

o the change in fair values estimated using valuation techniques
recognised in profit or loss during the reporting period.

o the nature and extent of transfers of financial assets that do not
qualify for derecognition.

11 © Copyright IASCF
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o the risks inherent in any component that continues to be
recognised after a transfer of financia assets that does not
qualify for derecognition.

o the difference between the carrying amount and settlement
amount of non-derivative financial liabilities that are carried at
fair value.

o defaults in the payment of principal or interest and breaches of
sinking fund or redemption provisions on loans payable, and any
other breaches of loan agreements when those breaches can
permit the lender to demand repayment.

e An issuer of a compound instrument with multiple embedded
derivative features (such as an issued callable convertible bond) is
required to disclose information about the existence of those features
and the effective yield of that instrument.

e Theexisting disclosure requirementsin IAS 39 are moved to |AS 32.
Incorporation of SIC Interpretationsinto |AS 32

e The key elements of the following SIC Interpretations are
incorporated into IAS 32:

o SIC-5, Classification of Financia Instruments — Contingent
Settlement Provisions. However, no exception is made to the
principle that a financial instrument that an entity could
potentially be required to settle by delivering cash or other
financial assets, depending on the occurrence or non-occurrence
of uncertain future events or on the outcome of uncertain
circumstances that are beyond the control of both the issuer and
the holder, should be classified as a financial liability.

o SIC-16, Share Capital - Reacquired Own Equity Instruments
(Treasury Shares).

o SIC-17, Equity - Costs of an Equity Transaction.

© Copyright IASCF 12
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The key elements of the guidance in proposed finad SIC
Interpretation 34, Financial Instruments - Instruments or Rights
Redeemable by the Holder, are incorporated into IAS 32:

@)

An issued instrument that involves a right for the holder to put
the instrument back to the issuer for cash or another financial
asset, the amount of which is determined based on an index or
other item that has the potential to increase and decrease, is a
liability.

An entity (such as an open-ended mutual fund or unit trust) may
present a liability to repay a proportionate share of the net asset
value of the entity as ‘ net asset value available to unitholders' on
the face of the balance sheet and the change in the value of the
liahility as ‘change in net asset value available to unit holders
on the face of the income statement.

13 © Copyright IASCF
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I nter national Accounting Standard |AS 32
(revised 200X)

Financial | nstruments:
Disclosure and Presentation

[Dreft] International Accounting Standard 32 Financial Instruments:
Disclosure and Presentation (IAS 32) is set out in paragraphs 1-96. All the
paragraphs have equal authority but retain the IASC format of the Standard
when it was adopted by the IASB. The scope and authority of 1ASs are
explained in the Preface to International Financial Reporting Standards.
IAS 32 is accompanied by application guidance and a Basis for Conclusions,
as set out in Appendices A and B. 1AS 32 should be read in the context of
its objective and the Framework for the Preparation and Presentation of
Financial Statements, which provide a basis for selecting and applying
accounting policies in the absence of explicit guidance.

Objective

The dynamic nature of international financial markets has resulted in the
widespread use of a variety of financial instruments ranging from traditional
primary instruments, such as bonds, to various forms of derivative
instruments, such as interest rate swaps. The objective of this Standard is to
enhance financial statement users understanding of the significance of
en-balanee-sheet—and—off-balanee-sheet—financial  instruments to an
enterpriseentity’ s financial position, performance, and cash flows.

Fhe This Standard prescribes eertai-requirements for presentation of ep-
balanee-sheet-financial instruments and |dent|f|&s the information that should
be disclosed about beth-en-balas
{unrecognised)—financial—instruments them The pr&entaﬂon standapds
paragraphs deal with the classification of financia instruments, between from
the perspective of the issuer, into liabilities and equity, the classification of
related interest, dividends, losses and gains, and the circumstances in which
financial assets and financial liabilities should be offset. The disclosure
standards—paragraphs deal with information about factors that affect the
amount, timing and certainty of an eaterpriseentity’ s future cash flows relating

© Copyright IASCF 16
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to financial instruments and the accounting policies applied to the instruments.
H—additien—the-This Standard also deals with eresurages—disclosure of
information about the nature and extent of an enterpriseentity’s use of
financial instruments, the business purposes that—they serve, the risks
associated with them, and management’ s policies for controlling those risks.

The principles in this Standard complement the principles for recognising and
measuring financial assets and financial liabilities in IAS 39, Financial
Instruments. Recognition and Measurement.

17 © Copyright IASCF
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Scope

This Standard sheuld shall be applied by all entities to ir—presenting
and—dlselesng—mtepmaﬂen—abeu{ aII types of f|nanC|aI instruments

(@) thoseinterestsin subsidiaries, associates, and joint ventures that
are accounted for under as-definedir—I1AS 27, Consolidated

: : | . : ;
SubsidiariesConsolidation and Separate Financial Statements;

IAS 28, Accounting for Investments in Associates; and 1AS 31,
Financial Reporting of Interests in Joint Ventures. However, an
entity shall apply this Standard to an interest in_a subsidiary,
associate, or joint venture that according to 1AS 27, |AS 28, or
IAS 31 is accounted for under |AS 39, Financial |nstruments:
Recognition and Measurement, such as one that is acquired and
held exclusively with a view to its subsequent disposal within
twelve months from its acquisition. |n these cases, the disclosure
requirements in |AS 27, |AS 28, and | AS 31 apply in addition to
thosein this Standard.

(b)¢ey emplovers’ rights and obligations under_employee benefit
plans to WhICh IAS 19, Emplovee Beneflts appllea empteyepsr

(o)fBrights and obligations arising under insurance contracts.
However, this Standard applies when afinancial instrument takes

the form of an insurance (or reinsurance) contract as described
in_paragraph 3, but principally involves the transfer of financial

risks described in paragraph 43. |n_ addition, this Standard

© Copyright IASCF 18
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applies to derivatives that are embedded in insurance contracts

(see 1AS 39).

