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3.4.2 Securitised loans

¥ recewabies can be classrf ed as loans and receivables if It meets the
- criteria for such classifi cation. If an entity acqu;res a beneficial interest
in a securitised pool of loans and receivables, this would not meet the

definition of loans and reeenvables if the benef‘ Cial ;nter tis g
an ac’tlve market e - =

3.5 Available-for-sale financial assets (AFS)

AFS financial assets are those non-derivative financial assets that are
designated as AFS, or that are not classified as loans and receivables or
HTM investments, are not held for trading and are not designated as at
FVTPL on initial recognition.

AFS financial assets are measured at fair value with fair value gains
or losses recognised in other comprehensive income. On sale or
impairment of the asset, the cumulative gain or loss previously recognised
in other comprehensive income is reclassified to profit or loss as a
reclassification adjustment.

However, interest calculated using the effective interest method on interest-
bearing AFS financial assets, impairment losses and foreign exchange
gains and losses on monetary AFS financial assets are recognised in profit
or loss (see chapter C6).

Dividends are recognised in profit or loss only when:
(a) the entity’s right to receive payment of the dividend is establishad:

(b) itis probable that the economic benefits associated with the  gividend
will flow to the entity; and

(c) the amount of the dividend can be measured reliably.

Examples of AFS financial assets are equity investments that are not
designated on initial recognition as at FVTPL, debt securities that are
quoted in an active market (which may or may not have put features that
would also prohibit them from being classified as HTM) and other financial
assets held for liquidity purposes.

Example 3.5
Held for trading versus available-for-sale

[IAS 39:1G.B.12]

Entity A has an investment porifolio of debt and equity instruments. The
documented portfolio management guidelines specify that the equity exposure
of the portfolio should be limited to between 30 and 50 per cent of total portfolio
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value. The investment manager of the portfolio is authorised to balance the
portfolio within the designated guidelines by buying and selling equity and debt
instruments. Is Entity A permitted to classify the instruments as available for
sale?

It depends on Entity A's intentions and past practice. If the portfolio manager
is authorised to buy and sell instruments to balance the risks in a porifolio,
but there is no intention to trade and there is no past practice of trading for
short-term profit, the instruments can be classified as available-for-sale. If the
portfolio manager actively buys and sells instruments o generate shori-term
profits, the financial instruments in the portfolio are classified as held for trading.

In July 2014 the IFRS Interpretatlons Commlttee |ssued an agenda.;-
decision on IAS 39 titled Classification of a hybrid financial instrument by
the holder. The Committee was asked to clarify the classification by the -
holder of a hybrid financial instrument with a revolving matunty option, -
an early settleriient option and a suspensmn of interest payments: option
(all at the covon of the issuer). Specifically, the submitter raised the
'queshen ‘o whether the host of such a financial instrument should be
Classﬁ!ed by the holder as equlty or asa debt mstrument under IAS 39.

(‘ n the. baSIS of the responses to the outreaeh request the
riterpretations Committee observed that the issue is not w1despread
The lnterpretahons Committee also noted that the fmancnal instrument

- described in the submission is specific and it would not be approprlaie

to prowde guldance on thlS partlcular issue. ;_. 1: S

.The Interpretatlons Commlttee con3|dered that ltS agenda crlteﬂa are
not met. Consequently, the Interpretat;ons Commlttee decnded not to
add thls lssue to its agenda = ! & P : E

4 Reclassifications

IAS 39 permits limited reclassifications of certain financial assets subject to
meeting specified criteria. Reclassifications are not permitted for financial
liabilities, derivatives or financial assets for which the fair value option has
been selected.

41 Into FVTPL

IAS 39:50 prohibits any reclassification of a financial instrument into the
FVTPL category after initial recognition.

Aithough lAS 39; 50 is categoncal that recleSSIflcatlons |nto FVTPL are'_."

prohibited, there does appear to be one exceptlon to this pl‘OhlblthI’l s

which is described in IAS 39: 12, 1 an entity is not able to measure
an embedded denvatwe separately at a nanc:ai repor’ung date__.
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subsequent to acqmsmon the ent}ty is requnred fo de&gnate thei-?
entire hybrid (combined) contract as at FVTPL. Because embedded
derivatives are only required to be separated from contracts that are not
measured at 'FVTPL the situation described in' IAS 39:12 would app’éar i

to FVTPL

4.2 Out of FVTPL

As described in 3.1, financial assets may be classified at initial recognition as
at FVTPL if specified conditions are met. In some cases, this classification
is mandatory (e.g. in the case of derivatives that are not designated as
effective hedging instruments or non-derivative financial assets that are
deemed held for trading). In other cases, the classification is by election
(e.g. when an entity applies the fair value option). IAS 39 only permits
reclassification out of FVTPL, subject to specified criteria, for non-derivative
financial assets that were originally classified as at FVTPL because they
met the definition of held for trading. Financial assets that are classified
as at FVTPL because they are derivatives or because they are designated
as at FVTPL under the fair value option cannot be reclassified under any
circumstances.

Loan commitments that are within the scope of 1AS 39 and recognised
and measured as at FVTPL cannot be reclassified because they meet
the definition of derlvatlves and derivatives cannot be reclassified.
In addition, a financial asset cannot be reclassified if it is designated
as at FVTPL under the fair value option which would also prohibit:
reclassification of loan commitments designated as at FV/TPL
in accordanice with IAS 39:4(a). Also, in the case of writtern 9an
commitments, they are fmancnal liabilities and financial ||ab1]|tI' 'S cannot
be rec]assf ed. e S

The first condition to be met in order to reclassify a financial asset from
FVTPL is that the financial asset is no longer held for the purpose of selling
or repurchasing it in the near term. [IAS 39:50(c)] This criterion applies
irrespective of whether the asset was initially classified as held for trading
because (i) it was acquired principally for the purpose of selling in the near
term or (ii) because it is part of a portfolio of identified financial instruments
that are managed together and for which there is evidence of a recent
actual pattern of short-term profit-taking.
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" of a portiolio of assets thts rnay be d;fﬁcult fo demonstrate unless the:'ﬂ;;
asset has been lso[ated from the portfolio or the mandate of ihe portfolio'_: :

taklng

IAS 39: 50(&:) refers to “'sellihg or repurchasing it in the near term” Which :
is the same terminology that IS used in the held for tradlng defmltton :

The second condition to be considered in order to reclassify a financial
asset from FVTRL is whether the financial asset meets the definition of
loans and recr.vables. If it does, the financial asset may be reclassified out
of FVTPL ifiti='entity has the intention and ability to hold the financial asset
for the ferasceable future or until maturity. [IAS 32:50D] If it does not meet
the definition of loans and receivables, it may be reclassified out of FVTPL
only.in rare circumstances. [IAS 39:50B]

The following summarises the criteria for reclassifying out of FVTPL.
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Is the financial
asset a derivative?

