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This Standard should be read in the context of the
Explanatory Foreword to General Purpose FinanciapBeing.

Neither an international nor an Australian accoungistandard had been
issued at the time of publication of this Finandteporting Standard.

1 INTRODUCTION

1.1 This Standard deals with the disclosure of mfition about financial
instruments, both assets and liabilities on andbafance sheet.

1.2 Because of the complexity of the issues abaowt financial instruments
should be recognised and measured, the Financ@riReg Standards Board has
decided as an initial approach to improve discleswf information about, and to
establish the extent and materiality of, finangiatruments in use.

1.3 The accounting standards set out in this Stdndee shown in bold print.
Commentary is given, where appropriate, immediafigr the accounting standard
to which it relates, as an aid to the interpretatidnthat accounting standard.
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2 APPLICATION

2.1 This Standard applies to the general purpotarexd financial reports of all
entities except where exempted by paragraph 2.2and

2.2 Entities which qualify for exemption in accordarwith theFrameworkfor
Differential Reportind need not comply with this Standard.

2.3 This Standard does not apply to the followingaficial instruments which
are specifically addressed in other standards:

(i) investments in subsidiaries, in-substance slidgrdes and associates as defined
in SSAP-28 Accounting for Business Combinatipns

(i) leases as defined in SSAP-1&ccounting for Leases and Hire Purchase
Contracts

(iii) partnerships and joint ventures as define@$AP-25Accounting for Interests
in Joint Ventures and Partnerships

(iv) extinguished debt subject to the requiremesftSSAP-26,Accounting for
Defeasance of Debt

The Standard does not amend the provisions of SSAReZounting for the Effect
of Changes in Foreign Currency Exchange Raté#f) respect to the translation of
foreign currency denominated financial instruments.

2.4 This Standard becomes operative for financigdorts covering periods
ending on or afteB1 December 1993

3 STATEMENT OF PURPOSE

3.1 The purpose of this standard is to improve ldésces about an entity’s
financial position and performance as a result eingp a party to financial
instruments.

4 DEFINITIONS
The following terms are used in this Standard withrtieanings specified below:

4.1 Afinancial instrument is any contract that gives rise to both a (recagdl
or unrecognised) financial asset of one entity an@ecognised or unrecognised)
financial liability or equity instrument of anothentity.

4.2 Afinancial asset is any asset that is:

Yitis anticipated that thEramework for Differential Reportingill be published prior to the date
of initial application of this standard.
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(i) cash;
(i) a contractual right to receive cash or anothi@mancial asset from another
entity;

(i) a contractual right to exchange other finaatiinstruments with another
entity under conditions that are potentially favalle; or

(iv) an equity instrument of another entity.

4.3 Afinancial liability is any liability that is a contractual obligation:
(i) to deliver cash or another financial asset two¢her entity; or

(i) to exchange financial instruments with anotlestity under conditions that
are potentially unfavourable.

4.4 Anequity instrument is any contract that evidences a residual inteneghe
assets of an entity after deducting all of its ilidies.

4.5 A class of financial assets or liabilities is a category of financial assets or
financial liabilities which have a similar nature dunction in the operations of the
reporting entity.

4.6 Acontract includes any agreement, commitment or obligation.

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

5 GENERAL DISCUSSION

5.1 Deregulation and competition have increasingbuded once relatively

distinct lines between various financial and pred@ntly non-financial entities.

Many financial instruments have been developeeduce an entity’'s interest rate
and currency risk resulting from volatile marketg tbansferring risk to other

entities; other instruments have been createdduige tax advantages. Many of
the innovative financial instruments are a restilbeaking apart or combining
traditional instruments. In addition to the im@ort economic incentives, some
financial instruments have been favoured becaus¢heif financial reporting

implications.

5.2 Because of the complexity of reporting issuefating to financial
instruments, as an interim measure it is considénad improved disclosure is
necessary to provide better information about thinsguments and their use by
entities. The extent of information disclosed garaccording to the nature of an
entity’s activities and the relative importance aoomplexity of transactions
involving financial instruments. When an entity dsparty to many individual
financial instruments or types of instruments, ficial assets, financial liabilities
and equity instruments are grouped for discloswepgses into appropriately
determined classes to avoid excessive detall ifitlhacial statements.
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5.3 Some financial reporting issues related torfama instruments have been
resolved by current accounting standards, for exanm®SAP-15Accounting for
Contingenciesand SSAP-21Accounting for the Effects of Changes in Foreign
Currency Exchange RatesHowever, these standards deal with specific firdnci
reporting issues. Consequently, the specific guidadoes not always apply to
new financial instruments or may appear to be iaie if applied to similar
financial reporting problems.