(d) _contracts for_contingent consideration in a business combination

(see paragraphs 65-67 of 1AS 22, Business Combinations).

(e) __contracts that require a payment based on climatic, geological or

other physical variables, but this Standard applies to other types
of derivatives that are embedded in such contracts (see |AS 39).

This Standard applies to recognised and unrecognised financial
instruments. Recognised financial instruments include equity instruments
issued by the entity and financial assets and financial liabilities that are
within the scope of 1AS 39. Unrecognised financial instruments include
some financial instruments that, although outside the scope of |AS 39, are

within the scope of this Standard (such as certain Ioan commltments)

For the purposes of this Standard, an insurance contract is a contract that
exposes the insurer to identified risks of loss from events or
circumstances occurring or discovered within a specified period,
including death (in the case of an annuity, the survival of the annuitant),
sickness, disability, property damage, injury to others and business
interruption. However, the provisions of this Standard apply when a
financial instrument takes the form of an insurance contract but
principally involves the transfer of financial risks (see paragraph 43), for
example, some types of financial reinsurance and guaranteed investment
contracts issued by insurance and other enterprisesentities.
EnterprisesEntities that have obligations under insurance contracts are
encouraged to consider the appropriateness of applying the provisions of
this Standard in presenting and disclosing information about such
obligations.

19 © Copyright IASCF
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Other international—-Aeeeunting—Standards specific to eertatr—particular
types of financia instruments contain additional presentation and

disclosure requirements. For example, IAS 17, Leases, and I1AS 26,
Accounting and Reporting by Retirement Benefit Plans, incorporate
specific disclosure requirements relating to finance leases and retirement
benefit plan investments, respectively. In addition, some requirements of
other nternationa—Aeeeunting—Standards, particularly 1AS 30,

Disclosures in the Financial Statements of Banks and Similar Financial

Ingtitutions, are—AS—39—FiRaneral—thastruments—Recogritien—and
Messurerment-apply to financia instruments.

This Standard shall be applied to those contracts to buy or sell a non-

4B.

financial item that can be settled net in cash or by some other financial
instrument as if they were financial instruments, with the exception of
contracts that were entered into and continue to be for the purpose of
delivery of a non-financial item in accordance with the entity’s
expected purchase, sale, or usage reguirements.

Contracts to buy or sell a non-financial item, such as a contract to buy or

sell a commodity for a fixed price at a future date, do not meet the
definition of a financial instrument. Nevertheless, such a contract meets
the definition of a derivative and is within the scope of this Standard if
the entity has a practice of settling such contracts net in cash (either with
the counterparty or by entering into offsetting contracts) or of taking
delivery of the underlying and selling it within a short period after
delivery for the purpose of generating a profit from short-term
fluctuations in price or deaer’s margin. Those practices indicate that the
contract is not entered into for the purpose of making or taking delivery
of the non-financial item in accordance with the entity’s expected
purchase, sale, or usage requirements.

© Copyright IASCF 20
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Definitions

5.

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

A financial instrument is any contract that gives rise to both a financial

asset of one enterpriseentity and a financial liability or equity
instrument of another enterpriseentity.

A financial asset isany asset that is:

(@ cash;
(b) acontractual right to receive cash or another financial asset from
another enterpriseentity;

(c) a contractual right to exchange financial instruments with
another enterpriseentity under conditions that are potentially
favourable; or

(d) an equity instrument of another enterpriseentity.
A financial liability is any liability that is a contractual obligation:

(@) to deliver cash or another financial asset to another
enterpriseentity; or

(b) to exchange financial instruments with another erterpriseentity
under conditionsthat are potentially unfavourable.

21 © Copyright IASCF
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An equity instrument is any contract that evidences a residual interest
in the assets of an enterpriseentity after deducting all of itsliabilities.

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

Market value is the amount obtainable from the sale, or payable on the
acquisgition, of a financial instrument in an active market.

In this Standard, the terms *contract” and *contractual” refer to an
agreement between two or more parties that has clear economic
conseguences that the parties have little, if any, discretion to avoid,
usually because the agreement is enforceable at law. Contracts, and thus
financial instruments, may take a variety of forms and need not be in
writing.

For the purposes of the definitions in paragraph 5, the term
“enterpriseentity”  includes individuals, partnerships, incorporated
bodies, and government agencies.

Parts of the definitions of a financial asset and a financial liability include
the terms ‘‘financia asset’” and [‘financiad instrument”, but the
definitions are not circular. When there is a contractua right or
contractual obligation to exchange financial instruments, the instruments
to be exchanged give rise to financial assets, financial liabilities, or equity
instruments. A chain of contractual rights or contractual obligations may
be established, but it ultimately leads to the receipt or payment of cash or
to the acquisition or issuance of an equity instrument.

© Copyright IASCF 22
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Financial instruments include both primary instruments; (such as
receivables, payables, and equity securities); and derivative financia
instruments; (such as financial options, futures and forwards, interest rate
swaps and currency swaps). Derivative financia instruments—wahether
recognised-ordnRrecoegnised; meet the definition of afinancial instrument

and, accordingly, are subject to this Standard.

Derivative financia instruments create rights and obligations that have
the effect of transferring between the parties to the instrument one or
more of the financia risks inherent in an underlying primary financia
instrument. Derivative financial instruments generally do not result in a
transfer of the underlying primary financial instrument on inception of the
contract -and such a transfer does not necessarily take place on maturity
of the contract.

Physical assets (such as inventories, property, plant and equipment),
leased assets, and intangible assets (such as patents and trademarks) are
not financia assets. Control of such physical and intangible assets
creates an opportunity to generate an inflow of cash or other assets, but it
does not give rise to a present right to receive cash or other financial
assets.