Yes

No |

Is the financial
asset designated
under the fair
value option?

Yes

No¢

Is the financial
asset no longer
held for the
purpose of selling
in the near term?

No

Yesl

Does the financial
asset meet the
definition of a loan
and receivable?

Are the

No circumstan

Yesl

Does the entity
have the intention

rare?

ces No

Yes

Does the financial

may be
reclassified to loan
and receivable or
available-for-sale

assel may be

reclassified to
available-for-sale
or held-to-maturity

Reclassification| N© | and ability to hold ssset have & Reclashsg!fadt]on
prohibited the financial asset maturity? prohibite
for the forseeable
future or until
maturity?
Yes Yes No
The financial asset The financial The financial

asset may be
reclassified to
available-for-sale

IAS 39does not state explicitly at what date'-ar]j.é-ntity"shoul'd deizrmine.
. 'whether the financial assgt meets the definition of loans anc receivables

"~ when assessmg whether the financial asset can be reclass;fied Two
i mterpretatlons are acceptable: s

(l) assess the definition of loans and recelvables at the date of lmtlaI§

_.recognltlon of the financial asset; or

(”_)'Q assess the definition of loans and recelvables at the date of

reclassification of the financial asset. This is particularly relevant

for financial assets that would riot have me_t the def_lnltlon of loans
and receivables at initial recognition (e.g. because the instrument

was traded in an active market), but that meet the definition at the

date of reclassification.

An enﬁ’ty should decide on the appropriate: ihtérpfétaﬁon and apply

it consistently as an accounting policy choice to all reclassification
assessments that require the entity to apply the deflmtlon of loans
and recewables If the account;ng pohcy is co

djered relevant for the

78

r

Reclassifications 4

: understandmg of the ﬂnanmal statements '?lt shold:be disclosed in
accordance w1th IAS 13 117 i :

The financial asset reclassified from FVTPL should be reclassified at its fair
value on the date of reclassification. Any gain or loss recognised in profit
or loss up until the date of reclassification should not be reversed. The fair
value of the financial asset on the date of reclassification becomes its new
cost (in the case of equity instruments) or amortised cost (in the case of
debt instruments). [IAS 39:50C]

For financial assets reclassified out of FVTPL, the entity will start to apply
the impairment guidance described in IAS 39:58 - 70 for that asset. Prior to
the date of reclassification, an assessment of impairment was not required
because the asset was measured at FVTPL. Because the instrument’s fair
value at the date of reclassification becomes its new deemed cost or deemed
amortised cost, impairment losses recognised after the reclassification date
may differ froni the impairment losses that would have been recognised
had the insfrument never been previously measured at FVTPL (see 5.4.3
in chaptar 46 for more detail).

Afinaticial asset reclassified out of FVTPL is subject to extensive disclosure
regurements (see 4.1.4 in chapter C12).

4.2.1 Rare circumstances

IAS 39 does not provide any specific guidance as to how an entity should
determine whether the circumstances under which reclassification is being
contemplated are ‘rare’. However, the Board expressed in IAS 39:BC104D
that rare circumstances arise from a single event that is unusual and highly
unlikely to recur in the near term. In a press release that accompanied the
issuance of the amendment to IAS 39, Reclassification of Financial Assets,
in October 2008 the IASB stated that “the deterioration of the world's
financial markets that has occurred during the third quarter of this year is a
possible example of rare circumstances cited in these IFRS amendments”.

_ 'rcumstanc:es to be conSIdered rare, there should be cause
and effect between those circumstances and the financial assets held
that are subject to reclassification. In the second half of 2008; some
markets for sset-backed securities became in effect closed because
of the stark reduction in new instruments being issued and very low
trading volumes for existing instruments, partly due to a lack of price
transparency and lack of investor appetite. An entity With mvestments =
in asset-backed securities in those markets, which had originally been
classified as held for trading, may have ceased to intend to hold the
investments for trading purposes and, due to the rare mrcumstainces
in those markets, b.een unable to sell the assets Dependmg “
specific facts and.
The mere reduct n 1

In order for ¢
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~rare crrcumstances because falling prlces even ina stock market crash :
_are not in themselves rare. In addition, the reduiction in the value of an
~ asset (e.g. an investment in an equity eecunty) does not necessarily
; have an effect on the lntenttons or mvestment strategy of the holder of

5 reallsed if the entrty disposed of the asset, and the real_atton of a fair
value !oss [s not in itself rare.

4.2.2 Foreseeable future

IAS 39 does not provide guidance on how an entity should assess whether
it intends to hold the financial asset for the foreseeable future.

_Foreseeabte future' is not a new term |ntroduced m the IAS 39 :
amendmient because it is a term used in other IFRSs. IAS 21:15 permits -
the foreign ‘exchange gains/losses on a monetary item that is a
receivable fromor a payable to a foreign operation to be recognised in .
other comprehensive income if settlement is neither planned nor likely -
to occur in the foreseeable future. Paragraph 39 of IAS 12 Income Taxes -
allows an exempfion from recognising certain ‘controllable’ deferred
tax liabilities in circumstances where it is probable that temporary :"
dlﬁerences will not reverse in the foreseeable future : :

Whatis regarded as the foreseeable future’ will dep'end on the facts and
circumstances and intentions of the entity and the specific asset that is:
being assessed for reclassification. If an entity is actively marketing the
asset in an aftempt to sell it, this activity would be inconsistent with
the assertion that the entity does not intend to sell the asset in ihe
foreseeable future. An entity may at the date of reclassification have
the intention to retain the asset for the foreseeable future, but lzter it
may receive an unsolicited offer and choose to sell the aszei An entity
determines the toreseeaSIe future at the. date of recla"ssificqtion and it
entity sells reclassified assets shortly after the. recl_as_srfscatlon date, this
would call into question the entlty s assertion that |t' has the intention to

4.2.3 Assessing embedded derivatives

Hybrid contracts that are financial instruments may contain embedded
derivatives which were not separately accounted for because these hybrid
contracts are measured at FVTPL (see section 3 in chapter C5) may
be reclassified out of FVTPL subject to meeting specific criteria. As the
embedded derivative was not separated out at initial recognition a question
arises whether IFRSs require or prohibit an entity from assessing the
separation of the embedded derivative at the date the financial asset is
reclassified.
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In March 2009, the IASB issued amendments to IAS 39 and IFRIC 9 titled
Embedded Derivatives. The amendments state that, upon reclassification
of a financial asset out of FVTPL, an entity is required o assess whether
embedded derivatives should be separated from the host financial contract.
In addition, if an entity is unable to measure separately the embedded
derivative that would have to be separated on reclassification of a hybrid
(combined) contract out of the FVTPL category, that reclassification is
prohibited. In such circumstances, the hybrid (combined) contract remains
classified as at FVTPL in its entirety. The Board noted that when IFRIC 9
was issued, reclassifications out of the FVTPL category were prohibited and,
therefore, IFRIC 9 did not consider the possibility of such reclassifications.
The Board believed it was appropriate that embedded derivatives should
be assessed at the date of reclassification. Not to require this would allow
an entity to circumvent the requirement to assess embedded derivatives
by classifying a financial asset initially as at FVTPL and subsequently
reclassifying the asset.