5.4 Parts of the definitions of a financial asset a financial liability are
recursive, because the terms financial asset aaddial instrument are included in
them, but they are not circular. There must bergractual right or obligation to
exchange instruments, and instruments to be exeldanmyst be financial assets,
financial liabilities, or equity instruments.

5.5 Physical assets such as inventories, propplaynt and equipment, leased
assets and intangible assets such as patentsmadde and goodwill are not

financial assets. These assets may eventuallyobeeded to cash but, because
ownership of physical or intangible assets doescredte a present obligation on
the part of another entity to deliver cash or aapotfinancial asset, an entity

owning physical or intangible assets has no prasgimtto receive cash or another
financial asset.

5.6 Other assets, such as prepaid expenses, for thi@i¢dhture economic benefit
is the receipt of goods or services instead ofrifjiet to receive cash or another
financial asset are not financial assets. Sinyilariany liabilities such as deferred
revenue and most warranty obligations are not firr@bilities because the
probable outflow of economic benefits associated lithm is the delivery of
goods and services rather than cash or anothercielaasset.

5.7 Contractual rights (obligations) that can bitlese only by receipt (delivery)
of non-financial assets, such as commodities (kample, a silver option, futures
or forward contract), or the provision of servicés example, an operating lease
for use of a physical asset) do not fall within gmope of the definition of a
financial instrument since they do not involve ansfer of a financial asset. A
contractual right of one party to receive a norafiicial asset or service and the
corresponding obligation of the other party do eetablish a present right or
obligation of either party to receive, deliver oxckange a financial asset.
However, delivery of the non-financial asset or psawi of the service in the
future in accordance with the contract may give athat time to receive (and an
obligation of the other party to deliver) cash oother financial asset, which right
(obligation) would fall within the scope of the defian of a financial instrument.

5.8 The definition of a financial instrument incasl within its scope a
commodity-linked instrument that provides for thelder to receive either a
financial asset, including cash, or a specified @mboof a commodity. For
example, a bond that allows the holder the optioreoéiving on maturity either
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the face amount of the bond in cash or a specgieghtity of oil comprises two

elements, a financial asset (a receivable) andrafinancial asset (an option to
exchange that receivable for oil). The intentiohshe holder concerning exercise
of the option do not affect the substance or theoacting treatment of the

component assets.

5.9 Financial instruments result in an entity assgnor transferring to another
party one or more of the financial risks describetbw.

Price Risk

There are three types of price risk: currency risterest rate risk and market risk.
Currency risk is the risk that the value of a ficiahinstrument will fluctuate due

to changes in foreign exchange rates. Interestrisk is the risk that the value of a
financial instrument will fluctuate due to changesmarket interest rates. Market
risk is the risk that the value of a financial nushent will fluctuate as a result of
changes in market prices whether those changesaased by factors specific to
the individual security (also referred to as evesk) or its issuer or factors

affecting all securities traded in the market. Téem “price risk” embodies not

only the potential for loss but also the poterfoalgain.

Credit Risk

Credit risk is the risk that one party to a finahénstrument will fail to discharge
an obligation and cause the other party to indimamcial loss.

Liquidity Risk

Liquidity risk is the risk that an entity will encoter difficulty in raising funds at
short notice to meet commitments associated withnfiral instruments (also
referred to as funding risk). Liquidity risk magsult from an inability to sell a
financial asset quickly at close to its fair value.

Changes in the market's perception of these risks gse to fluctuations in the
market price of a financial instrument. For examphe market price of a debt
security is affected by changes in the market'sgation of credit risk, as well as
by changes in market interest rates and, in sosescaurrency risk.

5.10 Some financial instruments, both financialetssand financial liabilities,
entail conditional rights and obligations that espahe entity to a risk of an
accounting loss that may exceed the amount recednis the statement of
financial position. For example, the ultimate ghtion under a financial guarantee
may exceed the amount recognised as a liabilitthefinancial instruments may
not be recognised as either an asset or a lighjlgymay still expose the entity to
an accounting loss.

5.11 Users of financial reports need informatiort thi#l help them to understand
the financial condition and performance of the répg entity, the prospects for its
future performance and the major aspects of itk pofile that might affect
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financial performance and condition. Dealing iraficial instruments for hedging
or trading purposes will affect the overall risk tok reporting entity. For each
class of financial asset, financial liability anguéy instrument, whether recognised
or unrecognised, an entity is to disclose inforpratabout factors that may affect
the amount, timing and certainty of future castwBo including the extent and
nature of the instruments and their significantmerand conditions. Financial
reports that do not provide information on the #igant positions in financial
instruments may not show a fair presentation.

5.12 Users need two types of disclosures relatifigpémcial instruments:

(&) narrative or qualitative disclosures that eixpthe price, credit and liquidity
risks to which the entity is exposed; how it evaladteese risks; its use of
financial instruments to mitigate or hedge thesks;i and major policies
adopted to limit and control risk;

(b) supplementary quantitative information for ensing significant or potentially
significant exposure.