Assets; (such as prepaid expenses); for which the future economic benefit
is the receipt of goods or services rather than the right to receive cash or
another financial asset, are not financial assets. Similarly, items such as
deferred revenue and most warranty obligations are not financial
liabilities because the probable outflow of economic benefits associated
with them is the delivery of goods and services rather than cash or
another financial asset.

Liabilities or assets that are not contractual -ratdre; (such as income
taxes that are created as a result of statutory requirements imposed by
governments); are not financial liabilities or financial assets. Accounting
for income taxesisdealt with in IAS 12, Income Taxes.

Comm|tments to buy or seII non-financial |tems Gentpaetual—ﬂghts—anel

i ,‘ = ! tdo not-faH
N%hiﬂ—the—seepe—ef meet the def|n|t|on of a flnanC|al instrument. For
example, some contractual rights (obligations), such as those that arise
under a commaodity futures contract, can be settled only by the receipt
(delivery) of non-financial assets. Similarly, contractual rights

23 © Copyright IASCF
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(obligations) such as those that arise under an operating lease for use of a
physical asset can be settled only by the receipt (delivery) of services.
In both cases, the contractual right of one party to receive a non-financial
asset or service and the corresponding obligation of the other party do not
establish a present right or obligation of either party to receive, deliver ,or
exchange a financial asset._ Although commitments to buy or sell non-
financial items do not meet the definition of a financial instrument, some
contracts that can be settled net are within the scope of this Standard (see

paragraph 4A).

The ability to exercise a contractual right or the requirement to satisfy a
contractual obligation may be absolute, or it may be contingent on the
occurrence of a future event. For example, a financial guarantee is a
contractual right of the lender to receive cash from the guarantor, and a
corresponding contractual obligation of the guarantor to pay the lender, if
the borrower defaults. The contractual right and obligation exist because
of a past transaction or event (assumption of the guarantee), even though
the lender’'s ability to exercise its right and the requirement for the
guarantor to perform under its obligation are both contingent on a future
act of default by the borrower. A contingent right and obligation meet the
definition of a financial asset and a financia liability, even though rrary
such assets and liabilities are not always recognised de-net-gualify—for

reeognitier-in the financial statements.

17.

The minority interest that may—arise—enR—an—enterprise-s-balanee—sheet

fremis recognised when consolidating a subsidiary is not a financial
liability or an equity instrument of the parenterterprise. In consolidated
financial statements, an enterpriseentity presents the interests of other
parties in the equlty and mcome of |ts subsad|ar|e£ in accordance with

l-nveﬁments—m—SubamaH&eConsolldatlon and Separate Flnanual

Statements. Accordingly, a financial instrument classified as an equity
instrument by a subsidiary is eliminated on consolidation when held by
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the parent, or presented by the parent in the equity section of the
consolidated balance sheet as a minority interest separate from the equity
of Hs-ewn-shareheldersthe parent. A financial instrument classified as a
financial liability by a subsidiary remains a liability in the parent’'s
consolidated balance sheet unless eliminated on consolidation as an
intragroup balance. The accounting treatment by the parent on
consolidation does not affect the basis of presentation by the subsidiary in
itsfinancia statements.

25 © Copyright IASCF



PrROPOSED AMENDMENTS FINANCIAL INSTRUMENTS JUNE 2002

Presentation
Liabilitiesand Equity

18. The issuer of a financial instrument shedldshall classify the
instrument, or its component parts, on_initial recognition as a liability
or as equity in accordance with the substance of the contractual

arrangement en—tnitialrecegrition—and the definitions of a financial
liability and an equity instrument.

19. The substance of a financia instrument, rather than its lega form,
governs its classification on the issuer’s balance sheet. Whie-Although
substance and legal form are commonly consistent, this is not always the
case. For example, some financia instruments take the legal form of
equity but are liabilities in substance and others may combine features
associated with equity instruments and features associated with financial
liabilities. The classification of an instrument is made on the basis of an
assessment of its substance and without regard to probabilities of the
manners of settlement when #-the instrument is first recognised. That
classification continues at each subsequent reporting date until the
financial instrument is derecognised (except as provided in paragraph

20. The critical feature in differentiating a financial liability from an equity
instrument is the existence of a contractual obligation-en_of one party to
the financial instrument (the issuer) either to deliver cash or another
financial asset to the other party (the holder) or to exchange another
financial instrument with the holder under conditions that are potentially
unfavourable to the issuer. When such a contractual obligation exists,
that instrument meets the definition of a financial liability regardless of
the manner in which the contractual obligation will be settled.
A restriction on the ability of the issuer to satisfy an obligation, such as
lack of access to foreign currency or the need to obtain approval for
payment from a regulatory authority, does not negate the issuer's
obligation or the holder’ s right under the instrument.

21. When afinancial instrument does not give rise to a contractual obligation

on the part of the issuer to deliver cash or another financial asset or to
exchange another financial instrument under conditions that are
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potentially unfavourable, it is an equity instrument. Although the holder
of an equity instrument may be entitled to receive a pro rata share of any
dividends or other distributions out of equity, the issuer does not have a
contractual obligation to make such distributions.

When a preferred share provides for mandatory redemption by the issuer
for afixed or determinable amount at a fixed or determinable future date
or gives the holder the right to require the issuer to redeem the share at or
after a particular date for a fixed or determinable amount, the instrument
meets the definition of a financia liability and is classified as such.
A preferred share that does not establish such a contractual obligation
explicitly may establish it indirectly through its terms and conditions. Fer

cxarip

O CS
O

22A.An entity may issue a financial instrument (such as a bond or a share)

that it could potentially be required to settle by delivering cash or other
financial assets (or otherwise in such a way that the instrument would be
classified as a financial liability, see paragraph 22C) depending on the
occurrence or non-occurrence of uncertain future events or on the
outcome of uncertain circumstances that are beyond the control of both
the issuer and the holder of the instrument (such as a change in a stock
market index, consumer price index, or interest rate, or the issuer’s future
revenues, net income, or debt-to-equity ratio). Such a financia
instrument is afinancial liability of the issuer because the issuer does not
have an unconditional right to avoid settlement of the obligation in cash
or other financial assets (or otherwise in such a way that the obligation
would be classified as afinancial liability).

