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Allowing elective market valuation

Recommendation

9.1 Elective market valuation

Mark-to-market election

�D� 7KDW�D�WD[SD\HU�EH�DEOH�WR�HOHFW�WR�XVH�PDUNHW�YDOXH�IRU�WD[

SXUSRVHV�IRU�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�WKDW�DUH�PDUNHG�WR

PDUNHW�IRU�WKH�SXUSRVHV�RI�WKH�WD[SD\HU·V�DXGLWHG�SURILW�DQG�ORVV

VWDWHPHQW�LQ�LWV�ILQDQFLDO�DFFRXQWV�

Scope of election

�E� 7KDW�WKLV�HOHFWLRQ�DSSO\�WR�

�L� DOO�RI�D�WD[SD\HU·V�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�WKDW�DUH

PDUNHG�WR�PDUNHW�E\�WKH�WD[SD\HU�IRU�DFFRXQWLQJ�SXUSRVHV

�ZLWK�RWKHU�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�DFFRXQWHG�IRU�RQ�DQ

DFFUXDOV�RU�UHDOLVDWLRQ�EDVLV���RU

�LL� DOO�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�ZLWKLQ�D�UHFRJQLVHG�DVVHW

FODVV�WKDW�DUH�PDUNHG�WR�PDUNHW�E\�WKH�WD[SD\HU�IRU

DFFRXQWLQJ�SXUSRVHV��WKH�¶DVVHW�FODVV·�HOHFWLRQ��

Tax revenue safeguards

�F� 7KDW�WKH�IROORZLQJ�WD[�UHYHQXH�VDIHJXDUGV�EH�UHTXLUHG�

�L� DQ\�WUDQVDFWLRQ�WR�ZKLFK�WKH�PDUN�WR�PDUNHW�HOHFWLRQ�LV�WR

DSSO\�EH�UHFRUGHG�DV�D�PDUN�WR�PDUNHW�WUDQVDFWLRQ�DW�WKH

WLPH�LW�LV�HQWHUHG�LQWR��DQG

�LL� RQFH�DQ�HOHFWLRQ�KDV�EHHQ�PDGH��WKDW�HOHFWLRQ��DQG�WKH�WD[

WUHDWPHQW�RI�WKH�LQGLYLGXDO�DVVHWV�DQG�OLDELOLWLHV�PDUNHG�WR

PDUNHW�IRU�WD[�SXUSRVHV�XQGHU�WKDW�HOHFWLRQ��EH�LUUHYHUVLEOH

HYHQ�ZKHUH�WKH�WUDQVDFWLRQ�KDV�EHHQ�UHFODVVLILHG�IRU�ILQDQFLDO

DFFRXQWLQJ�SXUSRVHV�

7KH�SROLF\�RI�DOORZLQJ�HOHFWLYH�PDUN�WR�PDUNHW�ZDV�FDQYDVVHG�LQ

$�3ODWIRUP�IRU�&RQVXOWDWLRQ��&KDSWHU����SDJH��������7KH�SROLF\�SURSRVDO�UHFHLYHG

JHQHUDO�VXSSRUW�LQ�VXEPLVVLRQV�WR�WKH�5HYLHZ���$OORZLQJ�HOHFWLYH�PDUNHW�YDOXH

WD[�DFFRXQWLQJ�IRU�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�ZLOO�EH�SDUWLFXODUO\�UHOHYDQW�IRU

WKRVH�WD[SD\HUV�WKDW�PDNH�PDUNHWV�DQG�XQGHUWDNH�WUDGLQJ�DFWLYLWLHV���:KLOH

WD[DWLRQ�RQ�WKH�EDVLV�RI�PDUNHW�YDOXH�DFFRXQWLQJ�FDQ�FUHDWH�OLTXLGLW\�RU�LQFRPH

YRODWLOLW\�SUREOHPV�LQ�FHUWDLQ�VLWXDWLRQV��WUDGHUV�DQG�SULFH�PDNHUV�LQ�ILQDQFLDO

PDUNHWV�DUH�QRW�VXEMHFW�WR�WKHVH�SUREOHPV�DV�WKH\�KDYH�KLJK�WXUQRYHUV�RU�ODUJH
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SRUWIROLRV�RI�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�WKDW�DUH�KHGJHG�LQ�QHW�YDOXH�WHUPV�

7KH�PDUN�WR�PDUNHW�HOHFWLRQ�DOORZV�WD[SD\HUV�WR�DYRLG�ODUJH�VZLQJV�LQ�WD[

OLDELOLWLHV�WKDW�FRXOG�DULVH�IURP�WD[LQJ�RQ�D�UHDOLVDWLRQV�EDVLV�WKH�GLVSRVDO�RI

DVVHWV�DQG�OLDELOLWLHV�LQ�WKH�KHGJHG�SRUWIROLRV�LQ�GLIIHUHQW�LQFRPH�\HDUV�

)LQDQFLDO�LQVWLWXWLRQV�ZLWK�WUDGLQJ�GHVNV�KDYH�DUJXHG�LQ�IDYRXU�RI�PDUNHW�YDOXH

WUHDWPHQW�WR�LPSURYH�SULFLQJ�QHXWUDOLW\�DQG�UHGXFH�FRPSOLDQFH�FRVWV�

,QYHVWPHQW�IXQGV��RQ�WKH�RWKHU�KDQG��KDYH�DUJXHG�WKDW�D�PDQGDWRU\�PDUNHW

YDOXH�DSSURDFK�EDVHG�RQ�D�EURDG�GHILQLWLRQ�RI�WUDGLQJ�ZRXOG�EULQJ�LQYHVWPHQW

SRUWIROLR�DFWLYLWLHV�ZLWKLQ�WKH�DPELW�RI�WUDGLQJ�DQG�SRWHQWLDOO\�FUHDWH�FDVK�IORZ

DQG�LQFRPH�YRODWLOLW\�SUREOHPV���7KH�JHQHUDO�FRUSRUDWH�VHFWRU�KDV�LQGLFDWHG

WKDW�LW�ZRXOG�EH�XQOLNHO\�WR�ZDQW�WR�XVH�PDUNHW�YDOXH�IRU�LWV�ILQDQFLDO�DVVHWV�DQG

OLDELOLWLHV��JLYHQ�WKDW�FRUSRUDWHV�JHQHUDOO\�GR�QRW�XQGHUWDNH�VLJQLILFDQW

PDUNHW�PDNLQJ�RU�WUDGLQJ�DFWLYLWLHV�

Scope of election

7KH�HOHFWLYH�PDUN�WR�PDUNHW�WD[DWLRQ�IUDPHZRUN�ZLOO�UHTXLUH�WKDW�WUDQVDFWLRQV

PDUNHG�WR�PDUNHW�IRU�WD[�SXUSRVHV�DOVR�EH�PDUNHG�WR�PDUNHW�IRU�ILQDQFLDO

DFFRXQWLQJ�SXUSRVHV��DQG�DXGLWHG�DV�VXFK�

8QGHU�WKH�HOHFWLRQ�LQ�5HFRPPHQGDWLRQ�����E��L���DOO�ILQDQFLDO�DVVHWV�DQG

OLDELOLWLHV�PDUNHG�WR�PDUNHW�IRU�ILQDQFLDO�DFFRXQWLQJ�SXUSRVHV�ZLOO�EH

DXWRPDWLFDOO\�PDUNHG�WR�PDUNHW�IRU�WD[�SXUSRVHV���7KLV�UHTXLUHPHQW�LV

FRQVLVWHQW�ZLWK�DQG�UHIOHFWV�WKH�SXUSRVH�EDVHG�DSSURDFK�WDNHQ�LQ�WKH

FRPPHUFLDO�DFFRXQWV�RI�ILQDQFLDO�LQVWLWXWLRQV���7KLV�HOHFWLRQ�DOORZV�D�WD[SD\HU

WKDW�XVHV�WKH�VDPH�W\SH�RI�DVVHW�RU�OLDELOLW\�IRU�GLIIHUHQW�SXUSRVHV��WUDGLQJ�DQG

QRQ�WUDGLQJ���DV�UHIOHFWHG�LQ�GLIIHUHQWLDO�DQG�DXGLWHG�ILQDQFLDO�DFFRXQWLQJ

WUHDWPHQWV��WR�KDYH�FRUUHVSRQGLQJ�GLIIHUHQWLDO�WD[�WUHDWPHQWV���0DUNHW�YDOXH�WD[

WUHDWPHQW�ZRXOG�DSSO\�ZKHUH�PDUNHW�YDOXDWLRQ�ZDV�XVHG�IRU�ILQDQFLDO

DFFRXQWLQJ�SXUSRVHV���0RUHRYHU��WKLV�DSSURDFK�ZLOO�QRW�UHTXLUH�VHSDUDWH

UHFRUGLQJ�RU�GHVLJQDWLRQ�IRU�WD[�DQG�DFFRXQWLQJ�SXUSRVHV�ZKHUH�WKH�SRUWIROLRV

IRU�WD[�DQG�ILQDQFLDO�DFFRXQWLQJ�SXUSRVHV�DUH�LGHQWLFDO���,W�ZLOO�UHGXFH

FRPSOLDQFH�FRVWV�DQG�HQKDQFH�WKH�LQWHJULW\�RI�WD[�UHWXUQV�

7KH�¶DVVHW�FODVV·�HOHFWLRQ�LQ�5HFRPPHQGDWLRQ�����E��LL��DOORZV�D�WD[SD\HU�WKDW

XVHV�PDUNHW�YDOXH�LQ�LWV�DXGLWHG�SURILW�DQG�ORVV�VWDWHPHQW�IRU�SDUWLFXODU�ILQDQFLDO

DVVHWV�DQG�OLDELOLWLHV�WR�HOHFW�WR�XVH�PDUNHW�YDOXH�DV�WKH�WD[�YDOXH�IRU�FODVVHV�RI

WKRVH�DVVHWV�DQG�OLDELOLWLHV���7KH�SULQFLSDO�UHDVRQ�IRU�SURYLGLQJ�WKLV�DVVHW�FODVV

HOHFWLRQ�LV�WKDW�ZLWKLQ�D�ODUJHU�SRUWIROLR�RI�GLIIHUHQW�W\SHV�RI�DVVHWV�DQG

OLDELOLWLHV��RQH�FODVV�PD\�EH�WXUQHG�RYHU�UDSLGO\�DQG�KDYH�UHODWLYHO\�VKRUW

KROGLQJ�SHULRGV���,Q�VXFK�FDVHV�WKHUH�ZRXOG�EH�OLWWOH�RU�QR�GLIIHUHQFH�EHWZHHQ

WKH�XVH�RI�WKH�PDUNHW�YDOXH�PHWKRG�DQG�WD[DWLRQ�RQ�DQ�DFFUXDOV�RU�UHDOLVDWLRQ

EDVLV���)XUWKHU��LI�WKH�WD[SD\HU�LV�UHTXLUHG�WR�XVH�PDUN�WR�PDUNHW�IRU

FRPPHUFLDO�DFFRXQWLQJ�SXUSRVHV�IRU�VXFK�WUDQVDFWLRQV��WKHUH�ZRXOG�EH

FRPSOLDQFH�FRVW�VDYLQJV�IRU�WKDW�WD[SD\HU�LI�WKH�PDUNHW�YDOXH�PHWKRG�ZHUH�DOVR

XVHG�IRU�WD[�SXUSRVHV�
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2Q�WKH�RWKHU�KDQG��RWKHU�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�PDUNHG�WR�PDUNHW�LQ�WKH