The amendments also state that when assessing for embedded derivatives
at the date cr1 reclassification, the assessment should be made on the
basis of th=s circumstances that existed at the later of when the entity first
becana a party to the contract and the date of change in the terms of the
conti act that significantly modifies the cash flows that otherwise would have
v=zen required under the contract. The Board considered that looking to
circumstances when the entity became party to the contract was consistent
with one of the stated purposes of embedded derivative accounting
which is to prevent circumvention of the recognition and measurement
requirements for derivatives and provide some degree of comparability.
Furthermore, because the terms of the embedded features in the hybrid
(combined) financial instrument have not changed, the Board did not see a
reason for arriving at an answer on separation different from what would
have been the case at initial recognition of the hybrid (combined) contract.

party to the contract when determlnmg Whether an embedded derrvatlve
is closely related to the host financial contract will be most relevant when
determmmg whether put optlons : call_ option_s “or e_ther prepayment_

exercise prlce to be apprOXImat_ely equal to the amo_rt_t_sed cos_t of the;
host debt instrument. At the date of reclassification, an entity will be
required to make the embedded derivative assessment it would have
made had the debt instrument not been initially classified as at FVTPL,
i.e. the entity will need to determine the mstruments amertlsed cost' :
for all dates when the mstrurn_e"t ay ‘be put, -

compare the amortleed cost WIth-_ =5
those dates : =
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4.3 Into AFS investments

A debt or equity instrument may be reclassified out of held for trading (part
of the FVTPL category) into AFS in accordance with |AS 39:50 (see 4.2).
Because the instrument is measured at fair value both before and after
reclassification, there is no gain/loss on reclassification and all amounts
previously recognised in profit or loss prior to the date of reclassification are
retained in profit or loss.

An entity must reclassify a debt instrument from HTM to AFS if there is
no longer the intention and ability to hold the debt instrument to maturity.
Also, all debt instruments must be reclassified out of HTM into AFS when
there are sales or reclassifications of more than an insignificant amount
of HTM investments that do not meet any of the conditions in IAS 39:9
(see 4.6). At the date of reclassification, the difference between the carrying
amount of such investments and their fair value should be recognised in
other comprehensive income. [IAS 39:52]

If the fair value of an- mvestment in an unquoted eqmty mstrument
becomes sufficiently reliable following a period during which th
_investment was measured at cost in accordance with IAS 39:53
resultmg in the measurement of that investment at fair value, this is
not a reclassification between financial asset categories. Investments
in eqwty 1nstruments cah only ever be classified in either FVTPL or AF. -
(both of which are required to be measured at fair value)and IAS 39 does
ot have a fifth classification category. Therefore, although IAS 39:53.
refers to financial assets that became reliably measurable when the -
measure was not previously available and this paragraph is lncluded-.'
in the eectlon titled ‘Reclassifi catlons it is not apparent what cateo-\w- J
such assets could be reclassified to. It is reasonable to consider such
assets as continuing to belong to the same classification cateqory to .
which they were originally classified, but that their basis of me=xzurement
has been changed to faif value. The difference between cust and fair -
value at the date the fair value becomes reliably measureable should
be recognised in other comprehensive income if the asset is classifi ed
as an AFS asset (see 4.10 and 4.11), :

4.4 Out of AFS investments

Investments in debt instruments may be reclassified out of AFS. Investments
in equity instruments classified as AFS cannot be reclassified.

If the fair value of an investment in an unguoted equity instrument
. classified as an AFS asset becomes unreliable and, therefore, an entity
. ceases to measure this investment at fair value and begins to measure
it at cost in accordance with IAS 39:54, this is not a ‘reclassification
. between financial asset catagorres Investments 1 equity instruments
can only ever be classn‘r ' 'n .elther FVTP_L rAFS (both of wh:ch requwe_
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maas'm'erhentnat fair vamé) and IAS 39 does not have a fifth ctaséiﬁc’ation-:
category. Therefore, although IAS 39:64 refers to examples where the
fa|r vatue of an lnvestmertt-ln' an :unquoted equlty mstrument becomes. -

tltted Reciaesrficatmns it IS not apparent what category such assets-
-could be reclassified to 1t is reasonable to consider such assets as -
continuing to belong to the same classification category to which they -

were originally classified, but that their basis of measurement has been_':;_'
changed to cost (see 4'1_ and 4 11)

A financial asset classified as AFS may be reclassified to HTM if the entity
has the intent and ability to hold the asset to maturity. The asset may be
reclassified during the instrument’s life except during the two-year tainting
period (see 3.3) if the entity has disposed of more than an insignificant
amount of held-to-maturity assets.

A financial agsst classified as AFS may be reclassified out of the AFS
category to'th=loans and receivables category if it meets the definition of
loans and r=ceivables and the entity has the intention and ability to hold the
financial asset for the foreseeable future or until maturity.

As described in 4.2, an entity should determine an accounting policy -
with respect to-the date it determines whether a reclassified AFS '
debt instrument meets the d.ef." nition of Ioans and recewables Two
interpretations are acceptable , :

(i) assess the definition of loans and recewables at the date of initial
_recognition of the flnancral asset or

(ii) assess the defrnltlon of Ioans and recelvablee at the date of =

An. entity should demde on an approprlate lnterpretation and apply
it consistently as an aCCo_untmg policy choice to all reclassification
assessments that require the entity to apply the definition for loans
and receivables. If the accounting policy is considered relevant for the -
understanding of the fi nanmal ~statements, it should be diectoeed in
accordance with IAS 1: 117 : :

If an entltys accountmg pollcy is to assess the deflnltton of loane and
receivables at the date of initial recognition, then the entity will not :
be able to reclassify an AFS debt instrument where that AFS debt'-_-;;
Instru_rnent.was.classmed as such because it did not meet the definition

of loans and: receivables. at initial recognltlon due to the fact that it was
traded in an actlve market ;
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defmltlon of Ioans and recenvables at mmal recogmtlon

The following summarises the criteria for reclassifying out of AFS.

Does the financial
asset meetthe | No

definition of a loan
and receivable?

Yesl Yes

Does the entity
have the intention

Reclassification | No| and ability to

Does the
financial asset No
have a maturity?

Does the entity
have the intention
and ability to | No_ | Reclassification

prohibited |~ | held thefinancial hold the financial prohibited

asset for the :
asset until
forseeable future gl
or until maturity? ¥
Yes lYes

The financial The financial

asset may be asset may be

reclassified to loans reclassified to

and receivables held-to-maturity

A financial asset reclassified from AFS should be reclassified at its fair
value on the date of reclassification. Any gain or loss already recognised in
profit or loss should not be reversed. The fair value of the financial asset on
the date of reclassification becomes its new amortised cost.