22B.An entity may issue a financial instrument (a ‘puttable instrument’) that

gives the holder the right to put the instrument back to the issuer for cash
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or another financial asset, the amount of which is determined on the basis
of an index or other item that has the potential to increase and decrease.
For_example, open-ended mutual funds, unit trusts, partnerships, and
some co-operative entities may provide their unitholders or members with
aright to redeem their interests in the entity at any time for cash equal to
their proportionate share of the net asset value of the entity. Even when
the legal form of a puttable instrument gives the holder a right to the
residual interest in the assets of an entity, the inclusion of an option for
the holder to put that right back to the issuer for cash or another financial
asset means that the puttable instrument meets the definition of a
financial liability and is presented as such. Paragraphs 22-26A of |AS 39
address when an embedded derivative should be separated from a host
contract and accounted for as a derivative.

22C.An entity may have a contractual obligation of a fixed amount or an

amount that fluctuates in part or in full in response to changes in a
variable other than the market price of the entity’s own equity
instruments, but the entity must or can settle by delivery of its own
equity instruments (the number of which depends on the amount of the
obligation). Such an obligation is a financial liability of the entity.

22D.If the number of an entity’s own shares or other own equity instruments

required to settle an obligation varies with changes in their fair value so
that the total fair value of the entity’s own equity instruments to be
delivered always equals the amount of the contractual obligation, the
counterparty does not hold a residual interest in the entity. In addition,
the entity may have to deliver more or fewer of its own equity
instruments than would be the case at the date of entering into the
contractual arrangement. Therefore, such an obligation is a financial
liability of the entity even though the entity must or can settle it by
delivering its own equity instruments.
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Classification of Compound I nstruments by the | ssuer

23.

24.

25.

26.

The issuer of a financial instrument that contains both a liability and
an equity element shedldshall classify the instrument’s component
parts separately in accordance with paragraph 18.

This Standard requires the separate presentation on an issuer’s balance
sheet of liability and equity elements created by a single financia
instrument. It is more amatter of form than substance that both liabilities
and equity interests are created by a single financia instrument rather
than two or more separate instruments. An issuer’s financial position is
more faithfully represented by separate presentation of liability and

equity components contained in a single instrument—aceerding-te-thei
Aature.

Foer—purpeses—of—balance—sheet—presentation,—aAn issuer recognises
separately the component parts of a financia instrument that (a) creates a
primary-financial liability of the issuer and (b) grants an option to the
holder of the instrument to convert it into an equity instrument of the
issuer. A bond or similar instrument convertible by the holder into a
fixed number of common shares of the issuer is an example of such an
instrument. From the perspective of the issuer, such an instrument
comprises two components: a financia liability (a contractua
arrangement to deliver cash or other financial assets) and an equity
instrument (a call option granting the holder the right, for a specified
period of time, to convert into a fixed number of common shares of the
issuer). The economic effect of issuing such an instrument is
substantially the same as issuing simultaneously a debt instrument with an
early settlement provision and warrants to purchase common shares, or
issuing a debt instrument with detachable share purchase warrants.
Accordingly, in al cases, the issuer presents the liability and equity
elements separately on its balance sheet.

Classification of the liability and equity components of a convertible
instrument is not revised as a result of a change in the likelihood that a
conversion option will be exercised, even when exercise of the option
may appear to have become economically advantageous to some holders.
Holders may not aways act in the manner that might be expected
because, for example, the tax consequences resulting from conversion
may differ among holders. Furthermore, the likelihood of conversion will
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change from time to time. The issuer’s obligation to make future
payments remains outstanding until it is extinguished through conversion,
the maturity of the instrument, or some other transaction.

A financial instrument may contain components that are neither financia
liabilities nor equity instruments of the issuer. For example, an
instrument may give the holder the right to receive in settlement a non-
financial asset (such as a commodity) #h—setttement-and an option to
exchange that right for afixed number of shares of the issuer. The issuer
recognises and presents the equity instrument (the exchange option)

EXPOSURE DRAFT OF REVISED |AS 32

29. Under the firstapproach described in paragraph 28, the issuer of a bond
convertlble |nto common shares first determ| nes the carrying amount of

the fair value of fepa similar I|ab|I|ty (mcludlnq any embedded non-
equity derivative features) that does not have an associated equity
component. The carrying amount of the equity instrument represented by
the option to convert the instrument into common shares may-is then be
determined by deducting the carrying amount of the financia liability

separately from the liability components of the compound instrument, from the amount of the compound instrument as a whole. uﬁeler—the

whether the liabilities are financial or non-financial. A ;

28. 1AS 39 Fhis-Standard-deeshet-deals with the measurement of financial
assets; and financia liabilities, apg-€Equity instruments are instruments
that evidence a residual interest in the assets of an entity after deducting
al of its liabilities. Therefore, when the initial carrying amount of a

compound instrument is aIIocated to its equnv and liability elements and

Transactionsin an Entity’s Own Equity | nstruments

Treasury Shares

{8)—assignring-to-the-tess-easily-measurable-the equity component {eften

an-equity-Astrament); is assigned the residual carrying amount after
deducting from the instrument as a whole the amount separately

determined for the liability component. The value of any embedded
derivative features (such as a call option embedded in the compound
instrument) other than the equity element (such as an equity
conversion option) is included in the carrying amount of the liability

20A.If an entity reacquires its own equity instruments, those instruments
(‘treasury shares) shall be deducted from equity. No gain or loss is
recognised in the income statement on the purchase, sale, issue, or
cancellation of an entity’s own equity instruments. Consideration paid
or received is recognised directly in equity.