ILQDQFLDO�DFFRXQWV�PLJKW�EH�OHVV�UDSLGO\�WXUQHG�RYHU�DQG�WR�VXEMHFW�WKHP�WR

PDUNHW�YDOXDWLRQ�IRU�WD[DWLRQ�SXUSRVHV�FRXOG�JLYH�ULVH�WR�OLTXLGLW\�SUREOHPV�

Asset classes

&RQVLVWHQW�ZLWK�WKH�GHILQLWLRQ�RI�DVVHW�FODVVHV�IRU�WUDGLQJ�VWRFN�SXUSRVHV��LW�LV

SURSRVHG�WKDW�WD[SD\HUV�EH�DEOH�WR�GHILQH�WKHLU�RZQ�FODVVHV�RI�DVVHWV�DQG

OLDELOLWLHV��VXEMHFW�WR�VRPH�UHVWULFWLRQV���7KLV�ZLOO�SURYLGH�IOH[LELOLW\�DQG�DYRLG

WKH�GLIILFXOWLHV�WKDW�ZRXOG�EH�DVVRFLDWHG�ZLWK�DWWHPSWLQJ�WR�GHILQH�FODVVHV�RI

DVVHWV�LQ�OHJLVODWLRQ���,Q�RUGHU�WR�JXDUG�DJDLQVW�¶FKHUU\�SLFNLQJ·��DQ�DVVHW�FODVV

ZLOO�QHHG�WR�EH�GHILQHG�RQ�WKH�EDVLV�RI�FOHDUO\�LGHQWLILDEOH�FKDUDFWHULVWLFV

UHODWLQJ�WR�WKH�QDWXUH�RI�WKH�DVVRFLDWHG�ULJKWV�DQG�REOLJDWLRQV�DQG�FRXOG�QRW�EH

EDVHG�RQ�HLWKHU�RI�WKH�IROORZLQJ�

� WKH�SXUSRVH�IRU�ZKLFK�³�RU�ZKHQ�³�DQ�DVVHW�RU�OLDELOLW\�LV�DFTXLUHG��KHOG�

LVVXHG��GLVSRVHG�RI�RU�RWKHUZLVH�GHDOW�ZLWK��RU

� WKH�WHUP�RI�WKH�DVVHW�RU�OLDELOLW\�

Revenue safeguards

:KLOH�SURYLGLQJ�WD[SD\HUV�ZLWK�WKH�EHQHILW�RI�FKRLFH��DQ�HOHFWLYH�PDUNHW�YDOXH

UHJLPH�ZLWKRXW�DGHTXDWH�VDIHJXDUGV�ZRXOG�RSHQ�WKH�GRRU�WR�VHOHFWLYH�DQG

DIWHU�WKH�HYHQW�DSSOLFDWLRQ�RI�WKH�PDUN�WR�PDUNHW�WD[�WUHDWPHQW�LQ�D�ZD\�WKDW

UHGXFHV�WD[DWLRQ�UHYHQXH��IRU�H[DPSOH��LQ�VLWXDWLRQV�ZKHUH�WKHUH�LV�D�FKDQJH�LQ

PDUNHW�YDOXH�EHWZHHQ�WKH�WLPH�RI�HQWHULQJ�WKH�DUUDQJHPHQW�DQG�WKH�HQG�RI�WKH

WD[�\HDU��

7KH�ILUVW�VDIHJXDUG�LQ�5HFRPPHQGDWLRQ�����F��UHTXLUHV�WKDW�WKH�WUDQVDFWLRQ�LV

UHFRUGHG�DV�D�PDUN�WR�PDUNHW�WUDQVDFWLRQ�DW�WKH�WLPH�HQWHUHG�LQWR��7KLV

VDIHJXDUG�UHPRYHV�WKH�DELOLW\�RI�WD[SD\HUV�WR�EDVH�WKHLU�GHFLVLRQV�FRQFHUQLQJ

WKH�PDUN�WR�PDUNHW�HOHFWLRQ�RQ�WKH�WD[�JDLQ�RU�ORVV�SRVLWLRQ�RI�WKH�DVVHW�RU

OLDELOLW\�DW�WKH�HQG�RI�WKH�ILQDQFLDO�\HDU���7KLV�VDIHJXDUG�ZLOO�EH�VDWLVILHG

DXWRPDWLFDOO\�ZKHUH�WKH�UHOHYDQW�HOHFWLRQ�KDV�EHHQ�PDGH�LQ�D�SULRU�\HDU�DQG

XS�IURQW�PDUN�WR�PDUNHW�GHVLJQDWLRQ�LV�XQGHUWDNHQ�IRU�WKH�HQWLW\·V�ILQDQFLDO

DFFRXQWV�

7KH�VHFRQG�VDIHJXDUG�LQ�5HFRPPHQGDWLRQ�����F��UHTXLUHV�WKDW�RQFH�DQ�HOHFWLRQ

KDV�EHHQ�PDGH�LW�FDQQRW�EH�UHYHUVHG���)RU�H[DPSOH��LI�D�PDUN�WR�PDUNHW

HOHFWLRQ�KDG�EHHQ�PDGH�IRU�D�SDUWLFXODU�DVVHW�FODVV�LQ�RQH�\HDU��WKDW�GHFLVLRQ

FRXOG�QRW�EH�UHYHUVHG�LQ�VXEVHTXHQW�\HDUV���$GGLWLRQDO�DVVHW�FODVVHV�FRXOG�EH

HOHFWHG�WR�UHFHLYH�PDUN�WR�PDUNHW�WUHDWPHQW�LQ�VXEVHTXHQW�\HDUV�EXW�RQFH�DQ

DGGLWLRQDO�HOHFWLRQ�ZDV�PDGH�LW�DOVR�FRXOG�QRW�EH�UHYHUVHG�

,Q�DGGLWLRQ��RQFH�DQ�LQGLYLGXDO�DVVHW�RU�OLDELOLW\�KDV�EHHQ�PDUNHG�WR�PDUNHW�IRU

WD[�SXUSRVHV��WKH�DVVHW�PXVW�EH�PDUNHG�WR�PDUNHW�IRU�LWV�OLIH�³�HYHQ�LI�WKH

DFFRXQWLQJ�VWDQGDUGV�FKDQJH�DQG�UHTXLUH�WKH�DVVHW�WR�UHFHLYH�D�GLIIHUHQW
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WUHDWPHQW���7KLV�VDIHJXDUG�ZLOO�SUHYHQW�WKH�WD[SD\HU�HOHFWLQJ�LQ�DQG�RXW�RI

PDUN�WR�PDUNHW�WD[�WUHDWPHQW�IRU�WKH�SXUSRVHV�RI�GHIHUULQJ�RU�ORZHULQJ�WD[

OLDELOLWLHV�IRU�D�JLYHQ�SHULRG�

Accruals and realisation approaches
to determining tax values

Recommendation
9.2 Accruals approach to determining tax values of financial assets

and liabilities

Accruals of tax value

�D� 7KDW�XQOHVV�WKH�PDUN�WR�PDUNHW�HOHFWLRQ�LV�H[HUFLVHG�RU�WKH

WUHDWPHQWV�SURSRVHG�E\�5HFRPPHQGDWLRQV�����RU�����DSSO\��WKH�WD[

YDOXH�RI�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV��LQFOXGLQJ�K\EULG�DQG

V\QWKHWLF�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV��EH�GHWHUPLQHG�RQ�DQ

DFFUXDOV�EDVLV�E\�

�L� DSSO\LQJ�D�¶UDWH�RI�UHWXUQ·�WR�WKH�DVVHW�RU�OLDELOLW\·V�RSHQLQJ

WD[�YDOXH��DQG

�LL� DGMXVWLQJ�WKDW�DPRXQW�IRU�DQ\�FDVK�IORZV�ZKLFK�RFFXUUHG�LQ

WKH�SHULRG�

Rate of return for accruals

�E� 7KDW�WKH�¶UDWH�RI�UHWXUQ·�WDNH�LQWR�DFFRXQW�

�L� WKH�LQWHUHVW�UDWH�DSSO\LQJ�WR�WKH�LQVWUXPHQW�DW�WKH�WLPH�WKDW

WKH�WD[�YDOXH�LV�FDOFXODWHG�

�LL� WKH�DPRXQW�RI�DQ\�GLVFRXQW�RU�SUHPLXP�FDOFXODWHG�DW�WKH

WLPH�RI�DFTXLVLWLRQ��DQG

�LLL� WKH�YDOXH�RI��RU�WKH�FKDQJH�LQ�WKH�YDOXH�RU�OHYHO�RI��DQ\�LQGH[

�RU�RWKHU�YDULDEOH��WKDW�LV�WDNHQ�LQWR�DFFRXQW�LQ�GHWHUPLQLQJ

DQ\�IXWXUH�UHFHLSWV�RU�SD\PHQWV�³�XQOHVV�WKH�IXWXUH�YDOXHV�RI

WKH�LQGH[�RU�YDULDEOH�DUH�¶XQFHUWDLQ·�
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Membership interests with at least annual distributions not to be
accrued

�F� 7KDW�WKH�WD[�YDOXH�RI�D�PHPEHUVKLS�LQWHUHVW�QRW�EH�DFFUXHG�ZKHUH

GLVWULEXWLRQV�DUH�SD\DEOH�DW�OHDVW�DQQXDOO\��ZLWK�VXFK�LQWHUHVWV

EHLQJ�WD[HG�RQ�UHDOLVDWLRQ�

Recommendation

9.3 Tax value at cost for ‘uncertain’ returns or obligations

7KDW�ZKHUH�IRU�SDUWLFXODU�DVVHWV�DQG�OLDELOLWLHV�³�LQFOXGLQJ�RSWLRQV�

IRUZDUGV��IXWXUHV�DQG�RUGLQDU\�VKDUHV�³

� WKH�PDUN�WR�PDUNHW�HOHFWLRQ�LV�QRW�H[HUFLVHG��DQG

� DOO�IXWXUH�UHWXUQV�RU�REOLJDWLRQV�DUH�¶XQFHUWDLQ·�

VXFK�DVVHWV�DQG�OLDELOLWLHV�KDYH

�L� D�WD[�YDOXH�HTXDO�WR�FRVW��DQG

�LL� WKHLU�JDLQV�DQG�ORVVHV�EURXJKW�WR�DFFRXQW�RQ�UHDOLVDWLRQ�

Accruals versus realisation treatment

:KHUH�WKH�PDUN�WR�PDUNHW�HOHFWLRQ�LV�QRW�DGRSWHG��JDLQV�DQG�ORVVHV�IURP

ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�ZLOO�EH�DFFUXHG��H[FHSW�ZKHUH�WKH�IXWXUH�JDLQV�RU

ORVVHV�DUH�¶XQFHUWDLQ·�³�LQ�ZKLFK�FDVH�WKH\�ZLOO�EH�WD[HG�RQ�D�UHDOLVDWLRQ�EDVLV�

:KLOH�PDUNHW�YDOXH�WD[DWLRQ�DFKLHYHV�DIWHU�WD[�QHXWUDOLW\�DFURVV�LQVWUXPHQWV�

LQFOXGLQJ�WKRVH�WKDW�KDYH�VLPLODU�EHIRUH�WD[�EHQHILWV��WKDW�EDVLV�RI�WD[DWLRQ��LQ

FHUWDLQ�FLUFXPVWDQFHV��FDQ�LQWURGXFH�FDVK�IORZ�GLIILFXOWLHV��ZKHUH�UHOHYDQW

PDUNHWV�DUH�UHODWLYHO\�YRODWLOH��DQG�YDOXDWLRQ�SUREOHPV��ZKHUH�PDUNHWV�DUH

UHODWLYHO\�LOOLTXLG��

7KH�DFFUXDOV�DSSURDFK�HQVXUHV�WKDW�DQ\�JDLQ�RU�ORVV�LV�DOORFDWHG�RQ�D�WLPH�YDOXH

RI�PRQH\�EDVLV�WR�WKH�WD[�SHULRG�WR�ZKLFK�LW�UHODWHV���,Q�WKDW�VHQVH��UHIOHFWLQJ

WKH�SULFLQJ�EDVLV�RI�WUDQVDFWLRQV�LQ�KLJKO\�OLTXLG�ILQDQFLDO�PDUNHWV��WKH�DFFUXDOV

DSSURDFK�ZLOO�W\SLFDOO\�SURYLGH�D�EHWWHU�UHIOHFWLRQ�RI�LQFRPH�WKDQ�D�UHDOLVDWLRQ

EDVLV�

‘Certain’ and ‘uncertain’ gains and losses

8QGHU�WKLV�DFFUXDOV�UHDOLVDWLRQ�IUDPHZRUN�IRU�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�

JDLQV�DQG�ORVVHV�ZKLFK�DUH�¶FHUWDLQ·�QHHG�WR�EH�GLVWLQJXLVKHG�IURP�WKRVH�WKDW

DUH�¶XQFHUWDLQ·���$Q�H[DPSOH�RI�D�JDLQ��RU�ORVV��ZKLFK�LV�¶FHUWDLQ·�RFFXUV�ZKHUH

WKH�DPRXQWV�RI�DOO�IXWXUH�SD\PHQWV�DUH�VWLSXODWHG�LQ�WKH�UHOHYDQW�FRQWUDFW��IRU
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H[DPSOH��D�IL[HG�LQWHUHVW�GHEW�LQVWUXPHQW�RU�D�]HUR�FRXSRQ�ERQG����$�JDLQ�RU

ORVV�LV�DOVR�¶FHUWDLQ·�ZKHUH�D�IXWXUH�SD\PHQW�LV�OLQNHG�WR�D�YDULDEOH�DQG�WKH

YDULDEOH�KDV�EHHQ�GHWHUPLQHG��IRU�H[DPSOH��ZKHUH�WKH�SHULRGLF�UDWH�KDV�EHHQ

VHW�LQ�UHVSHFW�RI�D�YDULDEOH�UDWH�GHEW�LQVWUXPHQW��SULRU�WR�D�WD[LQJ�SRLQW���2Q

WKH�RWKHU�KDQG��D�SD\PHQW�ZKLFK�LV�QRW�FRQWUDFWXDOO\�VSHFLILHG�DQG�UHOLHV

HQWLUHO\�RQ�WKH�GLVFUHWLRQ�RI�WKH�LVVXHU�RI�WKH�ILQDQFLDO�LQVWUXPHQW�LV�¶XQFHUWDLQ·

�IRU�H[DPSOH��GLYLGHQGV�RQ�RUGLQDU\�VKDUHV��

+RZHYHU��WKH�ERUGHUOLQH�EHWZHHQ�¶FHUWDLQ·�DQG�¶XQFHUWDLQ·�LV�QRW�DOZD\V

FOHDU�FXW���)RU�H[DPSOH��YDU\LQJ�GHJUHHV�RI�FHUWDLQW\�DWWDFK�WR�SD\PHQWV�ZKLFK

DUH�

� FDOFXODWHG�E\�UHIHUHQFH�WR�IXWXUH�LQIODWLRQ�UDWHV�

� FDOFXODWHG�E\�UHIHUHQFH�WR�WKH�IXWXUH�OHYHO�RI�D�VKDUH�SULFH�LQGH[��IRU

H[DPSOH��WKH�$OO�2UGLQDULHV�,QGH[��

� OLQNHG�WR�WKH�IXWXUH�OHYHO�RI�WKH�SULFH�RI�D�VLQJOH�VKDUH��RU

� OLQNHG�WR�IXWXUH�H[FKDQJH�UDWHV�

/HJLVODWLRQ�ZLOO�FRQWDLQ�D�VWDWHPHQW�RI�WKH�JHQHUDO�SULQFLSOH�WR�EH�XVHG�WR

GHWHUPLQH�ZKDW�LV�¶FHUWDLQ·�RU�¶XQFHUWDLQ·�

)XWXUH�JDLQV�RU�ORVVHV�DUH�FRQVLGHUHG�WR�EH�¶FHUWDLQ·��DQG�WKHUHIRUH�DEOH�WR�EH

DFFUXHG��LI�WKH\�DUH�UHSUHVHQWHG�E\�ULJKWV�WR�UHFHLYH�RU�REOLJDWLRQV�WR�SD\

DPRXQWV�WKDW�DUH�¶QRQ�FRQWLQJHQW·���¶1RQ�FRQWLQJHQW·�LV�GHVFULEHG�LQ

5HFRPPHQGDWLRQ���������7KH�WHUP�LV�XVHG�WR�FRYHU�FLUFXPVWDQFHV�ZKHUH

WD[SD\HUV�PLJKW�XVH�DUWLILFLDO��LPPDWHULDOO\�UHPRWH�RU�WKHRUHWLFDO�FRQWLQJHQFLHV

WR�DWWHPSW�WR�DWWUDFW�UHDOLVDWLRQ�WD[�WUHDWPHQW�UDWKHU�WKDQ�DFFUXDOV�

)RU�H[DPSOH��D�SD\PHQW�ZKLFK�LV�FRQWLQJHQW�RQO\�RQ�WKH�OHYHO�RI�WKH�$OO

2UGLQDULHV�,QGH[�EHLQJ�DERYH�������SRLQWV�DW�VRPH�IXWXUH�GDWH�VKRXOG�QRW

PHDQ�WKDW�WKH�JDLQ�UHIOHFWHG�LQ�WKDW�SD\PHQW�LV�XQFHUWDLQ���7KH�FRQWLQJHQF\�³

WKDW�WKH�$OO�2UGLQDULHV�,QGH[�QRW�EH�DERYH�������SRLQWV�³�LV�FRQVLGHUHG

UHPRWH�RU�WKHRUHWLFDO�DQG�FRQVHTXHQWO\�WKH�JDLQ�VKRXOG�EH�DFFUXHG�

$QRWKHU�H[DPSOH�ZRXOG�EH�ZKHUH�D�WD[SD\HU�DFTXLUHV�D�¶GHHS�LQ�WKH�PRQH\·

RSWLRQ�RYHU�D�ULVN�IUHH�IL[HG�UDWH�GHEW�LQVWUXPHQW�PDWXULQJ�RQ�WKH�GDWH�RI

H[HUFLVH�RI�WKH�RSWLRQ���7KH�FRVW�RI�WKH�RSWLRQ�ZRXOG�EH�H[SHFWHG�WR�EH�HTXDO

WR�WKH�SUHVHQW�YDOXH�RI�WKH�IDFH�YDOXH�RI�WKH�GHEW�LQVWUXPHQW���$OWKRXJK�WKH

JDLQ�RQ�WKH�RSWLRQ�LV�WKHRUHWLFDOO\�FRQWLQJHQW�RQ�WKH�YDOXH�RI�WKH�GHEW

LQVWUXPHQW��WKH�JDLQ�LV�FHUWDLQ�DQG�VKRXOG�EH�DFFUXHG�

7KH�FUHGLW�ULVN�RI�D�GHEWRU�ZLOO�QRW�SUHFOXGH�D�IXWXUH�JDLQ�RU�ORVV�IURP�EHLQJ

¶FHUWDLQ·���7KH�ULJKW�RI�D�FUHGLWRU�WR�SD\PHQW�LV�QRW�FRQWLQJHQW�RQ�D�GHEWRU·V

VROYHQF\��DOWKRXJK�SD\PHQW�LV�
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7KH�JHQHUDO�SULQFLSOH�XVHG�WR�GHWHUPLQH�ZKHWKHU�SD\PHQWV�DUH�¶FHUWDLQ·�RU