Any previous gain or loss on an AFS asset that has been recognisec in
other comprehensive income should be amortised to profit or loss nver the
remaining life of the investment using the effective interest methoa. in the
case of an instrument with a fixed maturity. Any difference betw~en the new
amortised cost (being the asset’s fair value at the date of reciassification)
and its maturity amount should also be amortised over the remaining life
of the financial asset using the effective interest method, similar to the
amortisation of a premium or a discount. In the case of a financial asset that
does not have a fixed maturity (e.g. a perpetual debt instrument reclassified
from AFS to loans and receivables), the gain or loss should be recognised
in profit or loss when the financial asset is sold or otherwise disposed of or
impaired. If the reclassified financial asset is subsequently impaired, any
previous gain or loss that has been recognised in other comprehensive
income is reclassified from equity to profit or loss irrespective of whether or
not the asset has a fixed maturity. [IAS 39:54]

A financial asset reclassified out of AFS to loans and receivables is subject
to extensive disclosure requirements (see 4.1.4 in chapter C12).
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4.5 Into HTM investments

A financial asset classified as at FVTPL may be reclassified to HTM if the
financial asset is no longer held for the purpose of selling or repurchasing
it in the near term [IAS 39:50(c)] and it meets the definition of a HTM
investment. The criteria for reclassification are described in 4.2.

A financial asset classified as AFS may be reclassified to HTM if the entity
has the intent and ability to hold the asset to maturity. The asset may be
reclassified during the instrument's life except during the two-year tainting
period if the entity has disposed of more than an insignificant amount of
HTM assets. When the two-year period subsequent to the period in which
tainting occurred has passed, the entity is allowed to reclassify the assets
back into HTM provided that it intends and is able to hold these assets to
maturity. On the date of reclassification, an asset's carrying amount (i.e. its
fair value at the date of reclassification) becomes the asset’s new amortised
cost. [IAS 39:541 Any previous fair value gain or loss on the asset that has
been accumulated in equity is amortised to profit or loss over the remaining
life of the firancial asset using the effective interest method.

4.6 Cut of HTM investments

YWhen, as a result of a change in intention or ability, itis no longer appropriate
i0 classify an investment as HTM, it is reclassified to AFS and remeasured
at fair value. [IAS 39:51] The “tainting’ provisions of IAS 39 (see 3.3) apply
notonly to sales but also to reclassifications of HTM investments. Therefore,
reclassifications of more than an insignificant amount of HTM investments,
which do not meet any of the conditions for permitted sales, taint the HTM
portfolio and all remaining HTM investments must be reclassified into AFS.

On reclassification out of HTM into the AFS category, as a consequence
of tainting, any difference between an asset’'s carrying amount and its
fair value is recognised in other comprehensive income. [IAS 39:51 and
IAS 39:55(b)] This difference must be disclosed in addition to the reason
for reclassification. [IFRS 7:12]

When an entity taints its HTM portfolio in the current reporting period, and
is required to reclassify all of its HTM investments into the AFS category,
it does not restate its comparatives for the reporting period to reflect this
change of classification, because this would conceal the impact of ‘tainting’
the portfolio.

4.7 Into loans and receivables

Reclassifications of financial assets classified either as at FVTPL or as
AFS to the loans and receivables category are permitted in certain
circumstances. The criteria for reclassifying out of these categories are
described in 4.2 and 4.4.
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4.8 Out of loans and receivables

ah actrve market the Standard is not clear Whether recEaSSlf catlon is:
: permltted 0 'requrred 1f the mstrument becomes quoted in an actlve:'._

; 1Due to the Iack of specnf c gurdance in IAS 39an entity shouid determlneﬁg;

an accountmg pohcy whether 1‘" nanclai assets should be reclassn‘ied from-' &
: where the Ioans and recewables definmon rs no Ionger met Thrs poncy

should be applied consistently for similar events and circumstances for .

all loans and receivables. If an entity chooses reclassification as its -

accounting policy, it will need to reclassify as available-for-sale all items

~ classified as loans and receivables that become quoted in an active

market; it would not be appropriate for an entity to reclassify only some:

of its loans and receivables that become quoted in an active market.

~ The date of reclassification should be the date when the market for the .

flﬂancral asset becomes active. -

4.9 Summary of reclassifications

The summary of reclassifications below excludes investments in\eruity
instruments (or derivatives linked to them and settled by delivery of an

unquoted equity instrument) for which fair value is unreliable (s +1.10 and
4.11).

rd

Out of Into Criteria Example

FVTPL L&R Debt instrument meets | Atrade receivable that
the definition of L&R at initial recognition was

intended to be sold when
The asset is no longer that intent no longer
held for the purpose of | applies.
selling in the near term
and the entity has the
intention and ability to
hold the financial asset
for the foreseeable
future.
86

Reclassifications 4

Out of Into Criteria Example

FVTPL HTM Debt instrument does A debt security that at
not meet the definition of | initial recognition was
Joans and receivables (if | intended to be sold in
the instrument met the | the near term and is a
definition of L&R it could | security that is traded
not be reclassified to in an active market
HTM because the HTM | (e.g. corporate debt,
definition specifically government bond) and
excludes L&R) where the entity now

considers it has the

The asset is no longer intent and ability to
held for the purpose of | hold to maturity. The
selling in the near term | circumstances for the
and the entity has the reclassification are
intention and ability deemed rare.
to hold the financial
asset until maturity (this
requirement applies for

I all HTM assets) and the
circumstances are rare.

FVTPL AFS Debt instrument meels | Atrade receivable that

the definition of L&R at initial recognition
was intended to be sold

The asset is no longer where the intent no

held for the purpose of | longer applies.

selling in the near term

and the entity has the

intention and ability to

hold the financial asset

for the foreseeable

future.

FVTPL AFS Equity instrument or A debt security that at
debt instrument does initial recognition was
not meet the definition intended to be sold
of L&R and is a security that

is traded in an active
The asset is no longer market {(e.g. corporate
held for the purpose of | debt, government bond).
selling in the near term | The circumstances for
and the circumstances | the reclassification are
are rare. deemed rare.

AFS L&R Debt instrument meets | Afrade receivable that
the definition of L&R at initial recognition was

designated as AFS.
The entity has the
intention and ability to
hold the financial asset
for the foreseeable
future.
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C7 Fair value measurement of financial insiruments

[IFRS 13:72]

e Level 1 inputs comprise unadjusted quoted
for identical assets and liabilities th
measurement date (see 10.2.1)

prices in active Markets

at the entity can access at the

® Level 2 inputs comprise other observable inputs not included Within
Level 1 of the fair value hierarchy (see 10.2.2); and

® Level 3 inputs comprise unobservable inputs (including the entity’s
own data, which are adjusted, if nhecessary, to reflect the assumptiong
market participants would use in the circumstances) (see 10.2.3).