29B.The amount of treasury shares held is disclosed separately either on the
face of the balance sheet or in the notes under IAS 1, Presentation of
Financial Statements. An entity provides disclosure in accordance with
IAS 24, Related Party Disclosures, if the entity reacquires its own shares
from related parties.

component. 4haHs4tneFeees+},Lmeasurable—and

Derivatives Based on an Entity’s Own Equity | nstruments

The sum of the carrying amounts assigned to the liability and equity
components on initial recognition is always equal to the carrying amount
that would be ascribed to the instrument as a whole. No gain or loss

arises from initially recognising anepresenting-the components of the
instrument separately.

29C.A derivative contract (such as an option, warrant, or forward) shall be
classified as an equity instrument of the entity if, and only if, the
contract will be settled by the exchange of a fixed number of an entity's
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own equity instruments (other than derivatives) for a fixed monetary
amount of cash or other financial assets. Any consideration received
(such as the premium received for a written option or warrant on the
entity’s own shares) is added directly to equity. Any consideration paid
(such as the premium paid for a purchased option) is deducted directly
from equity. Changes in the fair value of a derivative contract
classified as equity are not recognised in the financial statements.

29D.A derivative contract is not classified as an equity instrument of the

entity solely because it may result in the receipt or delivery of an entity’s
own equity instruments or because the value of the derivative contract is
determined on the basis of the value of an entity’s own equity
instruments. A derivative contract (such as an option, forward, or total
return swap) that requires settlement on a net basis in cash or other
financial assets is a derivative asset or derivative liability even though its
value may be determined on the basis of the value of the entity’s own
equity instruments.  Similarly, a derivative contract that requires
settlement on a net basis in an entity’s own equity instruments is a
derivative asset or a derivative liability. Such contracts are not classified
as equity instruments because they will not result in the receipt or
delivery of a fixed number of an entity’s own equity instruments in
exchange for a fixed amount of cash or other financial assets at the

maturity date.

29E.1f a derivative contract has more than one settlement alternative (such as

net in cash, net in an entity’s own equity instruments, or by exchanging
an entity’s own equity instruments for cash or other financia assets), the
contract is a derivative asset or derivative liability unless the entity:

() has an unconditional right and ability to settle the contract by
exchanging a fixed number of its own equity instruments (other than
derivatives) for afixed amount of cash or cther financial assets;

(b) has an established practice of settling such contracts by exchanging a
fixed number of its own equity instruments (other than derivatives)
for afixed amount of cash or other financial assets; and

(c) intends to settle the contract by exchanging a fixed number of its own
equity instruments for a fixed amount of cash or other financial
assets.
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If these conditions are met, the contract is an equity instrument unless it
may result in the entity delivering cash or other financial assets in
exchange for receiving the entity’ s own equity instruments, in which case
paragraph 29F applies. |If the counterparty can require an entity to settle a
derivative contract on a net basis in cash or in the entity’s own equity
instruments, the contract is a derivative asset or derivative liability unless
the counterparty can require the entity to deliver cash or other financial

assets in exchange for receiving the entity’s own equity instruments, in
which case paragraph 29F applies.

29F.When an entity enters into a derivative contract (such as a forward

repurchase contract or written put option on the entity’s own shares) that
requires settlement by the delivery of cash or other financial assets in
exchange for receiving the entity’s own equity instruments, those equity
instruments cease to meet the definition of equity instruments because the
entity has an obligation to redeem them for cash or other financial assets.
The obligation to deliver cash or other financial assets (for example, for
the forward repurchase price, option exercise price, or other redemption
amount) is afinancial liability. When the financial liability is recognised
initially under IAS 39, its cost (the present value of the redemption
amount) is reclassified from equity. Subsequently, the financial liability
is measured in accordance with IAS 39. If the derivative contract expires
without delivery of cash or other financial assets, the carrying amount of
the financial liability is reclassified to equity.

29G.A derivative contract whose fair value fluctuates in part or in full in

response to changes in one or more underlying variables other than the
value of an entity’s own equity instruments (for example, a specified
interest rate, security price, commodity price, foreign exchange rate,
index of prices or rates, or a credit rating) is not an equity instrument of
the entity even though the entity may be reguired or have the right to
settle the contract in its own equity instruments. Such a contract exposes
the entity to potentially favourable or unfavourable changes in a variable
other than the value of its own equity instruments. Therefore, it is a
derivative asset or derivative liability.
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Interest, Dividends, L osses, and Gains

30.

31

Interest, dividends, losses, and gains relating to a financial instrument,
or a component—part, classified as a financial liability shedtdshall be
reperted-recognised in the income statement as expense or income.
Distributions to holders of a financial instrument classified as an equity
instrument sheutdshall be debited by the issuer directly to equity.
Transaction costs of an equity transaction shall be accounted for as a

deduction from eguity, net of any related income tax benefit.

The classification of a financia instrument as liability or equityin—the
balanee—sheet determines whether interest, dividends, losses and gains
relating to that instrument are classified as expenses or income and
reported in the income statement. Thus, dividend payments on shares
classified as liabilities are classified as expenses in the same way as
interest on a bond and reperted-recognised in the income statement.
Similarly, gains and losses associated with redemptions or refinancings of
instruments classified as liabilities are reported in the income statement,
whereas whie-redemptions or refinancings of instruments classified as
equity efthe—issder—are reported as mevements—changes in equity.
Changes in the fair value of a financial instrument classified as an equity
instrument are not reported in the financial statements.