¶XQFHUWDLQ·�ZLOO�EH�VXSSRUWHG�E\�D�OLVW�RI�LQVWUXPHQWV�DQG�YDULDEOHV�WKDW�ZLOO�QRW

EH�VXEMHFW�WR�DFFUXDOV�EHFDXVH�WKHLU�UHWXUQV�DUH�FRQVLGHUHG�WRR�¶XQFHUWDLQ·�

2UGLQDU\�VKDUHV��LQFOXGLQJ�GHFODUHG�DQG�XQSDLG�GLYLGHQGV�RQ�VXFK�VKDUHV��

RSWLRQV��IRUZDUGV�DQG�IXWXUHV�ZLOO�EH�OLVWHG�DV�LQVWUXPHQWV�WKDW�KDYH�¶XQFHUWDLQ·

UHWXUQV�DQG��WKHUHIRUH��ZLOO�EH�WD[HG�RQ�UHDOLVDWLRQ���6LPLODUO\��WKH�IXWXUH�SULFH

RI�D�VLQJOH�VKDUH�DQG�IXWXUH�H[FKDQJH�UDWHV�DUH�H[DPSOHV�RI�LQGLFHV�RU�YDULDEOHV

WKDW�DUH�¶XQFHUWDLQ·�

Debt/membership interest and ‘certain’/’uncertain’ borderlines

7KH�GHEW�PHPEHUVKLS�LQWHUHVW�ERUGHUOLQH��5HFRPPHQGDWLRQV�������DQG�������

DQG�WKH�¶FHUWDLQ·�¶XQFHUWDLQ·�ERUGHUOLQH��5HFRPPHQGDWLRQV�����DQG�����

KLJKOLJKW�NH\�SUDFWLFDO�IHDWXUHV�RI�WKH�IUDPHZRUN�IRU�WD[LQJ�ILQDQFLDO�DVVHWV�DQG

OLDELOLWLHV�

� 7KH�GHEW�PHPEHUVKLS�LQWHUHVW�ERUGHUOLQH�GHWHUPLQHV�ZKHWKHU�SD\PHQWV

PDGH�E\�HQWLWLHV�RQ�ILQDQFLDO�LQVWUXPHQWV�DUH�GHGXFWLEOH�WR�WKH�HQWLW\�RU

QRQ�GHGXFWLEOH��DQG�¶IUDQNDEOH·����%XW�WKLV�GLVWLQFWLRQ�GRHV�QRW�GHWHUPLQH

ZKHWKHU�WD[�DSSOLHV�RQ�DQ�DFFUXDOV�EDVLV�RU�RQ�UHDOLVDWLRQ�

� 6HSDUDWHO\��DQG�PDUN�WR�PDUNHW�HOHFWLRQ�DVLGH��WKH�TXHVWLRQ�ZKHWKHU�WKH

FKDQJLQJ�YDOXH�RI�D�VWUHDP�RI�SD\PHQWV�RQ�DQ�LQVWUXPHQW�LV�WR�EH�WD[HG�RQ

DQ�DFFUXDOV�EDVLV�RU�RQ�UHDOLVDWLRQ�GHSHQGV�RQ�WKH�FODVVLILFDWLRQ�RI�WKHVH

SD\PHQWV�DV�¶FHUWDLQ·�RU�¶XQFHUWDLQ·���7KH�FKDQJH�LQ�YDOXH�RI�WKRVH�SD\PHQWV

WKDW�DUH�¶FHUWDLQ·�LV�VXEMHFW�WR�DFFUXDOV���,I�DOO�WKH�SD\PHQWV�DUH�¶XQFHUWDLQ·�WKH

JDLQ�RU�ORVV�RQ�WKH�LQVWUXPHQW�LV�DVVHVVHG�RQ�UHDOLVDWLRQ�³�ZLWK�D�OLVW�RI

LQVWUXPHQWV�WR�EH�VXEMHFW�WR�WD[�RQ�UHDOLVDWLRQ�SURYLGHG�WR�DGG�WR�FODULW\�

� 7KRVH�LQVWUXPHQWV�LQ�WKH�UHDOLVDWLRQ�OLVW�PD\��QHYHUWKHOHVV��EH�VXEMHFW�WR

DFFUXDOV�LI�WKHLU�DVVRFLDWHG�SD\PHQWV�DUH�LQ�VXEVWDQFH�¶QRQ�FRQWLQJHQW·

EHFDXVH�WKH�FRQWLQJHQFLHV�DVVRFLDWHG�ZLWK�WKH�SD\PHQWV�DUH�DUWLILFLDO���7KXV�

GHDOLQJ�LQ�FDOO�RSWLRQV�³�HYHQ�WKRXJK�RSWLRQV�DUH�LQ�WKH�UHDOLVDWLRQ�OLVW�³

ZRXOG�EH�VXEMHFW�WR�DFFUXDOV�IRU�WD[�SXUSRVHV�LI�WKH�RSWLRQV�LQYROYH�UHWXUQV

WKDW�DUH�HIIHFWLYHO\�FHUWDLQ�

� ,QVWUXPHQWV�FODVVHG�DV�PHPEHUVKLS�LQWHUHVWV�PD\�EH�VXEMHFW�WR�DFFUXDOV�IRU

WD[�SXUSRVHV�LI�WKH�DVVRFLDWHG�GLVWULEXWLRQV�DUH�¶FHUWDLQ·�DQG�JLYH�ULVH�WR

VXEVWDQWLDO�GHIHUUDO�RSSRUWXQLWLHV��VHH�EHORZ��

Determination of accrued tax values

,Q�SULQFLSOH��DOO�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV��H[FHSW�WKRVH�H[FOXGHG�EHFDXVH�RI

¶XQFHUWDLQ·�IXWXUH�UHWXUQV�RU�WKH�DGRSWLRQ�RI�WKH�PDUN�WR�PDUNHW�HOHFWLRQ�

VKRXOG�KDYH�WD[�YDOXHV�FDOFXODWHG�E\�DSSO\LQJ�D�¶UDWH�RI�UHWXUQ·�WKDW�WDNHV�LQWR

DFFRXQW�WKH�ODWHVW�LQIRUPDWLRQ�DYDLODEOH��DW�EDODQFH�GDWH��UHOHYDQW�WR�WKH�UHWXUQ

RQ�WKH�DVVHW�RU�OLDELOLW\�
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7KH�QHZ�WD[�YDOXH�DW�WKH�EDODQFH�GDWH�XQGHU�WKLV�DSSURDFK�LV�GHWHUPLQHG�E\

VWDUWLQJ�ZLWK�WKH�RSHQLQJ�WD[�YDOXH��VD\��WKH�XS�IURQW�FRVW�RI�DQ�DVVHW�RU

DPRXQW�UHFHLYHG�IRU�LQFXUULQJ�D�OLDELOLW\��DQG�DGMXVWLQJ�WKDW�IRU�

� DQ�DPRXQW�HTXDO�WR�WKH�RSHQLQJ�WD[�YDOXH�WLPHV�WKH�UHOHYDQW�¶UDWH�RI

UHWXUQ·�³�DGGLQJ�WR�WKH�WD[�YDOXH�RI�WKH�DVVHW�RU�OLDELOLW\��DQG

� DQ\�UHFHLSW�JHQHUDWHG�E\�WKH�DVVHW�RU�SD\PHQW�UHTXLUHG�E\�WKH�OLDELOLW\�

7KLV�WD[�YDOXH�FDOFXODWLRQ�ZRXOG�RFFXU�DW�WKH�HQG�RI�D�ILQDQFLDO�\HDU��DW�WKH�WLPH

RI�D�¶UDWH�RI�UHWXUQ·�FKDQJH��VXFK�DV�ZLWK�YDULDEOH�UDWH�GHEW��RU�ZKHQ�D�UHFHLSW

RU�SD\PHQW�RFFXUV�RQ�WKH�DVVHW�RU�OLDELOLW\�

7KLV�LV�WKH�\LHOG�EDVHG�DFFUXDOV�PHWKRGRORJ\�H[SODLQHG�RQ�SDJH����RI

$�3ODWIRUP�IRU�&RQVXOWDWLRQ�DQG�DSSOLHG�WR�WD[�YDOXH�FDOFXODWLRQV�ZLWK�YDULRXV

DVVHWV�DQG�OLDELOLWLHV�WKURXJKRXW�WKH�SXEOLFDWLRQ���D�IL[HG�UDWH�GLVFRXQW�ERQG

�SDJHV�����������D�YDULDEOH�LQWHUHVW�UDWH�ORDQ��SDJHV�����������D�IL[HG�WR�IORDWLQJ

LQWHUHVW�UDWH�VZDS��SDJHV�����������YDULRXV�OHDVHV�DQG�ULJKWV�LQ�&KDSWHU���DQG

����DQG�IL[HG�WHUP�DQQXLWLHV�LQ�&KDSWHU����

7KH�¶UDWH�RI�UHWXUQ·�RQ�DQ\�ILQDQFLDO�DUUDQJHPHQW�LV�GHWHUPLQHG�E\�WKH�UHJXODU

¶LQWHUHVW·�SD\PHQWV��LQFOXGLQJ�IL[HG�FRXSRQV�DQG�YDULDEOH�LQWHUHVW�SD\PHQWV��

WKH�GLIIHUHQFH�EHWZHHQ�WKH�DFTXLVLWLRQ�SULFH�DQG�WKH�IDFH�YDOXH�DQG��LQ�VRPH

FDVHV��WKH�OHYHO�RI�RU�FKDQJH�LQ�DQ�LQGH[��IRU�H[DPSOH��LQGH[HG�ERQGV��RU�RWKHU

YDULDEOH�

$FFRUGLQJO\��WKH�¶UDWH�RI�UHWXUQ·�WR�EH�DSSOLHG�LQ�GHWHUPLQLQJ�WKH�WD[�YDOXH�RI

UHOHYDQW�LQVWUXPHQWV�ZRXOG�WDNH�LQWR�DFFRXQW�WKH�IROORZLQJ�IDFWRUV�

� 7KH�¶LQWHUHVW�UDWH·�DSSOLFDEOH�ZKHQ�D�QHZ�WD[�YDOXH�LV�FDOFXODWHG�³�H[FHSW

WKDW��LI�WKDW�LQWHUHVW�UDWH�KDV�QRW�EHHQ�VHW�DW�WKH�GDWH�RQ�ZKLFK�WKH�WD[�YDOXH

LV�FDOFXODWHG��WKH�LQWHUHVW�UDWH�DSSOLFDEOH�WR�WKH�ODVW�WD[�YDOXH�FDOFXODWLRQ

ZRXOG�EH�XVHG�

� 7KH�UDWH�RI�UHWXUQ�GHWHUPLQHG�E\�FDOFXODWLQJ�WKH�LQWHUQDO�UDWH�RI�UHWXUQ�XVLQJ

DQ\�¶FHUWDLQ·�IXWXUH�FDVK�IORZV�DQG�WKH�GDWHV�RI�WKRVH�FDVK�IORZV���7KLV�FRXOG

LQFOXGH�WKH�LQWHUQDO�UDWH�RI�UHWXUQ�LQ�UHVSHFW�RI�DQ\�GLVFRXQW�RU�SUHPLXP

GHULYHG�IURP�WKH�DFTXLVLWLRQ�SULFH�RI�WKH�LQVWUXPHQW�RQ�WKH�RQH�KDQG��DQG

WKH�IDFH�YDOXH�RI�WKH�LQVWUXPHQW�RU�WKH�UHGHPSWLRQ�YDOXH�DWWULEXWHG�WR�WKH

LQVWUXPHQW�DW�WKH�WLPH�RI�DFTXLVLWLRQ��RQ�WKH�RWKHU�

� $Q\�UHWXUQ�EDVHG�RQ�DQ�¶LQGH[·�RU�RWKHU�IDFWRU���:KLOH�DQ\�LQGH[�RU�RWKHU

YDULDEOH�FRXOG�SRWHQWLDOO\�EH�DSSOLHG�³�LQGLFHV�RU�YDULDEOHV�ZKLFK�DUH

FRQVLGHUHG�XQFHUWDLQ��LQFOXGLQJ�LQGLFHV�EDVHG�RQ�D�VLQJOH�VKDUH�SULFH�DQG

WKRVH�EDVHG�RQ�H[FKDQJH�UDWHV��ZLOO�EH�H[FOXGHG�

7KH�GUDIW�OHJLVODWLRQ�DFFRPSDQ\LQJ�WKLV�UHSRUW�VHWV�RXW�IRUPXODV�IRU�FDOFXODWLQJ

WKH�WD[�YDOXH�RI�ILQDQFLDO�DVVHWV�DEOH�WR�EH�DFFUXHG���([DPSOHV�RI�WKH

DSSOLFDWLRQ�RI�WKH�IRUPXODV�DUH�FRQWDLQHG�LQ�WKH�H[SODQDWRU\�QRWHV�WR�WKH�GUDIW

OHJLVODWLRQ��DOVR�DFFRPSDQ\LQJ�WKLV�UHSRUW�
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Accruing fixed distributions