» and that reflect the assumptions that market participants
would use when pricing the asset or liability”. [IFRS 13:Appendix A]

the assumptions that market particip
or liability”, [IFRS 13:Appendix A]

The fair value hierarchy gives the highest priority to Level 1 inputs and the
lowest priority to Level 3 inputs. [IFRS 1 3:72]

For example, if a fair value measurement for an asset is based on an
active market for an identical asset that the
ment date, this is categorised within Leve’ 1

; ntrast, a valuation based on unobsenahje
inputs would be categorised within Level 3. [IFRS 13:72]

 When an entity approaches the meastrement of an asset, ot  liabiliy,

 or an entity's own equity instrument, at fai value, i looks at th available

of ﬂ_hdbSe:W&ble- inputs (see section 8). Once the 'sére_c:tiori{;has been
- made, each of the inputs is C'a_tégdrisedf‘-'\;\_#’ithi:h’;"-‘_th;é;'fa.ir; value hierarchy
_ outlined above; 10.2 summarises IFRS 13fs'fjrequkements regarding the

- When an entity has determined the appropriate "cé-itégdrESathn of the
~ Inputs into a fair value measurement, and has arrived at a measure

of fair value using those inputs, it is’ then necessary to determine the
i,'_-‘a-p:p'ropr'iate-c_a_tego‘rifsat-ionf of the fair value measure ment in its entirety:

Fair value hierarchy 10

0.2 Categorisation of inputs to valuation techniques within the fair
! value hierarchy

10.2.1 Level 1 inputs

] - /
2.1.1 Level 1 inputs — genera . ; | .
10\/91 1 inputs are quoted prices (unadjusted) in active mark;tja;, efs’lr ég?gt;:,
l;:sets or liabilities that the entity can access at the mea

IFRS 13:76 & Appendix A]

Aquoted price for an identical asset or liability in ar;aclt(ijvebr;alzlgggpz:i\#lclﬁ
i idence of fair value and shou :
el i henever available, except in any of the
justment to measure fair value whe _
ii(:quusmn;tances described in IFRS 13:79 (see below). [IFRS 13:77]

i i “ t in which transactions for the
ive market is defined as “[a] marke '
AnsgtC gﬁability taice place with sufficient frequency and vg!un;]e to provide
2;cing inform=ticr on an ongoing basis”. [IFRS 13:Appendix

tr'm.m_mg‘Wheth'e_ _a_ma}k(?_“ e fopuses on the fra
E)? ?He:'iii:hdividua]' asset or liability being measured and

~zreral levels of activity in--thﬂej;@:gmgrket,in whtch the asset or liability is

or a liability relative to normal market activity for that a

m sl el Bt s
(or similar assets or liabilities) (see 9.5).The presence of one or :

of the factors listed in IFRS 13:B37 alone is not sufficient to-conclude

that a market is not active. An entity should evaluate the relevance and

significance of these factors to the individual asset or I'_iabi_lii’ty'.TgZ:; tr?i
atgfaif Vélue in -cirdér_ to determine whether the n;arkz’; r:;rl ;haé ;use. o
iability is inactive. A market is 1 t deemed inactive simply because o
liability is inactive. ,marke.t_;s,:::?q_ e e e e
insuff?r(:ient trading volume relative tot_hg- :of:_:a_n entity’s c_):s‘q.t.lV j

y change
volume of
tomatically

The cha’raidtéi‘is&t_iéh ofa market as ‘active’
as market conditions change. However, a

mean that the market has become inactive. A marklezggt wo
considered active as long as the frequency and volu

of relevant

transactions are sufficient to prowdeongo . _g’ipric:i_r’ng inforr

Further, quoted
volume or level
associated wi
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C7 Fair value measurement of financial instruments

exhibiting a significant decline in volume or level of activity are Not
- orderly. IFRS 13:B43 sets out a list of factors that may indicate that 5
transaction is not orderly (see 9.6). Very litlle weight should be given tq
] prioe_so_b_sér’ved for a transaction that is not orderly; more weight may
_be given to a price observed for an orderly transaction. However, the
entity should evaluate care'full_y whether an adj_'u_stment rhay be needed
tothat price to ensure the fair value measurement is consistent with the
objectives in IFRS 13. L el e

When a financial asset or financial liability is exchanged in multiple active
markets (e.g. on different exchanges), the entity will need to consider
which market is the most relevant for measuring fair value. IFRS 13 Stateg

explicitly that the emphasis within Level 1 is on determining both of the
following:

[IFRS 13:78]

® the principal market for the asset or liability or, in the absence of g
principal market, the most advantageous market for the asset or liability
(see 3.3); and

e whether the entity can enter into 3 transaction for the asset or liability at
the price in that market at the measurement date.

When a quoted price in an active market is available, it
adjusted except in the circumstances listed below.

[IFRS 13:79]

should not be

e When an entity holds a large number of similar (
or liabilities (e.g. debt securities) that are meas
quoted price in an active market is available but not readily accessible
for each of those assets or liabilities individually (j.e. giver the large
number of similar assets or liabilities held by the entity, itvieuld be difficult
to obtain pricing infarmation for each individual asset or liability at the
measurement date). In such circumstances, as a practical expedient,
an entity may measure fair value using an alternative pricing method
that does not rely exclusively on quoted prices (e.g. matrix pricing —
see 8.4). However, the use of an alternative pricing method results in a

fair value measurement categorised within a lower level of the fair value
hierarchy.

but not identical) zszats
ured at fair vaiie and 3

®  When a quoted price in an active market does not represent fair value at
the measurement date. That might be the case if, for example, significant
events (such as transactions in a principal-to-principal market, trades in
a brokered market or announcements) take place after the close of a
market but before the measurement date. An entity shall establish and
consistently apply a policy for identifying those events that might affect
fair value measurements. However, if the quoted price is adjusted for
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W m i [ surement
e information, the adjust ent results in a fa|r. value mea
i i cny.
: tGQOFiSed within a lower level of the fair value hierarchy.
ca

I oy i+
hen measuring the fair value of a liability or an entity’'s own equity
Wwhe

) Lo d s
p instrument using the quoted price for the identical item trade
|

[ ' for

set in an active market and that price needs to[fb:oa:ij:‘jjigw Lor

L ta?s specific to the item or the asset.(see 5.1.2). hts g

:actt?e quoted price of the asset is reqwred% ‘E[Ee ;e?ruva‘ue oy

3 i ithin Level 1 of the fa chy.

t categorised within i e

measu::rm::y adjusgtment to the quoted price of the assfe:hr:;,;il;ti e
HQWZ\;ue, measurement categorised within a lower level o

fair v

hierarchy.