31A.An entity typically incurs various costs in issuing a financial instrument

classified as equity or in acquiring its own equity instruments. Those
costs might include registration and other regulatory fees, amounts paid to
legal, accounting, and other professional advisers, printing costs, and
stamp duties. The transaction costs of an equity transaction are accounted
for as a deduction from equity (net of any related income tax benefit) to
the extent they are incremental external costs directly attributable to the
equity transaction that otherwise would have been avoided. The costs of
an equity transaction that is not completed are recognised as an expense.

31B.Transaction costs that relate to the issue of a compound instrument that

contains both a liability and an equity element are allocated to the
components in proportion to the alocation of proceeds. Transaction costs
that relate jointly to more than one transaction (for example, costs of a
concurrent offering of some shares and a stock exchange listing of other
shares) are allocated to those transactions using a basis of allocation that
is rational and consistent with similar transactions.
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31C.The amount of transaction costs accounted for as a deduction from equity

32.

in the period is disclosed separately under IAS 1. The related amount of
income taxes recognised directly in equity is included in the aggregate
amount of current and deferred income tax credited or charged to equity
that is disclosed under I1AS 12, Income Taxes.

Dividends classified as an expense may be presented in the income
statement either with interest on other liabilities or as a separate item.
Disclosure of interest and dividends is subject to the requirements of

IAS 1—F¥eentaﬂerkef—ﬁﬂaﬁe+al—8tatement& and IAS 30—D+sdesaf&em

cwcumstanc&e because of significant dlfferences between interest and
dividends with respect to matters such as tax deductibility, it is desirable
to disclose them separately within the income statement. Disclosures of
the ameudntsef-tax effects are made in accordance with |AS 12-treeme
Taxes.

32A.Gains and losses related to changes in the carrying amount of a financial

instrument classified as a financial liability are reported in the income
statement as expense or income even when they relate to an instrument
that includes a right to the residual interest in the assets of an entity for
cash or another financial asset (see paragraph 22B). Under IAS 1 the
issuer presents any gain or loss arising from remeasurement of such an
instrument separately on the face of the income statement when it is
relevant in explaining the entity’ s performance.

Offsetting of a Financial Asset and a Financial Liability

33.

A financial asset and a financial liability sheutdshall be offset and the
net amount reported in the balance sheet when,_and only when, an

enterpriseentity:

(a) hasalegally enforceable right to set off the recognised amounts;
and

(b) intends either to settle on a net basis, or to realise the asset and
settle the liability simultaneoudly.
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In the accounting for a transfer of a financial asset that does not

qualify for derecognition, the transferred asset and the associated
liability shall not be offset (see | AS 39, paragraphs 51-55).

This stapdare-Standard requires the presentation of financial assets and
financia liabilities on a net basis when this—doing so reflects an
enterpriseentity’ s expected future cash flows from settling two or more
separate financia instruments. When an enterpriseentity has the right to
receive or pay a single net amount and intends to do so, it has, in effect,
only a single financial asset or financial liability. In other circumstances,
financial assets and financial liabilities are presented separately from each
other consistently with their characteristics as resources or obligations of

the enterpriseentity.

Offsetting a recognised financial asset and a recognised financia liability
and presenting the net amount differs from ceasing to recognise a
financial asset or afinancia liability. WhHe-Although offsetting does not
giverise to recognition of again or aloss, ceasing to recognise a financial
instrument not only results in the removal of the previously recognised
item from the balance sheet but may-also may result in recognition of a
gain or aloss.

A right of set-off is a debtor’s legal right, by contract or otherwise, to
settle or otherwise eliminate all or a portion of an amount due to a
creditor by applying against that amount an amount due from the creditor.
In unusua circumstances, a debtor may have a legal right to apply an
amount due from a third party against the amount due to a creditor
provided that there is an agreement among the three parties that clearly
establishes the debtor’ s right of set-off. Stree-Because the right of set-off
is a legal right, the conditions supporting the right may vary from one
legal jurisdiction to another and eare-must-be-taken-te-establisr-whiehthe
laws apphy-applicable to the relationships between the parties need to be
considered.

The existence of an enforceable right to set off a financial asset and a
financial liability affects the rights and obligations associated with a
financial asset and a financia liability and may affect significantly an
enterpriseentity’s exposure to credit and liquidity risk. However, the
existence of the right, by itself, is not a sufficient basis for offsetting. In
the absence of an intention to exercise the right or to settle

© Copyright IASCF 36

38.

39.

EXPOSURE DRAFT OF REVISED |AS 32

simultaneously, the amount and timing of an enrterpriseentity’s future
cash flows are not affected. When an enterpriseentity €ees-intends to
exercise the right or to settle simultaneoudly, presentation of the asset and
liability on a net basis reflects more appropriately the amounts and timing
of the expected future cash flows, as well as the risks to which those cash
flows are exposed. An intention by one or both parties to settle on a net
basis without the legal right to do so is not sufficient to justify offsetting
sinee-because the rights and obligations associated with the individual
financial asset and financial liability remain unaltered.

An enterpriseentity’ s intentions with respect to settlement of particular
assets and liabilities may be influenced by its normal business practices,
the requirements of the financial markets, and other circumstances that
may limit the ability to settle net or to settle smultaneously. When an
enterpriseentity has a right of set-off, but does not intend to settle net or
to realise the asset and settle the liability simultaneoudly, the effect of the
right on the enterpriseentity’s credit risk exposure is disclosed in
accordance with the-standare--paragraph 66.

Simultaneous settlement of two financial instruments may occur through,
for example, the operation of a clearing house in an organised financia
market or a face-to-face exchange. In these circumstances the cash flows
are, in effect, equivalent to a single net amount and there is no exposure
to credit or liquidity risk. In other circumstances, an enterpriseentity may
settle two instruments by receiving and paying separate amounts,
becoming exposed to credit risk for the full amount of the asset or
liquidity risk for the full amount of the liability. Such risk exposures may
be significant even though relatively brief. Accordingly, realisation of a
financial asset and settlement of a financial liability are considered
simultaneous only when the transactions occur at the same moment.