¶)L[HG·�GLVWULEXWLRQV�FRQWUDFWHG�DQG�SDLG�E\�DQ�HQWLW\�RQ�FHUWDLQ�LQVWUXPHQWV

FRXOG�EH�MXGJHG�WR�EH�¶FHUWDLQ·�DQG��WKHUHIRUH��WD[HG�WR�WKH�UHFLSLHQW�RQ�DQ

DFFUXDOV�EDVLV��XQOHVV�VSHFLILFDOO\�H[HPSWHG�

)RU�H[DPSOH��D�FRQYHUWLQJ�SUHIHUHQFH�VKDUH�WKDW�LV�WUHDWHG�DV�D�PHPEHUVKLS

LQWHUHVW�PD\�SD\�DQQXDO�GLYLGHQGV�DW�D�UDWH�ZKLFK�LV�IL[HG�LQ�DIWHU�FRPSDQ\�WD[

UDWH�WHUPV��EXW�YDULHV�DFFRUGLQJ�WR�ZKHWKHU�WKH�GLYLGHQGV�DUH�IUDQNHG�RU�QRW��LI

XQIUDQNHG��WKH�UDWH�ZRXOG�UHSUHVHQW�WKH�JURVVHG�XS�DPRXQW�RI�WKH�GLYLGHQG��

)RU�H[DPSOH��DVVXPLQJ�D����SHU�FHQW�FRPSDQ\�WD[�UDWH��D�FRQYHUWLQJ�SUHIHUHQFH

VKDUH�PD\�JLYH�WKH�VKDUHKROGHU�D�ULJKW�WR�UHFHLYH�HDFK�\HDU�D����SHU�FHQW

XQIUDQNHG�GLYLGHQG�RU�D���SHU�FHQW�IXOO\�IUDQNHG�GLYLGHQG���%HFDXVH�WKH

GLYLGHQG�UDWH�LV�IL[HG��LQ�DIWHU�FRPSDQ\�WD[�UDWH�WHUPV���WKH

JURVVHG�XS�����SHU�FHQW��GLYLGHQG�FDQ�EH�WD[HG�WR�WKH�UHFLSLHQW�RQ�DQ�DFFUXDOV

EDVLV���:KHQ�WKH�FDVK�GLYLGHQG�LV�SDLG��DQ\�DWWDFKHG�IUDQNLQJ�FUHGLWV�ZRXOG��DV

XVXDO��EH�DYDLODEOH�WR�WKH�WD[SD\HU�DW�WKDW�WLPH�

$�FDVH�FRXOG�EH�PDGH��KRZHYHU��RQ�FRPSOLDQFH�DQG�VLPSOLILFDWLRQ�JURXQGV�IRU

H[HPSWLQJ�GLVWULEXWLRQV�IURP�DFFUXDOV�WD[�WUHDWPHQW�ZKHUH�WKH\�DUH�SD\DEOH�DW

OHDVW�RQFH�D�\HDU�

)L[HG�GLVWULEXWLRQV�ZKLFK�DUH�¶FHUWDLQ·�ZLOO�EH�DFFUXHG�LI�WKH\�DUH�SD\DEOH�LQ

UHVSHFW�RI�D�SHULRG�LQ�H[FHVV�RI�RQH�\HDU���)RU�H[DPSOH��LI�VRPH�RU�DOO�RI�WKH

GLVWULEXWLRQ�RQ�WKH�FRQYHUWLQJ�SUHIHUHQFH�VKDUH�GHVFULEHG�DERYH�ZHUH�SD\DEOH

HYHU\�WZR�\HDUV�LQVWHDG�RI�DQQXDOO\��WKH��JURVVHG�XS��GLYLGHQG�ZLOO�EH�DFFUXHG

\HDU�E\�\HDU���$FFUXDO�RI�VXFK�GLVWULEXWLRQV�ZLOO�HQVXUH�FRQVLVWHQF\�RI�WD[

WUHDWPHQW�ZLWK�RWKHU��QRQ�GLVWULEXWLRQ��UHWXUQV�WKDW�DUH�NQRZQ�ZLWK�D�VLPLODU

GHJUHH�RI�FHUWDLQW\�

%HFDXVH�H[FHVV�IUDQNLQJ�FUHGLWV�ZLOO�EH�UHIXQGHG��WKH�FRUUHFW�DPRXQW�RI�WD[�ZLOO

EH�SDLG�E\�DOO�LQYHVWRUV�DW�WKH�WLPH�WKH�IL[HG�GLVWULEXWLRQV�DUH�SDLG�RQFH�WKH

FUHGLWV�DWWDFKLQJ�WR�WKH�GLVWULEXWLRQ�DUH�DOORZHG�DV�D�WD[�RIIVHW�RU�UHIXQG��DQG�VR

ORQJ�DV�WKHUH�DUH�QRW�VLJQLILFDQW�GHOD\V�LQ�WKH�UHFHLSW�RI�UHIXQGV���6LJQLILFDQW

GHOD\V�VKRXOG�QRW�RFFXU�XQGHU�QHZ�SD\PHQW�DUUDQJHPHQWV�

)RU�WD[SD\HUV�ZKR�SD\�WD[�LQ�LQVWDOPHQWV�XQGHU�WKH�QHZ�¶3D\�$V�<RX�*R·

�3$<*��V\VWHP��LQFOXGLQJ�VXSHUDQQXDWLRQ�IXQGV��DQ�RIIVHW�ZRXOG�EH�DYDLODEOH�

TXDUWHU�E\�TXDUWHU��DJDLQVW�WD[�SD\PHQWV�PDGH�GXULQJ�WKH�\HDU�RI�LQFRPH�LQ

ZKLFK�WKH�GLVWULEXWLRQ�LV�SDLG���$V�D�UHVXOW��WKHUH�ZRXOG�EH�QR�VLJQLILFDQW�GHOD\

LQ�WKH�WLPLQJ�RI�D�WD[�RIIVHW���$�UHIXQG�RI�WD[��DQG�DQ�RIIVHW�IRU�¶3D\�$V�<RX

(DUQ·��3$<(��WD[SD\HUV��ZRXOG�RFFXU�ZKHQ�WKH�WD[SD\HU�SD\V�WD[�RQ�LQFRPH

IRU�WKH�\HDU�LQ�ZKLFK�WKH�GLVWULEXWLRQ�LV�SDLG��XQOHVV�WKH�SD\PHQW�LV�PDGH�E\�D

FORVHO\�KHOG�HQWLW\�WR�DQ�LQGLYLGXDO�LQYHVWRU��LQ�ZKLFK�FDVH�LW�FDQ�RFFXU�DW�WKH

WLPH�RI�SD\PHQW�RI�WKH�GLVWULEXWLRQ����3$<(�WD[SD\HUV�PD\�DOVR�EH�DEOH�WR

DGMXVW�WKHLU�WD[�LQVWDOPHQW�GHGXFWLRQV�RQ�VDODU\�DQG�ZDJH�LQFRPH�WR�UHIOHFW�WKH

IUDQNLQJ�UHEDWH�WR�EH�DOORZHG�DW�WKH�HQG�RI�WKH�\HDU�
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Recommendation

9.4 Retranslation election for foreign currency financial
arrangements

7KDW�WD[SD\HUV�KDYH�DQ�LUUHYRFDEOH�HOHFWLRQ�WR�FDOFXODWH�RQ�D

UHWUDQVODWLRQ�EDVLV�WKH�WD[�YDOXHV�RI�DOO�IRUHLJQ�FXUUHQF\�GHQRPLQDWHG

ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�QRW�VXEMHFW�WR�D�PDUN�WR�PDUNHW�HOHFWLRQ�

)XWXUH�JDLQV�DQG�ORVVHV�DWWULEXWDEOH�WR�FKDQJHV�LQ�H[FKDQJH�UDWHV�DUH�JHQHUDOO\

FRQVLGHUHG�WR�EH�KLJKO\�XQFHUWDLQ�DQG�VKRXOG��WKHUHIRUH��JHQHUDOO\�EH�WD[HG�RQ

D�UHDOLVDWLRQ�EDVLV���6RPH�WD[SD\HUV��IRU�H[DPSOH��EDQNV��KDYH�UHTXHVWHG�WKDW

VFRSH�EH�SURYLGHG�IRU�WKHP�WR�¶UHWUDQVODWH·�WKH�IRUHLJQ�FXUUHQF\�DPRXQW�RI

ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�

5HWUDQVODWLRQ�LQYROYHV�YDOXLQJ�WKH�IRUHLJQ�FXUUHQF\�GHQRPLQDWHG�DVVHW�RU

OLDELOLW\�LQ�$XVWUDOLDQ�GROODUV�DW�WKH�H[FKDQJH�UDWH�SUHYDLOLQJ�DW�WKH�EDODQFH�GDWH�

5HWUDQVODWLRQ�EULQJV�WR�DFFRXQW�FKDQJHV�LQ�YDOXH�DWWULEXWDEOH�WR�IRUHLJQ

FXUUHQF\�PRYHPHQWV�EXW��XQOLNH�PDUNHW�YDOXH�DFFRXQWLQJ��QRW�FKDQJHV�LQ�YDOXH

DWWULEXWDEOH�WR�LQWHUHVW�UDWH�PRYHPHQWV�RU�FKDQJHV�LQ�FUHGLWZRUWKLQHVV�

6XEPLVVLRQV�IURP�WKH�EDQNLQJ�VHFWRU�KDYH�DUJXHG�WKDW��JLYHQ�FXUUHQW

FRPPHUFLDO�DFFRXQWLQJ�WUHDWPHQWV��PDMRU�V\VWHPV�DQG�FRPSOLDQFH�FRVWV�ZRXOG

EH�FUHDWHG�E\�DSSO\LQJ�WKH�PDUN�WR�PDUNHW�HOHFWLRQ�WR�IRUHLJQ�FXUUHQF\�JDLQV

DQG�ORVVHV��DQG�WKDW�UHWUDQVODWLRQ�SURYLGHV�D�VLPSOHU�PHWKRG�WR�HVWDEOLVK�DQ

DSSURSULDWH�PHDVXUH�RI�JDLQ�RU�ORVV�LQ�UHODWLRQ�WR�QRQ�WUDGHG�IRUHLJQ�FXUUHQF\

GHQRPLQDWHG�WUDQVDFWLRQV�

:KHUH�WKH�UHWUDQVODWLRQ�RU�PDUNHW�YDOXH�HOHFWLRQV�DUH�QRW�WDNHQ�XS��IRUHLJQ

FXUUHQF\�JDLQV�DQG�ORVVHV�ZLOO�EH�WD[HG�RQ�D�UHDOLVDWLRQ�EDVLV�

Tax recognition of hedges

Recommendation

9.5 Treatment of internal hedges between domestic business units

Tax recognition of internal hedges

�D� 7KDW��VXEMHFW�WR�WKH�FRQGLWLRQV�LQ�SDUDJUDSKV��E��DQG��F���LQWHUQDO

KHGJHV�EHWZHHQ�¶GRPHVWLF�EXVLQHVV�XQLWV·�EH�UHFRJQLVHG�LQ�WKH

FDOFXODWLRQ�RI�D�WD[SD\HU·V�WD[DEOH�LQFRPH��ZLWK�WKH�LQWHUQDO�KHGJH

UHFRJQLVHG�DV�DQ�DVVHW�RU�OLDELOLW\��DQG�DQ\�DVVRFLDWHG�FDVK�IORZV�DV

D�UHFHLSW�RU�SD\PHQW�RI�WKH�UHVSHFWLYH�EXVLQHVV�XQLWV�
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Exclusions from internal hedging

�E� 7KDW�UHFRJQLWLRQ�RI�LQWHUQDO�KHGJHV�QRW�LQFOXGH�

�L� LQWHUQDO�WUDQVDFWLRQV�ZKHUH�WKH�LQFRPH�RI�RQH�RU�ERWK�RI�WKH

EXVLQHVV�XQLWV�LV�VXEMHFW�WR�WD[DWLRQ�LQ�DQRWKHU�MXULVGLFWLRQ�

DQG

�LL� WUDQVDFWLRQV�LQYROYLQJ�WKH�WUDQVIHU�RI�DQ�H[LVWLQJ�DVVHW�RU

OLDELOLW\��UDWKHU�WKDQ�WUDQVDFWLRQV�FUHDWLQJ�DVVHWV�RU�OLDELOLWLHV�

EHWZHHQ�D�EXVLQHVV�XQLW�ZKLFK�DFFRXQWV�RQ�D�QRQ�PDUNHW

YDOXH�EDVLV�DQG�D�EXVLQHVV�XQLW�ZKLFK�DFFRXQWV�RQ�D�PDUNHW

YDOXH�EDVLV�

Safeguards in respect of internal hedging

�F� 7KDW�UHFRJQLWLRQ�RI�LQWHUQDO�KHGJHV�EH�VXEMHFW�WR�WKH�IROORZLQJ

VDIHJXDUGV�

�L� WKH�WD[SD\HU�KDV�GLVWLQFW�DQG�VHSDUDWHO\�LGHQWLILDEOH�EXVLQHVV

XQLWV�

�LL� RQH�EXVLQHVV�XQLW�SDUW\�WR�WKH�LQWHUQDO�KHGJH�DFFRXQWV�IRU�DOO

LWV�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�RQ�D�PDUNHW�YDOXH�EDVLV�

ZKLOH�WKH�RWKHU�EXVLQHVV�XQLW�DFFRXQWV�IRU�DOO�LWV�WUDQVDFWLRQV�

IRU�ERWK�WD[�DQG�ILQDQFLDO�DFFRXQWLQJ�SXUSRVHV��RQ�DQ

DFFUXDOV�RU�UHDOLVDWLRQ�EDVLV�

�LLL� WKH�EXVLQHVV�XQLWV�KDYH�VHSDUDWH�DXGLWHG�DFFRXQWLQJ�UHFRUGV�

�LY� WKH�LQWHUQDO�FRQWUROV�RI�WKH�WD[SD\HU�HQVXUH�WKDW�WKH�VHSDUDWH

EXVLQHVV�XQLWV�RSHUDWH�LQGHSHQGHQWO\�

�Y� WKH�WUDQVDFWLRQ�LV�LGHQWLILHG�DV�DQ�LQWHUQDO�KHGJLQJ

WUDQVDFWLRQ�RI�WKH�EXVLQHVV�XQLW�WKDW�DFFRXQWV�RQ�D

QRQ�PDUNHW�YDOXH�EDVLV��DQG�LV�UHFRUGHG�LQ�WKH�DFFRXQWLQJ

UHFRUGV�DV�VXFK�DW�WKH�WLPH�LW�LV�HQWHUHG�LQWR�

�YL� WKH�WUDQVDFWLRQ�LV�SULFHG��HQWHUHG�LQWR�DQG�FORVHG�RXW�RU

WHUPLQDWHG�RQ�D�FRPPHUFLDO�EDVLV�DV�PLJKW�EH�H[SHFWHG

EHWZHHQ�XQUHODWHG�SHUVRQV�GHDOLQJ�DW�DUP·V�OHQJWK�

�YLL� WKH�WUDQVDFWLRQ�LV�DFFRXQWHG�IRU�RQ�WKH�VDPH�EDVLV�LQ�WKH

WD[SD\HU·V�SURILW�DQG�ORVV�VWDWHPHQW�DQG�DXGLWHG�ILQDQFLDO

DFFRXQWV��DQG

�YLLL� WKH�EXVLQHVV�XQLW�ZKLFK�DFFRXQWV�RQ�D�PDUNHW�YDOXH�EDVLV�LV

H[WHUQDOO\�IRFXVHG��VR�WKDW�LWV�SUHGRPLQDQW�SXUSRVH�LV�WR�GHDO

ZLWK�XQUHODWHG�WKLUG�SDUWLHV�



Applying the cashflow/tax value approach

348 A Tax System Redesigned

,QWHUQDO�KHGJLQJ�LV�ZHOO�HVWDEOLVKHG�FRPPHUFLDO�SUDFWLFH��UHIOHFWHG�LQ�WKH�ZD\

PDQ\�EDQNV�VHJPHQW�WKHLU�WUDGLQJ�DQG�LQYHVWPHQW�DFWLYLWLHV�LQWR�VHSDUDWH

EXVLQHVV�XQLWV�HVWDEOLVKHG�WR�FDUU\�RXW�WKHVH�DFWLYLWLHV���:KHUH�WKH�ILQDQFLDO

LQVWLWXWLRQ�RSHUDWHV�LQ�WKLV�ZD\��KHGJLQJ�RI�H[SRVXUHV�LQ�WKH�LQYHVWPHQW

EXVLQHVV�XQLW�LV�RIWHQ�XQGHUWDNHQ�WKURXJK�WKH�WUDGLQJ�EXVLQHVV�XQLW���7KLV�LV

IDFLOLWDWHG�E\�ZD\�RI�DQ�LQWHUQDO�KHGJH���7KH�WUDGLQJ�EXVLQHVV�XQLW�KHGJHV

SRVLWLRQV�WUDQVIHUUHG�IURP�WKH�LQYHVWPHQW�GLYLVLRQ�DQG�LWV�RZQ�WUDGLQJ

SRVLWLRQV�RQ�DQ�DJJUHJDWH�EDVLV��WKHUHE\�UHGXFLQJ�KHGJLQJ�FRVWV�EXW�SUHFOXGLQJ

LGHQWLILFDWLRQ�RI�LQGLYLGXDOO\�PDWFKHG�SRVLWLRQV�

7KH�WUDGLQJ�XQLWV�ZLOO�W\SLFDOO\�DFFRXQW�IRU�DVVHWV�DQG�OLDELOLWLHV�RQ�D

PDUN�WR�PDUNHW�EDVLV�IRU�ERWK�WD[�DQG�DFFRXQWLQJ�SXUSRVHV���7KLV�DYRLGV�PDMRU

VZLQJV�LQ�WD[�OLDELOLW\�ZKHUH�WKHUH�LV�OLWWOH�FKDQJH�LQ�DFFRXQWLQJ�LQFRPH�DQG�YLFH

YHUVD���,QYHVWPHQW�XQLWV�ZLOO�DFFRXQW�RQ�DQ�DFFUXDOV�RU�UHDOLVDWLRQ�EDVLV�IRU

ERWK�DFFRXQWLQJ�DQG�WD[�SXUSRVHV�

7R�DFKLHYH�DIWHU�WD[�PDWFKLQJ��HIIHFWLYHO\�RIIVHWWLQJ�SRVLWLRQV�KHOG�LQ�WKH

GLIIHUHQW�EXVLQHVV�XQLWV�QHHG�WR�EH�WD[HG�RQ�WKH�VDPH�EDVLV���,I�WKLV�GRHV�QRW

RFFXU�EHFDXVH��IRU�H[DPSOH��WKH�EXVLQHVV�XQLWV�ZLWK�WKH�RIIVHWWLQJ�SRVLWLRQV�WD[

DFFRXQW�RQ�GLIIHUHQW�EDVHV��DIWHU�WD[�WLPLQJ�PLVPDWFKHV�RFFXU���7D[�ZLOO�KDYH

LQWHUIHUHG�ZLWK�WKH�HIILFLHQF\�RI�WKH�KHGJLQJ�DFWLYLW\���7KH�SURILWDELOLW\�RI�WKH

ILQDQFLDO�LQVWLWXWLRQ�DQG�LWV�FRVW�RI�IXQGV�FRXOG�EH�DGYHUVHO\�DIIHFWHG�

$OWKRXJK�WKLV�PLVPDWFK�FRXOG�EH�DGGUHVVHG�E\�DQ�H[WHUQDO�KHGJH��WKLV�ZRXOG

LQFUHDVH�WUDQVDFWLRQ�FRVWV�DQG�LPSDFW�RQ�FDSLWDO�DGHTXDF\���$V�DQ�DOWHUQDWLYH

UHVSRQVH��WKH�5HYLHZ�EHOLHYHV�WKH�WD[�V\VWHP�VKRXOG�UHFRJQLVH�LQWHUQDO�KHGJHV�

$�JHQHUDO�SULQFLSOH�LQ�WD[�DQG�DFFRXQWLQJ�LV�WKDW�DQ�HQWLW\�FDQQRW�PDNH�D�JDLQ

RU�ORVV�IURP�WUDQVDFWLQJ�ZLWK�LWVHOI���&RQVLVWHQW�ZLWK�WKLV�SULQFLSOH��IRU�H[DPSOH�

WKH�SURSRVHG�DUUDQJHPHQWV�IRU�FRQVROLGDWHG�JURXSV��VHH�6HFWLRQ�����DQG�WKH

UHPRYDO�RI�JURXSLQJ�SURYLVLRQV�IRU�ZKROO\�RZQHG�JURXSV�RXWVLGH

FRQVROLGDWLRQ��VHH�5HFRPPHQGDWLRQ�������DUH�GHVLJQHG��LQ�SDUW��WR�DGGUHVV�WKH

DELOLW\�RI�D�ZKROO\�RZQHG�JURXS�WR�FUHDWH�DUWLILFLDO�EHQHILWV�IURP�GHDOLQJ�ZLWK

LWVHOI���2Q�WKH�IDFH�RI�LW��WKH�UHFRJQLWLRQ�RI�LQWHUQDO�KHGJHV�DSSHDUV�WR

FRQWUDYHQH�WKLV�SULQFLSOH�

,Q�SUDFWLFH��KRZHYHU��LQWHUQDO�KHGJH�DUUDQJHPHQWV�DUH�D�ULVN�PDQDJHPHQW

PHFKDQLVP�GULYHQ�E\�FRPPHUFLDO�UDWKHU�WKDQ�WD[�FRQVLGHUDWLRQV���7KH�LQWHUQDO

KHGJH�DUUDQJHPHQWV�FDQ�EH�YLHZHG�DV�D�ZD\�RI�WUDFLQJ��LQ�DJJUHJDWH�LI�QRW

GLUHFWO\��WKH�WD[SD\HU·V�WUDGLQJ�WUDQVDFWLRQV�WR�WKH�DVVRFLDWHG�LQYHVWPHQW

WUDQVDFWLRQV�³�DQG�WKHQ�UHYHUVLQJ�WKH�HIIHFW�RI�WKH�WD[SD\HU·V�FKRLFH�WR�DSSO\

PDUN�WR�PDUNHW�WD[�WUHDWPHQW�WR�WKH�WUDGLQJ�DUUDQJHPHQWV���7KH�QHW�HIIHFW�LV�WR

REWDLQ�WKH�VDPH�PDWFKHG�WD[�WUHDWPHQW�DV�ZRXOG�EH�DFKLHYHG�E\�DSSO\LQJ

DFFUXDOV�WUHDWPHQW�WR�ERWK�WKH�WUDGLQJ�DQG�LQYHVWPHQW�WUDQVDFWLRQV���7KLV�LV

DFKLHYHG�E\�UHFRJQLVLQJ�WKH�LQWHUQDO�KHGJH�WUDQVDFWLRQ��ZLWK�QRQ�PDUNHW�YDOXH

WUHDWPHQW�LQ�WKH�KDQGV�RI�WKH�LQYHVWPHQW�XQLW�DQG�PDUNHW�YDOXH�WUHDWPHQW�LQ

WKH�KDQGV�RI�WKH�WUDGLQJ�XQLW�
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5HFRJQLWLRQ�RI�LQWHUQDO�KHGJLQJ�QHFHVVLWDWHV�D�UDQJH�RI�VDIHJXDUGV���7KHVH

VDIHJXDUGV�DUH�GHVLJQHG�WR�HQVXUH�WKDW�WKH�LQWHUQDO�WUDQVDFWLRQV�DUH�FRQGXFWHG

RQ�WKH�EDVLV�RI�WKH�VDPH�DUP·V�OHQJWK�FRQGLWLRQV�WKDW�ZRXOG�SUHYDLO�LI�WKH\

ZHUH�FRQGXFWHG�ZLWK�H[WHUQDO�ERGLHV���$V�ZHOO��WKH�VDIHJXDUGV�ZLOO�HQVXUH�WKDW

LQWHUQDO�KHGJLQJ�WUDQVDFWLRQV�DUH�UHFRUGHG�ZKHQ�HQWHUHG�LQWR��WR�SUHYHQW�¶DIWHU

WKH�HYHQW·�QRPLQDWLRQV�IRU�WD[�SXUSRVHV�

Recommendation

9.6 Treatment of gold hedges

Rollover of gold hedges for nominated period

�D� 7KDW�SXUSRVH�EDVHG�KHGJLQJ�DUUDQJHPHQWV�EH�LQWURGXFHG�WR�DOORZ

JROG�SURGXFHUV�WR�UROO�RYHU�JROG�GHQRPLQDWHG�SURGXFWLRQ�KHGJHV

IRU�D�QRPLQDWHG�SHULRG�

Safeguards in respect of gold hedges

�E� 7KDW�WKHVH�DUUDQJHPHQWV�EH�VXEMHFW�WR�WKH�IROORZLQJ�VDIHJXDUGV�

�L� WKH�ILQDQFLDO�DUUDQJHPHQW�LV�GHVLJQDWHG�DV�D�KHGJH�DW�WKH

WLPH�LW�LV�HQWHUHG�LQWR�DQG�WUHDWHG�DV�D�KHGJH�LQ�WKH�ILQDQFLDO

VWDWHPHQWV�RI�WKH�HQWLW\�

�LL� DW�WKH�WLPH�RI�HQWHULQJ�LQWR�WKH�WUDQVDFWLRQ��WKH�WD[SD\HU�PXVW

QRPLQDWH�D�FRQWLQXRXV�WZR�ILQDQFLDO�\HDU�SHULRG�ZLWKLQ

ZKLFK�WKH�KHGJH��LQFOXGLQJ�UROORYHUV��LV�H[SHFWHG�WR�H[SLUH

DQG�GHPRQVWUDWH�WKH�EDVLV�RQ�ZKLFK�IXWXUH�SURGXFWLRQ�KDV

EHHQ�HVWLPDWHG�

�LLL� KHGJH�UROORYHU�RFFXUV�LPPHGLDWHO\�DW�WKH�HQG�RI�HDFK

FRQWUDFW�DQG�DFFXPXODWHG�JDLQV�DQG�ORVVHV�DUH�UROOHG�LQWR�D

VLPLODU�KHGJH�SURGXFW�

�LY� LI�WKH�EDVLV�RI�WKH�RULJLQDO�HVWLPDWH�RI�IXWXUH�SURGXFWLRQ

FKDQJHV�PDWHULDOO\��WKH�JROG�SURGXFHU�PD\�

� GHIHU�WKH�KHGJH�EH\RQG�WKH�SHULRG�QRPLQDWHG�ZLWKRXW�D

WD[LQJ�HYHQW��RU

� FORVH�RXW�WKH�KHGJH�HDUO\�ZLWK�LPPHGLDWH�UHFRJQLWLRQ�RI

JDLQV�DQG�ORVVHV��DQG

�Y� LI�HDUO\�FORVH�RXW�RFFXUV�IRU�RWKHU�UHDVRQV�

� ORVVHV�ZLOO�EH�GHIHUUHG�RQO\�XQWLO�WKH�ILUVW�\HDU�RI�WKH

QRPLQDWHG�WZR�\HDU�KHGJH�SHULRG��DQG
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� JDLQV�ZLOO�EH�LPPHGLDWHO\�UHFRJQLVHG�

$OORZLQJ�UROORYHU�SURYLVLRQ�IRU�SURGXFWLRQ�KHGJHV�LV�FDQYDVVHG�LQ

$�3ODWIRUP�IRU�&RQVXOWDWLRQ��&KDSWHU����SDJH��������*ROG�SURGXFHUV�KDYH�DUJXHG

WKDW��DV�UHIOHFWHG�LQ�WKHLU�H[LVWLQJ�FRPPHUFLDO�DQG�WD[�DFFRXQWLQJ�SUDFWLFHV��WKH

FKDUDFWHULVWLFV�RI�WKHLU�KHGJLQJ�DQG�SURGXFWLRQ�DFWLYLWLHV�UHTXLUH�UROORYHU

SURYLVLRQV�LQ�RUGHU�WR�DFKLHYH�D�WLPLQJ�PDWFK�EHWZHHQ�WKH�KHGJH�DQG�WKH

XQGHUO\LQJ�JROG�SURGXFWLRQ���7KH�GXUDWLRQ�RI�JROG�KHGJH�FRQWUDFWV�FDQ�EH

VLJQLILFDQWO\�VKRUWHU�WKDQ�WKH�WLPH�KRUL]RQ�RI�JROG�SURGXFWLRQ���*HQHUDOO\�

XQGHU�WKH�SURSRVHG�WD[DWLRQ�IUDPHZRUN�IRU�ILQDQFLDO�DUUDQJHPHQWV��WKH�WD[LQJ

SRLQW�ZRXOG�EH�QR�ODWHU�WKDQ�WKH�PDWXULW\�RI�WKH�WUDQVDFWLRQ�RU�HDFK�UROORYHU

SRLQW���$W�WKDW�WLPH��JROG�SURGXFHUV�PD\�KDYH�UHDOLVHG�JDLQV�RU�ORVVHV�RQ�WKH

KHGJH�FRQWUDFW�EXW�ZLWKRXW�DQ�RIIVHWWLQJ�ORVV�RU�JDLQ�RQ�WKH

\HW�WR�EH�SURGXFHG�JROG�

3ROLF\�PXVW�DFKLHYH�DQ�DSSURSULDWH�EDODQFH�EHWZHHQ�HQVXULQJ�WKDW�WKH�WD[DWLRQ

RI�ULVN�UHGXFLQJ�ILQDQFLDO�DUUDQJHPHQWV�QRW�LQWHUIHUH�ZLWK�EHIRUH�WD[

SURGXFWLRQ�GHFLVLRQV�DQG�HQVXULQJ�WKDW�RSSRUWXQLWLHV�IRU�LQGHILQLWH�JDLQ

GHIHUUDO�RU�HDUO\�ORVV�FU\VWDOOLVDWLRQ�EH�PLQLPLVHG�

/DUJH�KHGJH�ERRNV�FDQ�EH�FUHDWHG�WKDW��RYHU�WLPH��EXLOG�XS�VLJQLILFDQW

XQUHDOLVHG�JDLQV���:LWKRXW�VDIHJXDUGV��VLJQLILFDQW�DGYHUVH�VHOHFWLRQ�DQG�GHIHUUDO

DUH�SRVVLEOH��VXFK�DV�E\�DOORFDWLQJ�D�ORZ�YDOXH�KHGJH�WR�SURGXFWLRQ�DQG�KROGLQJ

RQ�WR�KLJK�YDOXH�KHGJHV�

7KH�SURSRVHG�IUDPHZRUN�IRU�JROG�SURGXFWLRQ�KHGJH�UROORYHUV�ZLOO�IDFLOLWDWH

OHJLWLPDWH�KHGJLQJ�DFWLYLW\�LQ�UHODWLRQ�WR�JROG�SURGXFWLRQ�DQG��VXEMHFW�WR�FHUWDLQ

FRQGLWLRQV��WKH�UROORYHU�RI�UHODWLYHO\�VKRUW�WHUP�KHGJLQJ�LQVWUXPHQWV�ZLOO�QRW

WULJJHU�D�WD[LQJ�HYHQW���$W�WKH�VDPH�WLPH�LW�JXDUGV�DJDLQVW�DGYHUVH�HIIHFWV�RQ�WD[

UHYHQXH�E\�OLQNLQJ�WKH�ILQDQFLDO�DUUDQJHPHQW�WR�XQGHUO\LQJ�JROG�SURGXFWLRQ�

7KH�PHUH�OLNHOLKRRG�RI�IXWXUH�GLVFRYHULHV�RI�JROG�ZLOO�QRW�FRQVWLWXWH�D�EDVLV�IRU

KHGJLQJ�UROORYHU�WUHDWPHQW���([SHFWDWLRQV�RI�XQGHUO\LQJ�SURGXFWLRQ�ZLOO�EH

EDVHG�RQ�HVWLPDWHV�RI�RUH�UHVHUYHV�DQG�D�SURSRUWLRQ�RI�HVWLPDWHG�PLQHUDO

UHVRXUFHV��H[FOXGLQJ�¶LQIHUUHG�UHVRXUFHV·��DQG�EH�FRQVLVWHQW�ZLWK�DQ�DFKLHYDEOH

SODQ�IRU�SURGXFWLRQ�GHOLYHU\�ZLWKLQ�WKH�QRPLQDWHG�KHGJH�WLPHIUDPH���7KH

UHOHYDQW�RUH�UHVHUYHV�DQG�PLQHUDO�UHVRXUFHV�ZRXOG�EH�YHULILHG�E\�D�¶FRPSHWHQW

SHUVRQ·�DV�SUHVFULEHG�LQ�7KH�$XVWUDOLDQ�&RGH�IRU�5HSRUWLQJ�RI�0LQHUDO�5HVRXUFHV�DQG

2UH�5HVHUYHV���6XEVWDQWLDWLRQ�RI�DFKLHYDEOH�SURGXFWLRQ�ZRXOG�EH�E\�ZD\�RI�D

PLQH�SODQ�ZKHUH�VXFK�D�SODQ�KDV�EHHQ�GHYHORSHG�

:KHUH�SURGXFWLRQ�LV�IRUHFDVW�EH\RQG�WKDW�FRYHUHG�E\�D�PLQH�SODQ��LW�ZRXOG

QHHG�WR�EH�GHPRQVWUDWHG�WKDW�WKH�HVWLPDWH�RI�SURGXFWLRQ�LV�UHDOLVWLF���7KLV

ZRXOG�UHTXLUH�HYLGHQFH�WKDW�UHVHUYHV�DQG�UHVRXUFHV��LQFOXGLQJ�¶LQIHUUHG

UHVRXUFHV·��DUH�VXEVWDQWLDOO\�LQ�H[FHVV�RI�WKRVH�UHTXLUHG�WR�SURGXFH�WKH

HVWLPDWHG�JROG�RXWSXW���2WKHU�VXSSRUWLQJ�HYLGHQFH�FRXOG�EH�D�VWXG\

GHPRQVWUDWLQJ�HFRQRPLF�IHDVLELOLW\�RI�D�PLQH��RU�PLQHV��FDSDEOH�RI�WKH
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HVWLPDWHG�RXWSXW��RU�WKH�H[LVWHQFH�RI�SURGXFWLRQ�IDFLOLWLHV�DW�ZKLFK�RUH�IURP

WKH�UHOHYDQW�UHVHUYHV�DQG�UHVRXUFHV�FRXOG�EH�WUHDWHG�

7KH�HVWLPDWHV�RI�UHVHUYHV�DQG�UHVRXUFHV�WR�EH�XVHG�DV�WKH�EDVLV�IRU�WKH�KHGJH

UROORYHU�DUUDQJHPHQWV�FRXOG�EH�GHYHORSHG��LI�DSSURSULDWH��RQ�D�JURXS�EDVLV

ZKHUH�WKH�JURXS�LV�WD[HG�DV�D�FRQVROLGDWHG�HQWLW\�

:KLOH�WD[�ODZ�LQ�WKLV�DUHD�LV�XQFOHDU��WKH�DERYH�IUDPHZRUN�UHSUHVHQWV�D

WLJKWHQLQJ�XS�RI�WKH�WD[�SUDFWLFH�XQGHU�ZKLFK�KHGJLQJ�DUUDQJHPHQWV�DUH�UROOHG

RYHU�LQGHILQLWHO\�ZLWK�FORVH�RXW�DW�WKH�GLVFUHWLRQ�RI�WKH�JROG�SURGXFHU���,Q

FRQFHSW��WKLV�SRWHQWLDOO\�DOORZV�FRPSDQLHV�WR�WDNH�DGYDQWDJH�RI�DGYHUVH

VHOHFWLRQ�WR�PLQLPLVH�WD[�

6RPH�JROG�SURGXFHUV�KDYH�VXEPLWWHG�WKDW�LW�LV�YHU\�GLIILFXOW�WR�LQWURGXFH�D

WDJJLQJ�V\VWHP�IRU�PDWFKLQJ�KHGJHV�ZLWK�SURGXFWLRQ��DV�WKH�WLPLQJ�RI

H[WUDFWLRQ�LV�YHU\�XQFHUWDLQ�ZKHQ�WKH�KHGJH�LV�RULJLQDOO\�HQWHUHG�LQWR���)RU

H[DPSOH��WKHUH�FDQ�EH�PHWDOOXUJLFDO�SUREOHPV��DGYHUVH�ZHDWKHU�FRQGLWLRQV�

UHVWULFWHG�DYDLODELOLW\�RI�ZDWHU�IRU�WUHDWPHQW�SURFHVVHV�DQG�YRODWLOLW\�LQ�WKH

UHVHUYHV�WKRXJKW�WR�EH�DYDLODEOH�

$OORZLQJ�WKH�H[SLUDWLRQ�QRPLQDWLRQ�WR�RFFXU�LQ�UHODWLRQ�WR�WZR�ILQDQFLDO�\HDUV

UDWKHU�WKDQ�D�VHW�GDWH�VHHNV�WR�DGGUHVV�WKHVH�SURGXFWLRQ�XQFHUWDLQWLHV���7KH

KHGJH�QRPLQDWLRQ�ZLOO�QHHG�WR�EH�FRQVLVWHQW�ZLWK�UHDVRQDEOH�H[SHFWDWLRQV�RI

XQGHUO\LQJ�SURGXFWLRQ���3URGXFWLRQ�XQFHUWDLQW\�LV�IXUWKHU�DGGUHVVHG�E\

DOORZLQJ�WKH�JROG�SURGXFHU�WR�UROO�KHGJHV�IRUZDUG�ZLWKRXW�D�WD[LQJ�HYHQW��RU�WR

FORVH�RXW�D�KHGJH��LI�LW�FDQ�EH�GHPRQVWUDWHG�WKDW�WKHUH�DUH�H[WUDFWLRQ�GLIILFXOWLHV

RU��PRUH�JHQHUDOO\��WKDW�WKH�EDVLV�RI�WKH�IXWXUH�SURGXFWLRQ�HVWLPDWH�KDV

PDWHULDOO\�FKDQJHG�IURP�ZKHQ�LW�ZDV�RULJLQDOO\�QRPLQDWHG�

7KH�OHJLVODWLRQ�ZLOO�KDYH�UHJDUG�WR�WKH�SRWHQWLDO�WD[�DYRLGDQFH�RSSRUWXQLWLHV

IURP�UH�RUGHULQJ�JDLQ�DQG�ORVV�FRQWUDFWV�XQGHU�VXFK�DQ�DUUDQJHPHQW���(DUO\

FORVH�RXW�IRU�RWKHU�UHDVRQV�ZLOO�UHVXOW�LQ�GHIHUUDO�RI�ORVVHV�XQWLO�WKH�ILUVW�\HDU�RI

WKH�RULJLQDO�WZR�\HDU�KHGJH�QRPLQDWLRQ�SHULRG�DORQJ�ZLWK�LPPHGLDWH

UHFRJQLWLRQ�RI�JDLQV�

7KH�UROORYHU�FRQGLWLRQV�ZLOO�UHTXLUH�WKDW�KHGJH�JDLQV�DQG�ORVVHV�EH�UROOHG�RYHU

LQWR�D�VLPLODU�KHGJH�SURGXFW�DW�WKH�FHVVDWLRQ�RI�HDFK�KHGJH�FRQWUDFW���7KLV

VDIHJXDUG�ZLOO�IDFLOLWDWH�LGHQWLILFDWLRQ�RI�WKH�KHGJH�WKURXJK�UROORYHU�SRLQWV�DQG

LV�FRQVLVWHQW�ZLWK�WKH�KHGJH�GLVSRVDO�SULQFLSOH�WKDW�HFRQRPLF�ULVNV�DQG�OHJDO

IRUP�VKRXOG�QRW�FKDQJH�VXEVWDQWLDOO\�RYHU�WKH�OLIH�RI�WKH�KHGJH�

%\�UHTXLULQJ�WKH�KHGJH�WR�EH�OLQNHG�WR�WKH�XQGHUO\LQJ�SURGXFWLRQ��WKH�DERYH

IUDPHZRUN�ZLOO�EULQJ�WKH�WD[�WUHDWPHQW�RI�JROG�KHGJHV�FORVHU�WR�SURSRVHG

DFFRXQWLQJ�JXLGDQFH�

&RPSOLDQFH�FRVWV�RI�WKH�SURSRVHG�KHGJLQJ�IUDPHZRUN�VKRXOG�QRW�EH

VLJQLILFDQW�
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Taxation perspective on hedging of financial arrangements

8QGHU�WKH�JHQHUDO�IUDPHZRUN�IRU�WD[LQJ�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV��KHGJLQJ

ZLOO�EH�IDFLOLWDWHG�LQ�D�ZLGH�YDULHW\�RI�FLUFXPVWDQFHV���,Q�SDUWLFXODU��WD[�WLPLQJ

PDWFKHV�ZLOO�JHQHUDOO\�EH�DFKLHYDEOH�

� LQ�WKH�PDUNHW�PDNLQJ�WUDGLQJ�VHFWRU��ZKHUH�EDQNV�DQG�RWKHU�LQVWLWXWLRQV

KDYH�ODUJHO\�KHGJHG�SRUWIROLRV�DQG�ZKHUH��W\SLFDOO\��ORQJHU�WHUP�XQGHUO\LQJ

DVVHWV�PD\�EH�KHGJHG�E\�VKRUW�WHUP�GHULYDWLYHV��

� LQ�WKH�EDQNLQJ�VHFWRU�ZKHUH��XQGHU�FHUWDLQ�FRQGLWLRQV��LQWHUQDO�KHGJLQJ

WUDQVDFWLRQV�ZLOO�EH�UHFRJQLVHG�IRU�WD[�SXUSRVHV�

� LQ�WKH�JROG�SURGXFLQJ�VHFWRU�ZKHUH��XQGHU�FHUWDLQ�FRQGLWLRQV��WKH�UROORYHU�RI

UHODWLYHO\�VKRUW�WHUP�KHGJLQJ�LQVWUXPHQWV�ZLOO�QRW�WULJJHU�D�WD[LQJ�HYHQW�

� ZKHUH�LQVWUXPHQWV�VXFK�DV�RSWLRQV��IRUZDUGV�DQG�IXWXUHV��ZKLFK�DUH�WD[HG

RQ�D�UHDOLVDWLRQ�EDVLV��DUH�XVHG�WR�KHGJH�XQGHUO\LQJ�DVVHWV�WKDW�DUH�DOVR�WD[HG

RQ�D�UHDOLVDWLRQ�EDVLV��DQG

� ZKHUH�LQVWUXPHQWV�VXFK�DV�VZDSV��ZKLFK�DUH�WD[HG�RQ�DQ�DFFUXDOV�EDVLV��DUH

XVHG�WR�KHGJH�XQGHUO\LQJ�DVVHWV�WKDW�DUH�DOVR�WD[HG�RQ�DQ�DFFUXDOV�EDVLV�

1HYHUWKHOHVV��VRPH�UHVLGXDO�FLUFXPVWDQFHV�PD\�VWLOO�DULVH�ZKHUH�WD[�WLPLQJ

PLVPDWFKHV�PD\�EH�HQFRXQWHUHG�VXFK�DV�ZKHUH�WKH�KHGJH�LV�VXEMHFW�WR�DFFUXDOV

WUHDWPHQW�DQG�WKH�KHGJLQJ�LQVWUXPHQW�LV�WD[HG�RQ�D�UHDOLVDWLRQ�EDVLV��RU�YLFH

YHUVD���+RZHYHU��VXFK�FLUFXPVWDQFHV�DUH�QRW�H[SHFWHG�WR�LPSDFW�VLJQLILFDQWO\

RQ�QRUPDO�FRPPHUFLDO�DFWLYLWLHV�

Tax recognition of disposal

Recommendation

9.7 Defining disposal

Disposal principle

�D� 7KDW�DV�D�JHQHUDO�UXOH�D�GLVSRVDO��LQYROYLQJ�D�EDODQFLQJ�DGMXVWPHQW

IRU�WD[�SXUSRVHV��RFFXU�ZKHQ�D�WD[SD\HU�FHDVHV�WR�KROG�D�ILQDQFLDO

DVVHW�RU�WR�EH�VXEMHFW�WR�D�ILQDQFLDO�OLDELOLW\�³�ZKHWKHU��LQ�SDUW�RU

ZKROH��E\�VDOH��WUDQVIHU��H[FKDQJH��PDWXULW\�RU�RWKHU�DOLHQDWLRQ�

H[WLQJXLVKPHQW�RU�V\QWKHWLF�GLVSRVDO�

Exclusions to disposal principle

�E� 7KDW�D�GLVSRVDO�QRW�RFFXU�RQ�

�L� FRQYHUVLRQ�RI�D�FRQYHUWLEOH�RU�FRQYHUWLQJ�LQVWUXPHQW�
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�LL� VHWWOHPHQW�E\�SK\VLFDO�GHOLYHU\�RI�D�GHULYDWLYH�LQVWUXPHQW�WKDW