ity holds a position in a single asset or Iiabilityl(inlclll_Jdmg a ?10?3]02
b ept_lty " large number of identical assets or Ila_p|l|t|§s, sucd 4 8
comprlsmg 'a acﬁal instruments) and the asset or liability is traded | s
i flnElrlthe fair value of the asset or liability shou1_d pe_ me?su t
acti\fe markleg, as.ine product of the quoted price for the individua asi?ea
Writrl}lanbill-i?y\ind the Iquantity held by the etn’city]rc.1c ';Z?E[ tl(s) ;T)esocristi :;Enmy
0 : . _ | l
ma:;ket’sdnq;m;!gdilrlg;zilg gs\efﬁl?t?:aep;i;t?oriuin a single transaction might
held and-p2<

affect ¥1e guoted price. [IFRS 13:80]

i ds as
0.2.1.2 Published net asset values for open-ended investment fun
- Level 1 inputs

i ended in ments funds not listed on a;.-stock Qx-_change -
Some Oé)f?;%r;?l;dqil”o\;zzzjns-of their net asset values_:.(_NA\:/s) ?t\;vhtiﬁz |
may pubns or purchases of units occur without any a_djq_s_tmen S Ol-'ce 5
rEde‘mlD‘F-l'(?nr\&lsl-\v pﬁ'he r‘edemp‘tiohs and unit purchases may t""_k;;ef p'e:he'
put)h&.‘,hle tthe‘ qﬁ'oted NAVs and there is no secondary :m-arkgt or..are.:
regulary- a e they are not transferrable (i.e. ;the__soi:e-.transact.lzorjso.ted :
'Umts i d re.de'r'ﬁptions of the units by the funq-). T_h_:ese.- qufi'the
Is:l\jf?r?g? ?‘riéet the definition of a Level 1 input provided thate f\ll ot the
:Iement_é_ of the definition in IFRS 13:76 (see 10.2.1.1 ) are met.

Consequenf!y, the following Ql"'ltefi:a r'ﬁUs't.ﬁbe-s.'.ati.sﬁ:'ediz..:. -
o the ﬁficej.fnu.st.bé_.qudted in an aqtive__ma.rsket_.(_see 10211)
o the price must be:'unédjusted;i |

: i eia Seoa s e et or
s the price _mu-gt bg ..for_:_ an ass of 6 fiant

asset or liability being .me__asu:red,_ _anqé . .t -d'éte_; 4
o the en‘uty must have access to the price at thg_mgg_surame:n ate:

ra :liabi.l_.ity t.;h_at IS ide_ntig?_l to;:the.'

s e e input, ‘it is not__g_rquln.a___
“price to be classified as a Level - : L i
chort tt?xirgrg: an active ‘market between the hg_lders_hof ;;Zi ;"Ln?ct;;\ .
in:t'ru ment and other potential hoiters (hat are ﬂ?ﬁi:#{'rsﬁ'lle‘nt-doés not
financial instrument; it is possible that the_ﬁna-nc.:l.qi instrument does not
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C7 Fair value measurement of financial instruments

': have an actlve market other than between the holder's of 'th.'.e financjal
E1nstrument and the issuer of the flnancral rnstrument e

: '.'Careful analysrs is requrred when assessin .

. g whether such pnces meet
.-_.the definition of a Level 1 input. In partlcular the assessment shoulgd
. _-_lnclude (1) whether quoted prices are readily and. regularly available:

_ _(2) whether transactions occur regularly, and (3) whether the regularly

_ _occurrmg transactions take place at the quoted unad usted
' r
anam’s length basis. - ' ( j price) on

10.2.2 Level 2 inputs

Level 2 inputs are inputs other than quoted prices included within Level 1

that are observable for the asset or liability, either directly or indirectly.

[I[FRS 13:81 & Appendix Al
Level 2 inputs include the following:
[[FRS 13:82]

® quoted prices for similar assets or liabilities in active markets:

® quoted prices for identical or similar assets or liabilities |
ities in mar
are not active; ol

® inputs other than quoted prices that are observable for the asset or
liability, for example:

® lnterest rates and yield curves observable at commonly qunieg
intervals; /

e implied volatilities; and
e credit spreads; and

® inputs that are deriyed principally from or corroborated by observable
market data by correlation or other means (market-corroborated inputs).

Under lFRS 13 82 (see above) when an entrty measures the farr value

- -of an asset ora hablilty and no Level 1 inputs are available, it may use
. ‘quoted prices for similar’ assets or liabilities i inactive markets asalevel2

_. input.’ Equally, under IFRS 13: 79(a) (see 10.2.1), entities “holding a
large number of ‘similar’ assets or liabilities for which a guoted price is
__not accessible for all of the assets. and liabilities belng measured, may

measure falr value usmg altematwe pncm
9 e. matnx ncm
Practical expedient. __ ( 5 prt g) as a

IFRS 13 does not prov:de any specrtlo guldance as to what is ‘meant

by ‘similar’ in this context The !dentlfrcatlon of a similar asset or liability
. :mvolves the exermse of Judgement and requrres both '
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e an understanding of the terms and other factors that affeot the fair
values of the asset or liability being measured and the asset or
liability for which the quoted phce exists; and it

o an identification and assessment of any differences in the terms and -
other factors that affect the fair values of these assets or lia_ ' :

In October 2008, the |ASB’s Expert Adwsory Panel |ssued a report
Measuring and Disclosing the Farr Value of Fmancral lnstruments :

of a finanmal instrument with contractual cash flows. El’ititle may .:3
consider these terms, and any associated differences, when assessing
whether the instrument for which a quoted price exrsts is srmrla" to the
instrument being measured. FiEe ‘

“The basic iarms of a financial instrument include, for exampl

(a) tha t ming of the cash flows: when the entity expects fo allse the
cosh flows related to the instrument. £ 2l -

(b the calculatnon of the cash flows for example for a debt rnstrument '.:

’

(c)  the t:mmg and concﬁt:ons for any optrons in the contra t' for :
example i : : :

(i)  prepayment opttons (one ar both parhes can demand or make an : g
eatly payment) : T 1

(ii) extenalon opt:ons (one or both partles can extend the perlod of
the lnstrument) : i . o

(iii) ‘conversion options (one or both partles can conve h:e rnstrum'
 into another instrument). e .

(iv) putorcall optlons {one orboth pames can exchang he instru ent
: for a defined amount of cash or other assets or. llabilltles) =

(d) protection of the rlghts of the partles to the_ nstrument_ for
= 'examp[e : el : i

(i)  terms relatlng to-credit risk in debt 1netruments suohﬁa -'OIlat_eraI, :

event of default and margin call triggers.

(ify subordination of the instrument, for example the pn
instruments in the event of a winding up

(iii) the legal enforceability of the oash onws

Further paragraph 33 of the report notes that * to me
value of an instrument |t is necessary to assess the return that-r

_a"rket .