The conditions set out in paragraph 33 are generally not satisfied and
offsetting is usually inappropriate when:

(@) severa different financia instruments are used to emulate the
features of a single financial instrument (ke—a “synthetic
instrument”);

(b) financia assets and financial liabilities arise from financia
instruments having the same primary risk exposure (for example,
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assets and liabilities within a portfolio of forward contracts or other
derivative instruments) but involve different counterparties;

(c) financia or other assets are pledged as collateral for non-recourse
financial liabilities,

(d) financial assets are set aside in trust by a debtor for the purpose of
discharging an obligation without those assets having been accepted
by the creditor in settlement of the obligation (for example, a sinking
fund arrangement); or

(e) obligations incurred as a result of events giving rise to losses are
expected to be recovered from athird party by virtue of aclaim made
under an insurance policy.

An enterpriseentity that undertakes a number of financia instrument
transactions with a single counterparty may enter into a “ master netting
arrangement” with that counterparty. Such an agreement provides for a
single net settlement of al financia instruments covered by the
agreement in the event of default on, or termination of, any one contract.
These arrangements are commonly used by financial ingtitutions to
provide protection against loss in the event of bankruptcy or other events
that result in a counterparty being unable to meet its obligations.
A master netting arrangement commonly creates a right of set-off that
becomes enforceable and affects the realisation or settlement of
individual financial assets and financia liabilities only following a
specified event of default or in other circumstances not expected to arise
in the normal course of business. A master netting arrangement does not
provide a basis for offsetting unless both of the criteria in paragraph 33
are satisfied. When financial assets and financia liabilities subject to a
master netting arrangement are not offset, the effect of the arrangement
on an enterpriseentity’ s exposure to credit risk is disclosed in accordance
with paragraph 66.
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Disclosure

42. The purpose of the disclosures required by this Standard is to provide
information that-wiHto enhance understanding of the significance of er-
balanee-sheet—and—off-balanee-sheet—financia instruments to an
enterpriseentity’ s financial position, performance, and cash flows and
assst in assessmg the amounts timing, and certal nty of future cash flows

. Transactions in financia instruments may result in an entityenrterprise's

assuming or transferring to another party one or more of the financia
risks described below. The required disclosures provide information that
fo assists users of financial statements in assessing the extent of risk

related to beth-recoghised-ang-urrecegnrised-financial instruments.

(a) Price-Market risk — There are three types of priee-market risk:
currency risk, fair value interest rate risk, and marketprice risk.

(i) Currency risk isthe risk that the value of afinancia instrument
will fluctuate due—tebecause of changes in foreign exchange
rates.

(i) Fair value nterestinterest rate risk is the risk that the value of a
financial instrument will fluctuate due-tebecause of changes in
market interest rates.

(iii) Market—Price risk is the risk that the value of a financia
instrument will fluctuate as a result of changes in market prices,
whether those changes are caused by factors specific to the
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individual security or its issuer or factors affecting all securities
traded in the market.

The term “ priee-market risk” embodies not only the potential for loss
but also the potential for gain.

(b) Credit risk — Credit risk is the risk that one party to a financia
instrument will fail to discharge an obligation and cause the other
party toincur afinancial loss.

(c) Liquidity risk — Liquidity risk, also referred to as funding risk, isthe
risk that an enterpriseentity will encounter difficulty in raising funds
to meet commitments associated with financial instruments.
Liquidity risk may result from an inability to sell a financial asset
quickly at closetoitsfair value.

(d) Cash flow interest rate risk — Cash flow interest rate risk is the risk
that the future cash flows asseeiated-with-a-menetaryof a financia
instrument will fluctuate because of changes in interest rates. i
ameunt—In the case of a floating rate debt instrument, for example,
such fluctuations result in a change in the effective interest rate of the
financial instrument, usually without a corresponding change in its
fair value.

Format and L ocation

44.

45.

Thise standards-Standard does not prescribe either the format of the
information required to be disclosed or its location within the financia

statements.  With—regard—to—recogrisedfiranctad—struments—To the

extent that the required information is presented on the face of the
balanee-sheetfinancial statements, it is not necessary for it to be repeated

|n the notes to the financial statements Wﬁh—Fegad—te—unFeeegmsed

sd%elut&s—ts—the—p&mar—y—means—ef—&selewfe—Dlscl osures may |ncl ude a

combination of narrative descriptions and specific quantified data, as
appropriate to the nature of the instruments and their relative significance

to the enterpriseentity.

Determination of the level of detail to be disclosed about particular
financia instruments is-a-matterferrequires the exercise of judgement
taking into account the relative significance of those instruments. It is
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necessary to strike a balance between overburdening financial statements
with excessive detail that may not assist users of financia statements and
obscuring significant information as a result of too much aggregation.
For example, when an enterpriseentity is party to a large numbers of
financial instruments with similar characteristics and no single ere
contract is individually significant, summarised information by reference
to particular classes of instruments is appropriate. On the other hand,
specific information about an individua instrument may be important
when that instrument represents, for example, a significant element

#component of an erterpriseentity’ s capital structure.

Management of an enterpriseentity groups financial instruments into
classes that are appropriate to the nature of the information te—be
disclosed, taking into account matters such as the characteristics of the
instruments; whether-they-arerecegnised-er-unrecogrised-and—+H-they-are
reeogrised; the measurement basis that has been applied. In generd,
classes are determined on a basis that distinguishes between items carried
on a cost basis and —f+em—|tems carried at far value When—ameuﬂts

aﬂd—l-rabl-l-l-tmﬁrsSuffluent |nformat|on is prowded to permit a
reconciliation to relevant line items on the balance sheet. When an

enterpriseentity is a party to financial instruments not dealt with by this
Standard, such as obligations under retirement benefit plans or insurance
contracts, these instruments constitute a class or classes of financial assets
or financia liabilities disclosed separately from those dealt with by this
Standard.