SURYLGHV�IRU�GHOLYHU\��RWKHU�WKDQ�FXUUHQF\�

�LLL� GDLO\�VHWWOHPHQW�RI�H[FKDQJH�WUDGHG�IXWXUHV�FRQWUDFWV��ZLWK

GLVSRVDO�RFFXUULQJ�DW�PDWXULW\�RU�FORVH�RXW�E\�WKH�DFTXLVLWLRQ

RI�DQ�HTXDO�DQG�RSSRVLWH�SRVLWLRQ���DQG

�LY� UROORYHU�RI�FHUWDLQ�KHGJLQJ�DUUDQJHPHQWV�RI�JROG�SURGXFHUV

�VHH�5HFRPPHQGDWLRQ������

&RQVLVWHQW�ZLWK�WKH�SURSRVHG�WUHDWPHQW�RI�DVVHWV�DQG�OLDELOLWLHV�JHQHUDOO\��D

GLVSRVDO�ZLWK�DVVRFLDWHG�EDODQFLQJ�DGMXVWPHQW�³�D�¶WD[LQJ�SRLQW·�³�ZLOO�RFFXU

LI�D�WD[SD\HU�FHDVHV�WR�KROG�D�ILQDQFLDO�DVVHW�RU�EH�VXEMHFW�WR�D�ILQDQFLDO�OLDELOLW\�

$V�D�JHQHUDO�UXOH��D�WD[SD\HU�ZLOO�FHDVH�WR�KROG�D�ILQDQFLDO�DVVHW�RU�EH�VXEMHFW�WR

D�ILQDQFLDO�OLDELOLW\�ZKHQ�WKHUH�LV�D�FKDQJH�LQ�WKH�OHJDO�RZQHUVKLS�RI�WKH�DVVHW�RU

OLDELOLW\�RU�LI�WKH�DVVHW�RU�OLDELOLW\�PDWXUHV���*HQHUDOO\��WKH�UHFRJQLWLRQ�RI�D

GLVSRVDO�IRU�WD[�SXUSRVHV�ZLOO�RFFXU�RQ�VDOH��WUDQVIHU��H[FKDQJH��PDWXULW\�RU

RWKHU�DOLHQDWLRQ�RU�H[WLQJXLVKPHQW�

$Q�DVVHW�RU�OLDELOLW\�LV�FRQVWLWXWHG�E\�VHWV�RI�ULJKWV�DQG�REOLJDWLRQV�WKDW�KDYH�D

SDUWLFXODU�ULVN�SURILOH���'LVSRVDO�RI�WKH�DVVHW�RU�OLDELOLW\��RU�SDUW�RI�WKH�DVVHW�RU

OLDELOLW\��DOVR�HQFRPSDVVHV�DQ\�FKDQJH�LQ�WKH�ULVN�DWWULEXWHV�RI�WKH�DVVHW�RU

OLDELOLW\�³�LQFOXGLQJ�WKURXJK�UHPRYDO�RI�VRPH�RU�DOO�RI�WKH�DVVRFLDWHG�ULJKWV

DQG�REOLJDWLRQV���3DUWLDO�GLVSRVDO�LV�WKH�VXEMHFW�RI�5HFRPPHQGDWLRQ�����

:KHUH�D�PL[WXUH�RI�UHDOLVDWLRQ��DFFUXDOV�DQG�PDUNHW�YDOXH�WD[DWLRQ�DSSOLHV��DV�LQ

WKH�UHFRPPHQGHG�WUHDWPHQW�RI�DVVHWV�DQG�OLDELOLWLHV���WD[SD\HUV�GHDOLQJ�LQ

GLYHUVH�SRUWIROLRV�PD\�EH�DEOH�WR�XQGHUWDNH�DSSDUHQWO\�XQUHODWHG��V\QWKHWLF�

WUDQVDFWLRQV�WR�DFKLHYH�WKH�HIIHFW�RI�GLVSRVDO�RU�SDUW�GLVSRVDO�RI�SDUWLFXODU

ILQDQFLDO�DVVHWV�RU�OLDELOLWLHV���,Q�EURDG�WHUPV�WKLV�LV�UHIHUUHG�WR�DV�¶V\QWKHWLF

GLVSRVDO·���7KH�GLVSRVDO�ZRXOG�QRW�DWWUDFW�LPPHGLDWH�WD[�FRQVHTXHQFHV�XQOHVV

DSSURSULDWH�VDIHJXDUGV�DUH�LQ�SODFH���5HFRPPHQGDWLRQ������ZKLFK�DGGUHVVHV

V\QWKHWLF�GLVSRVDO�LQYROYLQJ�VLJQLILFDQW�WD[�GHIHUUDO��WKHUHIRUH�DXJPHQWV�WKH

GLVSRVDO�DQG�SDUW�GLVSRVDO�SULQFLSOHV�GLVFXVVHG�KHUH�

$V�D�JHQHUDO�UXOH�DOO�GLVSRVDO�JDLQV�ZLOO�QRUPDOO\�EH�LQFOXGHG�LQ�WKH�WD[SD\HU·V

WD[DEOH�LQFRPH���$V�DQ�H[FHSWLRQ�WR�WKLV�UXOH��5HFRPPHQGDWLRQV�����E��DQG��F�

DGGUHVV�WKH�SURSRVHG�WD[�UHOLHI�IRU�WKH�JDLQ�RQ�D�OLDELOLW\�WKDW�LV�H[WLQJXLVKHG�DV

D�UHVXOW�RI�D�GHEWRU·V�ILQDQFLDO�GLVWUHVV�

$QRWKHU�JHQHUDO�UXOH��DQG�DJDLQ�FRQVLVWHQW�ZLWK�WKH�WUHDWPHQW�RI�DVVHWV�DQG

OLDELOLWLHV�JHQHUDOO\��LV�WKDW�D�WD[LQJ�SRLQW�ZLOO�RFFXU�UHJDUGOHVV�RI�ZKHWKHU�WKH

ILQDQFLDO�DVVHW�RU�OLDELOLW\�LV�H[FKDQJHG�IRU�FDVK�RU�IRU�D�GLIIHUHQW�IRUP�RI

SURSHUW\���7R�SURYLGH�RWKHUZLVH�ZRXOG�OHDYH�EDUWHU�WUDQVDFWLRQV�RXWVLGH�WKH�WD[

V\VWHP���([FHSWLRQV�WR�WKLV�JHQHUDO�UXOH�³�IRU�VSHFLILF�SROLF\�UHDVRQV�³�ZLOO

DSSO\�WR�FRQYHUWLQJ�DQG�FRQYHUWLEOH�LQVWUXPHQWV��GHOLYHUDEOH�GHULYDWLYHV�DQG
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VFULS�IRU�VFULS�WDNHRYHUV�RU�GHPHUJHUV�LQYROYLQJ�D�ZLGHO\�KHOG�HQWLW\��VHH

5HFRPPHQGDWLRQV������DQG�������

6RPH�OHJDO�GLVSRVDOV�PD\�QRW�WULJJHU�DQ�¶HIIHFWLYH·�FKDQJH�LQ�RZQHUVKLS���7KLV

RFFXUV�LQ�WKH�FDVH�RI�GDLO\�VHWWOHPHQW�RI�H[FKDQJH�WUDGHG�IXWXUHV�FRQWUDFWV�

Converting and convertible instruments

8QGHU�5HFRPPHQGDWLRQ��������DOO�WKH�SD\PHQWV�DVVRFLDWHG�ZLWK�HDFK

FRQYHUWLQJ�RU�FRQYHUWLEOH�LQVWUXPHQW�ZLOO�EH�FODVVHG�HLWKHU�DV�PHPEHUVKLS

GLVWULEXWLRQV�RU�GHEW�UHODWHG�SD\PHQWV���7KLV�¶EODQNHW·�WUHDWPHQW�ZLOO�EH

GHWHUPLQHG�E\�WKH�DSSOLFDWLRQ�RI�D�GHEW�WHVW���6XFK�EODQNHW�WUHDWPHQW�FODVVLILHV

WKH�LQVWUXPHQW�DV�HLWKHU�GHEW�RU�HTXLW\�DW�D�SRLQW�LQ�WLPH�EXW�VD\V�QRWKLQJ�DERXW

ZKHWKHU�WKH�SRLQW�RI�FRQYHUVLRQ�UHSUHVHQWV�D�WD[LQJ�SRLQW�RU�QRW���,Q�SDUWLFXODU�

QRWZLWKVWDQGLQJ�WKH�GHWHUPLQDWLRQ�XQGHU�WKLV�EODQNHW�WUHDWPHQW��WKH�QDWXUH�RI

WKH�ULVN�UHIOHFWHG�LQ�WKH�ILQDQFLDO�DUUDQJHPHQW�FDQ�FKDQJH�IURP�WKDW�RI�GHEW�WR

HTXLW\��RU�IURP�SUHIHUHQFH�VKDUH�WR�RUGLQDU\�VKDUH��DW�FRQYHUVLRQ�

,Q�WKH�DEVHQFH�RI�VSHFLILF�PHDVXUHV��WKHUH�ZRXOG�QRUPDOO\�EH�D�WD[LQJ�SRLQW�RQ

FRQYHUVLRQ�³�UHJDUGOHVV�RI�ZKHWKHU�WKH�SD\PHQWV�RQ�WKH�LQVWUXPHQW�ZHUH

FODVVHG�DV�GLVWULEXWLRQV�RU�GHEW�SD\PHQWV�DQG�UHJDUGOHVV�RI�ZKHWKHU�WKH

SD\PHQWV�ZHUH�FHUWDLQ�HQRXJK�WR�EH�DVVHVVHG�RQ�DFFUXDO���7KH�WD[�YDOXH�RI�WKH

LQVWUXPHQW�DW�WKDW�WLPH�ZRXOG�EH�HIIHFWLYHO\�FRPSDUHG�ZLWK�WKH�YDOXH�RI�WKH

FDVK�RU�SURSHUW\�UHFHLYHG�RQ�FRQYHUVLRQ�³�IRU�H[DPSOH��WKH�YDOXH�RI�RUGLQDU\

VKDUHV�WKDW�WKH�LQVWUXPHQW�FRQYHUWV�LQWR�³�WR�GHWHUPLQH�WKH�UHVXOWLQJ�DGGLWLRQ

WR�RU�VXEWUDFWLRQ�IURP�WD[DEOH�LQFRPH�

7D[LQJ�FRQYHUWLQJ�DQG�FRQYHUWLEOH�LQVWUXPHQWV�RQ�FRQYHUVLRQ�FRXOG�FUHDWH

SRWHQWLDO�FDVK�IORZ�GLIILFXOWLHV�DULVLQJ�IURP�D�JDLQ�RQ�FRQYHUVLRQ�EHLQJ�LQ�WKH

IRUP�RI�VKDUHV�UDWKHU�WKDQ�FDVK���0RUHRYHU��WKH�SRLQW�RI�FRQYHUVLRQ�LV�QRW�D

WD[LQJ�SRLQW�LQ�WKH�8QLWHG�6WDWHV��&DQDGD�RU�WKH�8QLWHG�.LQJGRP���$JDLQVW

WKHVH�FRQVLGHUDWLRQV��WKH�5HYLHZ�FRQVLGHUV�WKDW�WKH�FRQYHUVLRQ�RI�FRQYHUWLQJ

DQG�FRQYHUWLEOH�LQVWUXPHQWV�VKRXOG�QRW�EH�D�WD[LQJ�SRLQW�IRU�WKH�KROGHU�

Deliverable derivatives

3K\VLFDOO\�GHOLYHUDEOH�GHULYDWLYHV�DUH�HFRQRPLFDOO\�VLPLODU�WR�FDVK�VHWWOHG

GHULYDWLYHV���7KH�ULVN�DWWULEXWHV�DUH�VLPLODU��DQG�SK\VLFDOO\�GHOLYHUDEOH

GHULYDWLYHV�FDQ�EH�WXUQHG�LQWR�FDVK�E\�DVVLJQPHQW�RU�WUDQVIHU�

&DVK�VHWWOHG�GHULYDWLYHV�ZLOO�EH�GLVSRVHG�RI�DQG�WD[HG�DW�WKH�WLPH�RI�VHWWOHPHQW�

1RW�EULQJLQJ�JDLQV�DQG�ORVVHV�RQ�SK\VLFDOO\�GHOLYHUDEOH�GHULYDWLYHV�WR�DFFRXQW

LQ�WKH�KDQGV�RI�WKH�DFTXLUHU�RI�WKH�XQGHUO\LQJ�DVVHW�DW�VHWWOHPHQW�PHDQV�WKDW

SK\VLFDOO\�GHOLYHUHG�GHULYDWLYHV�ZRXOG�LQFRUSRUDWH�D�WLPLQJ�DGYDQWDJH�RYHU�FDVK

VHWWOHG�GHULYDWLYHV���$V�DQ�RIIVHWWLQJ�FRQVLGHUDWLRQ��SK\VLFDO�GHOLYHU\�GRHV�QRW

UHVXOW�LQ�WKH�UHFHLSW�RI�FDVK���&DVK�ZRXOG�RQO\�UHVXOW�DW�WKH�SRLQW�RI�UHDOLVDWLRQ�
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ZKHQ�WD[�ZLOO�EH�SD\DEOH�RQ�DQ\�JDLQ���([DPSOH�����LOOXVWUDWHV�D�WUDQVDFWLRQ�RI

WKLV�NLQG�

Example 9.1 Cash settled and deliverable derivatives

$%&�LV�D�IORXU�PLOOHU�WKDW�EX\V�D�FDOO�RSWLRQ�IURP�;<=�ZKHUHE\��IRU�WKH

SD\PHQW�RI�D�SUHPLXP�RI���������$%&�DFTXLUHV�WKH�ULJKW�WR�EX\�IURP�;<=

������WRQQHV�RI�ZKHDW�DW�DQ�H[HUFLVH�SULFH�RI������SHU�WRQQH�RQ

��-XO\�������2Q���-XO\�������WKH�SULFH�RI�ZKHDW�LV������SHU�WRQQH�DQG�$%&

H[HUFLVHV�WKH�RSWLRQ�

,I�WKH�FRQWUDFW�LV�FDVK�VHWWOHG��$%&�ZLOO�UHFHLYH�FDVK�RI���������D��$%&�ZLOO

WKHUHIRUH��PDNH�D�WD[DEOH�JDLQ�RQ�H[HUFLVH�RI�WKH�RSWLRQ�RI��������E�

,I�WKH�FRQWUDFW�LV�SK\VLFDOO\�VHWWOHG��$%&�ZLOO�SD\����������IRU�WKH�ZKHDW���,I

WKLV�LV�QRW�WUHDWHG�DV�D�WD[LQJ�SRLQW��QR�DPRXQW�LQ�UHVSHFW�RI�WKH�RSWLRQ�ZRXOG

EH�UHFRJQLVHG�IRU�WD[�SXUSRVHV�XQWLO�WKH�UHOHYDQW�VWRFN�LV�VROG��ZKLFK�LV

FRQVLVWHQW�ZLWK�WKH�UHDOLVDWLRQ�EDVLV�UHFRPPHQGHG�JHQHUDOO\�E\�WKH�5HYLHZ�

�,I�RQ���-XO\������WKH�SULFH�RI�ZKHDW�LV������SHU�WRQQH��DQG�$%&�DOORZHG�WKH

RSWLRQ�WR�ODSVH�XQH[HUFLVHG��$%&�ZRXOG�LQFXU�D�ORVV�RI��������RQ�WKDW�GDWH��

(a) Calculated as 1,000 times the difference between the spot price and the exercise price;
that is, 1,000 x ($190 - $180).