SrAEa
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C7 Fair value measurement of financial instruments

pnncrples in IFRS 13. Accordrngly, any dlfferences between the

compensation that market patticipants would require for the risk
associated with the instrument being measured and the compensation
required for the instrument for which a quoted price exists should be
‘considered in determmmg whether the instruments are srmuiar and
whether an adjustment to the quoted price is necessary

If the asset or liability has a specified (contractual) term, a Level 2 input
must be observable for substantially the full term of the asset or liability.

[IFRS 13:82]

Example 10 2.2

Determmmg how an |nput is classmed when the |tem being measured
has a specrfred contractual term : :

_CompanyXentersanto afixed prroesrx—yearagreementtoseil50megawatte MW)
of on-peak electricity for delivery at location ABC beginning on 1 January 20X1
~-and continuing through to 31 December 20X6. On 31 March 20X1, Company X
s measurrng the fair: value of the ﬁxed-pnce agreement Actlve market quotes
years (31 March 20X1 to 31 March 20X3). Accordlngly, Company Kowill use the
two years of observab[e forward pricing data and develop an expectatto_n for
“the remaining 3 years and nine months (i.e.1 April 20X3 to 31 December 20X6)
_using a model that relies an pricing data and weather patterns from the previous
“four years. The model also |ncorporates all relevant physical constraints

(capacity of existing power plants and power plants expected to be completed

‘near location ABC, prorected supply and demand el

In the circumstances descnbed the flve—year and nme—month forwais-brice
curve represents a Level 3, rather than a Level 2, |nput

An input for an item Wrth a specifi ed contractual term faIIs wrth". Level 2 of the
: hierarchy only if it meetstboth of the following criteria:

o - requrred by IFRS 13:82 (see above), the input must be observable for
substantially the full term of the asset or liability (see above); and

e the impact of the unobservable period must not be significant to the fair

* value of the asset or liability. The guidance set out in 10.3.3.2 should be
applied when evaluating whether the effect of the unobservabte period is
srgnlﬁcant

TIFRS 13 BSS(b) cites as an example an |nterest rate swap with a term of 10
“years and for which the fair value is determined using a 'swap rate based on a

yield curve that is observable at commoniy quoted intervals for nine years. The

. swap rate inputis a Level 2 input provided that any reasonable extrapolation of

- the yield curve for Year 10 would not be srgnrfcantto the falr value measurement
cf the swap in rte entlrety

In contrast in the crrcumstances descnbed Company X can observe forward
' n of the agreement
esent substantially the
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full term the rlrst cnterlon above is not met An analy5|e of the eecond crlterlon '
is unnecessery - the forward price curve is considered a Level 3 input. Howsver, -
if the forward price curve had been observable for substantrally the full term, -
Company X would need to conssder the: eecond criterion (i.e. whether the effect
of the unobservable term is srgnrﬂcant to the fair value of the agreernent) to

determtne whether the forward pnce curve rs a Leve[ 2 or Level 3 1nput e

Adjustments to Level 2 inputs will vary depending on factors specific to the
asset or liability. Those factors include the following:

[IFRS 13:83]
e the condition or location of the asset;

o the extent to which inputs relate to items that are comparable to the
asset or liability (including those factors described in IFRS 13:39 —
see 5.1.2); and

e the volume iriavel of activity in the markets within which the inputs are
observed.

Aot .*'ty should consrder whether adjustments to the quoted prrce fora
siniiar asset or liability are necessary to reflect drfferences between the
erms of the items being compared and other factors that may affect the
fair values of those items. For example, the entity may need to make
adjustments to reflect differences in the condition, location or risks
(including non- performance risk and I|q1_||d|ty risk) of the rtems belng
compared ; ;

Under ll'—'RS s 37 when a quoted pnce for the transfer of an |dent|ca|

or similar liability is not available and the ‘identical item is held by
another party as an asset, the fair value of the liability is measured

from the perspective of a market parttmpant that holds the identical
itern as an asset at the measurement date. The value should only be -
adjusted for factors specific to'the asset that are not applicable to the
fair value measurement of the liability. IFRS 13:39 provides a number
of examplee of such factors (See 5.1.2). : :

In addition, |f an entity uses a quoted price for a srmliar item in rts

valuation techmque the entity may need to make adjustments to reﬂect 5
differences in risk, |nciud|ng liquidity differences. For example, the item
being measured may be in shorter supply (relative to demand) than the

similar item for which a quoted price exists. In this situation, a liquidity
risk premium exists for the item bemg measured that should be factored
into the fair value measurement as an adjustment to the quoted price
of the 5|mtlar |tem ; el -'

An adjustment to a Level 2 input that s significant to the entire measurement
might result in a fair value measurement categorised within Level 3 of the
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C7 [Fair value measurement of financial instruments

fair value hierarchy, if the adjustment uses significant unobservable inputs
[IFRS 13:84] See 10.3.3.2 for further discussion.

IFRS 13 provides the following examples of Level 2 inputs for particular
assets and liabilities.

[IFRS 13:B35]

e Receive-fixed, pay-variable interest rate swap based on the
London Interbank Offered Rate (LIBOR) swap rate A Level 2 input
would be the LIBOR swap rate if that rate is observable at commonly
quoted intervals for substantially the full term of the swap.

¢ Receive-fixed, pay-variable interest rate swap based on a yield
curve denominated in a foreign currency A Level 2 input would be
the swap rate based on a yield curve denominated in a foreign currency
that is observable at commonly quoted intervals for substantially the
full term of the swap. That would be the case if the term of the swap
is 10 years and that rate is observable at commonly quoted intervals
for nine years, provided that any reasonable extrapolation of the yield
curve for Year 10 would not be significant to the fair value measurement
of the swap in its entirety (see example 10.2.2 for circumstances when
observable data is not available for substantially the full term of the
agreement).

* Receive-fixed, pay-variable interest rate swap based on a specific
bank’s prime rate A Level 2 input would be the bank’s prime rate derived
through extrapolation if the extrapolated values are corrcbhorated by
observable market data, for example, by correlation with an interest rate
that is observable over substantially the full term of the swap.

e Three-year option on exchange-traded shares A Level 2 ingut would
be the implied volatility for the shares derived through extranclation to
Year 3 if both of the following conditions exist:

(i) prices for one-year and two-year options onins- shares are
observable; and”

(ify the extrapolated implied volatility of a three-year option is
corroborated by observable market data for substantially the full
term of the option.