5.13 Care must be taken with any disclosed quarttaiata so that users will not
misinterpret this information. Th8tatement of Concepts for General Purpose
Financial Reporting suggests that interpretive comments might useuifyplement
the financial information supplied. Narrative dsires in financial reports will
greatly assist users in understanding the entiiges of financial instruments and
the way in which the entity monitors and controlsdksociated risk.

5.14 As discussed in paragraph 5.2, for disclosurpgses it may be necessary to
group financial instruments in appropriate class€lasses represent groupings
established in accordance with generally acceptedtipes that have evolved
for presentation of information about financial odp items having similar
characteristics. In the absence of standardsrieguiertain groupings, management
of an entity should apply its judgement to estéibtisses that most appropriately
present financial information. Financial instrurteethat are grouped with other
assets and liabilities should follow the same forarad level of disclosure of the
assets and liabilities in which they are groupEdr example, financial instruments
that are aggregated with long-term liabilities skiolbé disclosed separately in the
summary of interest rates, repayment terms, e#t, dre required to be disclosed
by SSAP-29: Information to be Disclosed in Company Balance ShedsProfit
and Loss Accounfs

ltis anticipated that th8tatement of Concepts for General Purpose FinariRegortingwill be
published prior to the date of initial applicatiofthis standard.

3 An exposure draft to revise SSAP-9 (ED-67) wasliphibd in December 1992.
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6 FINANCIAL REPORTING STANDARDS

General Disclosure Requirements
6.1 Entities shall disclose information about:

(@) the accounting policies followed for financialinstruments with respect
to:

. the basis for recognising revenues and expensesdrding gains
and losses)

. the basis for recognising financial instruments irthe financial reports
or their off-balance-sheet treatment

. the basis of valuation

. the basis on which loss provisions are recognisedrfoff-balance-
sheet exposures;

(b) the nature and extent of their activities with respect to financial
instruments, both recognised and unrecognised; and

(c) the policies with respect to requiring collateal or other security to
support financial instruments subject to credit rik and the entity’s
access to that collateral or other security.

6.2 SSAP-1Disclosure of Accounting Policiésrequires that financial reports
include clear and concise statements of all sigaifi accounting policies adopted.
This is of particular importance with respect taaficial instruments because of the
wide variety of types of instruments that exist ahé potential for different
policies to be followed according to the purposevithich a particular transaction
is undertaken. Also, the existence of significarpasures that may, quite
legitimately, not be reflected on the statementidncial position, reinforces the
need for a clear explanation of the policies folldvie deciding whether an item
qualifies for recognition. Matters to be addressethe accounting policy note are
to include the basis for recognising revenues arpemses, the basis for
recognising financial instruments in the statem@rfinancial position or the off-
balance-sheet treatment, the basis of valuation thedbasis on which loss
provisions are recognised for off-balance-sheebsupes.

6.3 When an entity enters into a financial instrumat transaction that is not
recognised, the face or contract amount of the ingtment (or the amount of
any commitments or contingencies arising from conticts for which there is
no face or contract amount) shall be disclosed bylass of financial asset or
liability.

4 An exposure draft to revise SSAP-1 (ED-64) was ighbt in December 1991.
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Disclosures Concerning Credit Risk

6.4 For each class of financial asset, whether raguised or unrecognised, an
entity shall disclose information about its exposug to credit risk, including:

(@) the amount that best represents its maximum cdit risk exposure,
without taking account of the value of any collateal, in the event other
parties fail to perform their obligations under financial instruments;

(b) a brief description of any collateral held; and
(c) significant concentrations of credit risk.

6.5 Disclosure of the face or contract amount lferamount of any commitments
or contingencies arising from contracts for whicleréhis no face or contract
amount) of financial instruments provides a usbhsis for assessing the extent to
which an entity has open contracts at balance @stdting in exposure to risk in
excess of the amounts recognised in the finanejbrts. The face or contract
amounts also give users of financial reports aication of the relative significance
of financial instruments that are not recognisedhe financial statements even
though the face or contract value may not repreasmdunts at risk. The risk of
default depends on the creditworthiness of the ewtpdrty to the instrument and
can be measured only when all related and offrggttansactions are identified. For
purposes of disclosure financial assets and lissiliare to be offset only if the
criteria for offsetting recognised items, discusBe@&SAP-27 Right of Set-Offare
met.