Bisclesureef-Risk Management Policiesand Hedging
Activities

43A.46A.An  enterpriseentity sheuldshall describe its financial risk

management objectives and policies, including its policy for hedging
each major type of forecasted transaction for which hedge accounting
isused.

46B.In addition to providing specific information about particular financial

instrument balances and transactions, an entity provides a discussion of
the extent to which financial instruments are used, the associated risks,
and the business purposes served. A discussion of management’s palicies
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for_controlling the risks associated with financial instruments includes
policies on matters such as hedging of risk exposures, avoidance of undue
concentrations of risk, and requirements for collateral to mitigate credit
risk. Such discussion provides a valuable additional perspective that is
independent of the specific instruments held or outstanding at a particular
time.

39:-169(b)46C.An _entity shall disclose the following separately for

designated fair value hedges, cash flow hedges, and hedges of a net
investment in a foreign operation enrtity-(as defined in |AS 39):

(i) adescription of the hedge;

(if) a description of the financial instruments designated as hedging
instruments fer-the-hedge-and their fair values at the balance sheet
date;

(iii) the nature of the risks being hedged; and

(iv) for hedges of forecasted transactions, the periods in which the
forecasted transactions are expected to occur, when they are
expected to enter into the determination of aetprofit or loss, and a
description of any forecasted transaction for which hedge
accounting had previously been used but that-which is no longer
expected to occur,

39:369(€)-46D.il f a gain or loss on derivative and non-derivative financial

assets and financial liabilities designated as hedging instruments in
cash flow hedges has been recognised directly in equity, through the
statement of changesin equity, an entity shall disclose:

(i) the amount that was so recognised in equity during the edrrent
period; and

(if) the amount that was removed from equity and reported in pet
profit or lossfor the period. ;-and
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Terms, Conditions, and Accounting Policies

47.

49,

For each class of financial asset, financial liability, and equity

instrument;—beth—recognised—and—unrecognised, an enterpriseentity
sheutdshall disclose:

(@) information about the extent and nature of the financial
instruments, including significant terms and conditions that may
affect the amount, timing and certainty of future cash flows; and

(b) the accounting policies and methods adopted, including the
criteria for recognition and the basis of measurement applied.

The contractual terms and conditions of a financial instrument are an
important factor affecting the amount, timing and certainty of future cash
receipts and payments by the parties to the instrument. When reeegnised
and—uRrecegnisedfinancial instruments are Hmpertantsignificant, either
individually or as a class, in relation to the edrrent-financial position of an
enterpriseentity or its future operating results, their terms and conditions
are disclosed. If no single instrument is individualy significant to the
future cash flows of the a—particdlar—enterpriseentity, the essential
characteristics of the instruments are described by reference to
appropriate groupings of like instruments.

When financid instruments held or issued by an enterpriseentity, either
individually or as a class, create a potentialy significant exposure to the
risks described in paragraph 43, terms and conditions that fray-warrant
disclosure include;

(a) the principal, stated, face, or other similar amount which, for some
derivative instruments, such as interest rate swaps, say-might be the
amount (referred to as the notional amount) on which future
payments are based;

(b) the date of maturity, expiry, or execution;

(c) early settlement options held by either party to the instrument,
including the period in which, or date at which, the options may-can
be exercised and the exercise price or range of prices,
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(d) options held by either party to the instrument to convert the
instrument into, or exchange it for, another financial instrument or
some other asset or liability, including the period in which, or date at
which, the options may—can be exercised and the conversion or
exchange ratio(s);

(e) the amount and timing of scheduled future cash receipts or payments
of the principal amount of the instrument, including instalment
repayments and any sinking fund or similar requirements;

(f) stated rate or amount of interest, dividend, or other periodic return on
principal and the timing of payments;

(g) collateral held, in the case of afinancial asset, or pledged, in the case
of afinancial liability;

(h) inthe case of an instrument for which cash flows are denominated in

a currency other than the enterpriseentity’s reperting—presentation
currency, the currency in which receipts or payments are required;

(i) in the case of an instrument that provides for an exchange,
information described in items {@-te-(h)(a)-(h) for the instrument to
be acquired in the exchange; and

() any condition of the instrument or an associated covenant that, if
contravened, would significantly ater any of the other terms (for
example, a maximum debt-to-equity ratio in a bond covenant that, if
contravened, would make the full principal amount of the bond due
and payable immediately).

When the balance sheet presentation of a financia instrument differs
from the instrument’s legal form, it is desirable for an enterpriseentity to
explain in the notes to the financial statements the nature of the
instrument.

The usefulness of information about the extent and nature of financial
instruments is enhanced when it highlights any relationships between
individual instruments that may—can affect the amount, timing, or
certainty of the future cash flows of an enterpriseentity. For example, it
isimportant to disclose hedging relationships such as one that might exist
when an enterpriseentity holds an investment in shares for which it has

purchmd a put option. &mﬂaﬂy—rt—r&rmpeﬁant—te{hselesemlaﬂenslmss
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risk exposure is atered by the rel atlonshﬂas among the assets and
liabilities may be apparent to financial statement users from information
of the type described in paragraph 49, but in some circumstances further
disclosure is necessary.

In accordance with IAS 1, Presentation—ef—tinaneial—Statements—an
enterpriseentity provides elear—ane-eeneise-disclosure of al significant
accounting policies, including beth-the general principles adopted and the
method of applying those principles to significant transactions and
circumstances arising in the enterpriseentity’ s business. In the case of
financial instruments, such disclosureincludes:

(a) the criteria applied in determining when to recognise a financial asset
or financia liability ea—the-bal