In that case, the implied volatility could be derived by extrapolating
from the implied volatility of the one-year and two-year options on the
shares and corroborated by the implied volatility for three-year options
on comparable entities’ shares, provided that correlation with the one-
year and two-year implied volatilities is established. [IFRS 13:B35]

10.2.3 Level 3 inputs

Level 3 inputs are unobservable inputs for the asset or liability. [[FRS 13:86
& Appendix A]
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Unobservable inputs should be used to measure fair value to the ex.tent
that relevant observable inputs are not available (e.g. when there is litile,
if any, market activity for the asset or liability at the measurement date).
However unobservable inputs should reflect the assumptions that ma‘rket
participants would use when pricing the asset or liability, soﬂ as ‘Fo achieve
the general fair value measurement objective (i.e. an exit price at the
measurement date from the perspective of a market participant that holds
the asset or owes the liability). [IFRS 13:87]

Unobservable inputs should reflect, among others, assumptions that
market participants would make about risk. Assumptions about risk includg
the risk inherent in a particular valuation technique used to measure fair
value (such as a pricing model) and the risk inherent in the inputs to the
valuation technique. A measurement that does not include an adjustment
for risk would not represent a fair value measurement if market participants
would include one when pricing the asset or liability. For example, it
might be necessaiv to include a risk adjustment when there is significant
measurement vncertainty (e.g. when there has been a significant decrease
in the volume ¢.rievel of activity when compared with normal market activity
for the ags=t or liability (or similar assets or liabilities) and the entity has
determ’ned that the transaction price or quoted price does not represent
fair value — see 9.5 to 9.7). [IFRS 13:88]

Unobservable inputs should be developed using the best information
available in the circumstances, which might include an entity's own data. In
developing unobservable inputs, an entity’s own data, should be adjusted
if reasonably available information indicates that other market participants
would use different data or there is something particular to the entity that is
not available to other market participants (e.g. an entity-specific synergy).
IFRS 13 does not require an entity to undertake exhaustive efforts to obtain
information about market participant assumptions. However, the entity
is required to take into account all information about market padicipant
assumptions that is reasonably available. Unobservable inputs developed in
the manner described above are considered market participant assumptions
and meet the objective of a fair value measurement. [IFRS 13:89]

IFRS 13 provides the following examples of Level 3 inputs for particular
assets and liabilities.

[IFRS 13:B36]

® Long-dated currency swap A Level 3 input would be an interest rate in
a specified currency that is not observable and cannot be corroborated
by observable market data at commonly quoted intervals or otherwise
for substantially the full term of the currency swap. The interest rates
in a currency swap are the swap rates calculated from the respective
countries’ yield curves.

¢ Three-year option on exchange-traded shares A Level 3 input would
be historical volatility, i.e. the volatility for the shares derived from the
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shares’ historical prices. Historical volatility typically does not represent
current market participant expectations about future volatility, even if it
is the only information available to price an option.

Interest rate swap A Level 3 input would be an adjustment to a mid-
market consensus (non-binding) price for the swap developed using data
that are not directly observable and cannot otherwise be corroborated
by observable market data.

10.2.4 Determining the level within the fair value hierarchy when
broker or pricing service quotes are used

IFRS 13 allows the use of quoted pnces prowded by brokers or pt’tCII"Ig
services if the entity has determlned that the quoted prices provided
by a broker or pricing service are developed 'in accordance with
IFRS 13. See 9.7 for more detailed guidance regarding when a quoted
' price provided by a broker or pncmg service can be considered to be
determmattve of fair value !

; When quoted prices are prov:ded by a broker or pncmg service, and are
used by an entity in measuring the fair value of an asset or a liability,
the following considerations are relevant for the entity’s assessment of
the level wrthm the falr Vatue h|erarchy in Wthh the quoted prices fall.

~ Level 1 mputs

Level 1 mputs are. unadjusted quoted pnces in aotive markets for
tdenttcal assets or liabilities. If the quote provided by a broker or pricing
. service relies solely on unadjusted quoted prices inan active. markel iar
an |dent1cal instrument that the entity can access at the measurerent
date, the quoted price should be used to measure the fair vaiue of the
- asset or Irabtllty without adjustment, subject to hmited e-coections as
dtscussed in IFRS 13,79 (see 10.2. 1 1) - :

If an adjustment is necessary in accordance thh EFRS 13 79 or If the
quoted price originates from a market that is not active, the broker or
'pricmg servsce quote does not repreSent a Level 1 1nput

Level 2 rn,outs

:Level 2 mputs are mputs otherthan quoted pnces |nctuded Wlthm Level
1 that are observable for the asset or liability, either directly or indirectly.
:::"'Observable mputs are defined in IFRS 13: Appendix A as “[|]nputs that
“are developed using r market data, such as pubttcty avarlabte information
_about actual events or transactions, and that reflect the assumptions
“ that market partlcipants would use when ﬂcmg the asset or I:abnlrty [or
-:.5 own equ:ty |nstrument] : :

ta quote from a breker or pncmg ser\nc meets any of the foilowmg
cntena lt represents a Le_ et 2 mpu o -
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® The entlty can determine that the broker or pncmg service quote'
itself represents a quoted pnce for smutar assets or: llabrlrtles in -
active markets ; o Sl

o The entrty can determme that the quote is based on quoted prlces =
for identical or similar assets or liabilities in markets that are not
active, from transactions that are orderty and for which ad;ustments =
are based only on information that is (1) _observable, or (2) .
market—corroborated or (3) unobservable but ms;gmftcant to the
measurement : :

° The enttty can determme ’that the quote was estabtlshed usmg o
a valuation technrque and that the inputs the broker or pricing -
service used to arrive at the quoted price are observable or market- -
corroborated and any unobservabte Inputs do not have a ssgmﬂcant =
effect on the rneasurement Gty T :

o The entlty con corroborate the broker of pnctng ser\nce quote or;
inputs usiiy prices (1) from orderly transactions in an active market
or (2) fram orderly transactions in an inactive market for which any :
adjue tment needed to ensure the price IS representat[ve of fair Value :
(A l.wtgmflcant to the' measurement = :

vosome crrcumstances adjustments to the Level 2 tnputs may
he necessary, for example if the quoted price is based on a similar
(but not identical) asset or Ilab;hty If an adjustment is requ;red an
entity: should determme whether the adjustment is significant to the -
entire: measurement and whether it is based on unobservable inputs
(see 10332) If this is the case, the entire measurement W|ll be
categonsed Wlthln Level 3 b : ;

Level 3 mputs

Levet 3 mputs are unobservable lnputs for the asset or Isablllty Broker
or pricing service quotes meetmg any of the foltowmg cr|ter|a are
categonsed in. Level 3 of the fair value hlerarchy

¢ The entlty can: determtne that the quote is, based on a Level 1 or’_
Level 2 input but an adjustment is required that is sngnlflcant to the
measurement and based on. unobservabie lnputs

e The enttty can determrne that the quote rs based on unobservable :
inputs with a sigmfrcant eﬁect : : = :

Regardless of whether the entrty determmes that the broker or pnctng 5
service quote is based on observeble or unobservable mputs it is not.

appropriate for an enttty o accept wlthout further anatysm that the
inputs used are appropnate in the 01rcumstances The entlty must
gain sufficient understanding of the inputs to be able to conclude that

they reflect assumpttons market parttc;pants ‘would use, rncludmg'. i
assumpttons about nsks mherent 1n a partacutar valuatlon techmque.__
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