6.6 The amount of the accounting loss that wouléhberred if the counterparty
to a financial instrument failed to perform its ighltions and any collateral held
proved to be valueless provides a measure of theénman possible credit loss.
For a financial instrument for which the credit riknot off-balance-sheet (for
example, a non-interest bearing trade accountvaile) the carrying amount in
the statement of financial position is the accoxgtoss that would be incurred in
the event of default by the counterparty. The icapuused to describe such
financial instruments implies the existence of dretsk. For some financial

instruments, however, the maximum accounting losg ex@eed the recognised
amount, perhaps by a significant margin. Loan cdments and financial

guarantees are examples of unrecognised finanesfuments with significant
risk. While it is not expected that an entity vificur the maximum possible credit
loss for unrecognised financial instruments, disate of this amount provides
important information for analysis that is not athise available within the

statement of financial position.

6.7 For financial institutions, disclosures of rigleighted balance sheet and
off-balance sheet exposures calculated for capitatjuacy requirements may best
represent the entities maximum exposure to cresfit r

6.8 Concentrations of credit risk may arise frorpasures to a single counterparty
or to groups of counterparties having a similarrabgeristic such that their ability
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to meet their obligations would likely be similadffected by changes in economic
or other conditions. Examples of similar econowmti@aracteristics that would be
considered to give rise to a concentration of mslude the nature of the activities
undertaken (such as, the industry in which countégsa operate, and the
geographic area in which activities are undertakeldentification of significant
concentrations is a matter for the exercise of gmagnt by management taking into
account the circumstances of the entity.

6.9 Disclosure of information about concentratiohsredit risk permits users of
financial reports to make their own assessmentleofdlative risk associated with
an entity’s portfolio of financial assets. Whetteerparticular concentration of
credit risk is viewed favourably or unfavourably wikpend on the particular risks
associated with an individual counterparty or grofipounterparties.

6.10 Information about an entity’'s requirements witspect to collateral or
other security to support financial instruments jsab to credit risk is useful
because the existence of collateral may mitigage ribk of loss as a result of
default. Disclosure may therefore assist usersir@ntial reports in assessing
the appropriateness of an entity’s policy with resge collateral and the likely
adequacy of collateral held in the event of default

Disclosures Concerning Fair Value

6.11 The fair value of each class of financial agseand financial liabilities,

whether recognised or unrecognised, together withheir financial report

carrying amounts, shall be disclosed unless it isoh practicable to estimate
that value with an acceptable level of reliability within constraints of
timeliness and cost. When the fair value of anyrancial assets or liabilities
cannot be estimated, this fact shall be disclosedgether with information

about the principal characteristics of the instruments that are pertinent to
their value.

6.12 Current value information provides a usefulasugement of unrecognised
financial instruments and a useful additional mezsent of recognised instruments
that are carried on a cost or amortised cost bakiss particularly useful when

viewed in conjunction with financial report carrgimmounts. Comparisons of the
fair value and the carrying amount provide inforimatabout unrealised gains and
losses not recognised in the financial reportstorination about current market
values of liabilities as well as assets may be @a#ily relevant to an evaluation
of the performance of a financial institution imustturing its portfolio to match

changes in the value of assets with correspondirenggs in the value of

liabilities.

6.13 When a financial asset or liability is tradedn organised and liquid market
that is able to absorb a significant transactiomeit moving the price against the
trader, quoted market prices would be used to medsir value. When quoted
market prices are not available, techniques foimesing fair value, such as
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discounting estimated future cash flows at a curreatket rate commensurate
with the risks involved, are to be used. In sonsesaestimation of fair value may
not be practicable within acceptable levels of kélity and at a reasonable cost.
For example, the cost of making a reasonably reliabtimate of the fair value of
the loan portfolio of a financial institution maye kexcessive in relation to the
perceived benefits to users. In such situatioiss]asure of fair value information
may be omitted with an explanation of the reasornttieromission and additional
information about the principal characteristicstud instruments that are pertinent
to their value. The latter information may assisers of the financial reports in
making their own judgements about the likely siigaifice of any difference between
fair value and the carrying amount.

Disclosures Concerning Currency Risk and Interest Rate Rk

6.14 For each class of financial asset and liabifit whether recognised or
unrecognised, an entity shall include discussion ofiajor management policies
and information about its exposure to currency riskand to interest rate risk,
including:

(@) effective interest rates; and

(b) contractual repricing or maturity periods, whichever periods are earlier.

6.15 Information about effective interest rates angected repricing or maturity
dates indicates the length of time for which interates are fixed at present levels.
This is important because it provides a basis Yatuating the interest rate risk to
which an entity is exposed. For example, two fixa® bonds may be identical in
every respect except for the remaining term to nitgtua difference which may
expose the issuers and the holders of the two btmdsarkedly different price
risk. All things being equal, the bond with the lengerm remaining to maturity
will be subject to greater price risk in the eveha@hange in interest rates. While
knowledge of the remaining term to maturity may hdfisient to assist in
evaluating interest rate risk when an entity issmrekolds fixed rate instruments,
many instruments reprice to a market rate of istdsefore maturity.
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