(b) The gain is the difference between the cash proceeds and the premium; that is,
$10,000 - $1,000.

$V�WKH�H[DPSOH�LOOXVWUDWHV��WKH�WD[�WUHDWPHQW�EHWZHHQ�WZR�HFRQRPLFDOO\�VLPLODU

WUDQVDFWLRQV�ZRXOG�EH�GLIIHUHQW�

$W�WKH�VDPH�WLPH��WKHUH�LV�D�GLIIHUHQFH�LQ�FDVK�SRVLWLRQV���:KHUH�VHWWOHPHQW�LV

E\�SK\VLFDO�GHOLYHU\��WKH�KROGHU�GRHV�QRW�UHFHLYH�FDVK�DW�WKH�WLPH�RI�GHOLYHU\�WR

UHIOHFW�WKH��������JDLQ�LQ�UHVSHFW�RI�WKH�RSWLRQ���,I�GHOLYHUDEOH�GHULYDWLYHV�ZHUH

WD[HG�RQ�VHWWOHPHQW��WKH�KROGHU�ZRXOG�QRW�EH�LQ�UHFHLSW�RI�FDVK�IURP�WKH

WUDQVDFWLRQ�WR�VHUYLFH�WKH�WD[�OLDELOLW\���$OVR��LI�WKH�KROGHU�H[HUFLVHV�WKH�RSWLRQ�

LW�ZLOO�REWDLQ�GHOLYHU\�RI�������WRQQHV�RI�ZKHDW�WKDW�KDV�WR�EH�VWRUHG��LQVXUHG

DQG�SURFHVVHG��IXUWKHU�UHGXFLQJ�WKH�KROGHU·V�FDVK�UHVRXUFHV�

$JDLQ��WDNLQJ�DFFRXQW�RI�WKH�FDVK�IORZ�LPSDFW�DQG�WD[�WUHDWPHQW�LQ�RWKHU

FRXQWULHV��WKH�5HYLHZ�FRQVLGHUV�WKDW�WKHUH�VKRXOG�QRW�EH�D�WD[LQJ�SRLQW�WR�WKH

DFTXLUHU�RI�WKH�XQGHUO\LQJ�DVVHW�DW�WKH�WLPH�GHULYDWLYHV�DUH�VHWWOHG�E\�GHOLYHU\

EXW�WKDW�DQ\�JDLQV�EH�WD[HG�XSRQ�UHDOLVDWLRQ�RI�WKH�SK\VLFDOO\�GHOLYHUHG�DVVHWV�

Exchange-traded futures

([FKDQJH�WUDGHG�LQVWUXPHQWV�DUH�GHHPHG�E\�WKH�&OHDULQJ�+RXVH�UXOHV�WR�EH

VHWWOHG��DQG�LGHQWLFDO�LQVWUXPHQWV�GHHPHG�WR�EH�RSHQHG��GDLO\���,Q�WKH�DEVHQFH
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RI�VSHFLILF�WUHDWPHQW��WKH�LQVWUXPHQW�ZRXOG�FHDVH�WR�EH�KHOG�ZKHQ�VHWWOHG�

UHVXOWLQJ�LQ�D�GLVSRVDO�IRU�WD[�SXUSRVHV�

+RZHYHU��WKH�VHWWOHPHQW�DQG�RSHQLQJ�RI�WKHVH�LQVWUXPHQWV�LQYROYH�QR�PDWHULDO

FKDQJH�LQ�WKH�HFRQRPLF�FLUFXPVWDQFHV��LQFOXGLQJ�ULVN��IDFHG�E\�WKH�KROGHU�RI

WKH�LQVWUXPHQW��PHUHO\�EHLQJ�D�PHFKDQLVP�E\�ZKLFK�WKH�H[FKDQJH�PDNHV

PDUJLQ�FDOOV�RQ�WKH�LQVWUXPHQW���$OWKRXJK�OHJDOO\�GLVSRVHG�RI��WKH�FRPPHUFLDO

UHDOLW\�LV�WKDW�WKH�H[FKDQJH�WUDGHG�IXWXUHV�LQVWUXPHQW�FRQWLQXHV�XQWLO�LW�LV�FORVHG

RXW�E\�WKH�DFTXLVLWLRQ�RI�DQ�HTXDO�DQG�RSSRVLWH�SRVLWLRQ�RU�RQ�PDWXULW\�

)XWXUHV�FRQWUDFWV�DUH�HVVHQWLDOO\�VWDQGDUGLVHG��PDUJLQHG�IRUZDUG�FRQWUDFWV���$V

IRUZDUGV�ZLOO�EH�WD[HG�RQ�UHDOLVDWLRQ��QRW�WR�GHIHU�WKH�WD[LQJ�SRLQW�RQ�D�IXWXUHV

FRQWUDFW�XQWLO�LW�LV�FORVHG�RXW�LQ�WKH�DERYH�PDQQHU�ZRXOG�FUHDWH�D�ODFN�RI

QHXWUDOLW\�EHWZHHQ�EURDGO\�HTXLYDOHQW�LQVWUXPHQWV���%RWK�FRPPHUFLDO�UHDOLW\

DQG�QHXWUDOLW\�FRQVLGHUDWLRQV�DFFRUGLQJO\�VXJJHVW�WKHUH�VKRXOG�EH�QR�GLVSRVDO

RQ�GDLO\�VHWWOHPHQW�

Gold hedging

5HFRPPHQGDWLRQ�����VHSDUDWHO\�DGGUHVVHV�JROG�KHGJLQJ�

Recommendation

9.8 Partial disposal principle

7KDW�ZKHUH�D�WD[SD\HU�KROGV�D�ILQDQFLDO�DVVHW�RU�LV�VXEMHFW�WR�D�ILQDQFLDO

OLDELOLW\�DQG�HQWHUV�LQWR�DQ�DUUDQJHPHQW�XQGHU�ZKLFK�LW�QR�ORQJHU�KROGV

VRPH�RI�WKH�ULJKWV�RU�LV�QR�ORQJHU�VXEMHFW�WR�VRPH�RI�WKH�REOLJDWLRQV��WKH

WD[�YDOXH�RI�WKH�UHPDLQLQJ�DVVHW�RU�OLDELOLW\�EH�DGMXVWHG�WR�UHIOHFW�

�L� WKH�GLVSRVDO�HYHQW��DQG

�LL� WKH�HIIHFWV��VXEVHTXHQW�WR�GLVSRVDO��RI�QR�ORQJHU�KROGLQJ�WKH�ULJKWV

RU�QR�ORQJHU�EHLQJ�VXEMHFW�WR�WKH�REOLJDWLRQV�

$�SDUWLDO�GLVSRVDO�FDQ�EH�HIIHFWHG�HLWKHU�GLUHFWO\��E\�DQ�DFWXDO�GLVSRVDO��RU�E\�D

PDWHULDO�DOWHUDWLRQ�

� ,Q�D�GLUHFW�SDUWLDO�GLVSRVDO��SDUW�RI�WKH�RULJLQDO�DVVHW�RU�OLDELOLW\�LV�GLVSRVHG�RI�RU

H[WLQJXLVKHG��WKH�UHPDLQGHU�FRQWLQXLQJ�LQ�SODFH�XQFKDQJHG�

� 6LPLODUO\��LQ�D�PDWHULDO�DOWHUDWLRQ��WKH�WHUPV�RI�D�FRQWLQXLQJ�WUDQVDFWLRQ�DUH

FKDQJHG���:KHUH�WKDW�FKDQJH�RI�WHUPV�UHVXOWV�LQ�VRPHWKLQJ�RI�YDOXH�EHLQJ

JLYHQ�XS�RU�DQ�REOLJDWLRQ�EHLQJ�UHPRYHG��VXFK�D�PDWHULDO�DOWHUDWLRQ�PD\�EH

HFRQRPLFDOO\�LGHQWLFDO�WR�D�SDUWLDO�GLVSRVDO�

$V�ZLWK�D�IXOO�GLVSRVDO��D�SDUWLDO�UHDOLVDWLRQ�RI�JDLQV�DQG�ORVVHV�PD\�EH�D�UHVXOW�

QRW�IURP�D�OHJDO�GLVSRVDO�RU�OHJDO�YDULDWLRQ�RI�ULJKWV�RU�REOLJDWLRQV�XQGHU�WKH



Section 9:  Financial assets and liabilities

A Tax System Redesigned 357

ILQDQFLDO�DVVHW�RU�OLDELOLW\��EXW�IURP�D�VHSDUDWH�DUUDQJHPHQW�ZKLFK�KDV�WKH�HIIHFW

RI�UHPRYLQJ�VXFK�ULJKWV�RU�REOLJDWLRQV�

7R�HQVXUH�WKDW�WKH�VDPH�WD[�WUHDWPHQW�DSSOLHV�WR�ERWK�IRUPV�RI�GLVSRVDO��ZKHQ

SDUW�GLVSRVDO�LQYROYHV�D�VHSDUDWH�DUUDQJHPHQW�ZLWK�DQRWKHU�WD[SD\HU��D�OLQN�ZLOO

EH�GUDZQ�EHWZHHQ�WKH�XQGHUO\LQJ�DVVHW�RU�OLDELOLW\�DQG�WKH�VHSDUDWH�DUUDQJHPHQW

�DV�LV�GRQH�LQ�WKH�WZR�H[DPSOHV�EHORZ����7KH�WD[�YDOXH�RI�WKH�DVVHW�RU�OLDELOLW\

DFTXLUHG�E\�WKH�RWKHU�WD[SD\HU�ZLOO�EH�GHWHUPLQHG�DFFRUGLQJ�WR�WKH�JHQHUDO

UXOHV���7KH�WD[�YDOXH�RI�WKH�DVVHW�RU�OLDELOLW\�UHPDLQLQJ�ZLWK�WKH�RULJLQDO�WD[SD\HU

ZLOO�EH�DGMXVWHG�WR�WDNH�LQWR�DFFRXQW�

� WKH�XS�IURQW�HIIHFW�RI�WKH�GLVSRVDO�RI�VRPH�RI�WKH�ULJKWV�RU�REOLJDWLRQV��DQG

� WKH�VXEVHTXHQW�HIIHFW�RQ�WD[�YDOXH�³�ZKLFK�ZRXOG�EH�D�UHIOHFWLRQ�RI�WKH�WD[

YDOXH�RYHU�WLPH�RI�WKH�DVVHW�RU�OLDELOLW\�DFTXLUHG�E\�WKH�RWKHU�WD[SD\HU�

,OOXVWUDWLRQV�RI�WKLV�WUHDWPHQW�DUH�JLYHQ�EHORZ���([DPSOH�����LOOXVWUDWHV�WKH�VDOH

RI�VRPH�FRXSRQ�UHFHLSWV�IURP�D�ERQG���([DPSOH�����LOOXVWUDWHV�DQ�LQ�VXEVWDQFH

GHIHDVDQFH���7KH�WUHDWPHQW�LV�FRQVLVWHQW�ZLWK�WKH�WUHDWPHQW�RI�ULJKWV�RYHU

QRQ�ILQDQFLDO�DVVHWV�³�5HFRPPHQGDWLRQV������WR������

Disposal of some benefits of a financial asset

$V�LOOXVWUDWHG�LQ�([DPSOH������RQO\�WKH�JDLQ�RU�ORVV�IURP�WKH�GLVSRVDO�RI�WKH

SDUWLFXODU�ULJKWV��RU�REOLJDWLRQV��ZLOO�EH�EURXJKW�WR�DFFRXQW�RQ�SDUWLDO�GLVSRVDO�
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Example 9.2 Disposal of some coupons from a fixed rate bond

$%&�/WG�LV�WKH�KROGHU�RI�D�IL[HG�UDWH�ERQG�LVVXHG�DW�SDU�RQ�WKH�IROORZLQJ

WHUPV�

,VVXH�SULFH� ������

)DFH�YDOXH� ������

&RXSRQ� ��SHU�FHQW�SHU�DQQXP��SDLG�DQG�FRPSRXQGHG�DQQXDOO\

,VVXH�GDWH� ��-XO\�����

0DWXULW\�GDWH� ���-XQH�����

$VVXPH�WKDW�WKHUH�LV�D�GLVSRVDO�RQ���-XO\������RI�WKH�ULJKW�WR�����IURP�HDFK

RI�WKH���UHPDLQLQJ�FRXSRQV���$VVXPLQJ�DOVR�WKDW�EHFDXVH�LQWHUHVW�UDWHV�KDYH

IDOOHQ�WR���SHU�FHQW�SHU�DQQXP��WKH�SURFHHGV�RI�GLVSRVDO�DUH���������D�

$�PDWHULDO�DOWHUDWLRQ�ZLWK�WKH�VDPH�UHVXOW�ZRXOG�EH�DFKLHYHG�E\�DQ�DJUHHPHQW

ZLWK�WKH�LVVXHU��PDGH�RQ���-XO\�������WR�UHGXFH�WKH�DPRXQW�RI�HDFK�RI�WKH

UHPDLQLQJ�FRXSRQV�WR�����IRU�WKH�VDPH�WRWDO�FRQVLGHUDWLRQ��QDPHO\��������

$W�WKH�WLPH�RI�GLVSRVDO��WKH�SURFHHGV�DUH�LQFOXGHG�DV�D�UHFHLSW�LQ�WKH

FDOFXODWLRQ�RI�WD[DEOH�LQFRPH�IRU�WKH�KROGHU���7KH�KROGHU�FRQWLQXHV�WR�KROG�DQ

DVVHW��DOWKRXJK�ZLWK�GLIIHUHQW�ULJKWV���7KH�WD[�YDOXH�RI�WKDW�¶UHPDLQLQJ�DVVHW·�DW

WKH�WLPH�RI�GLVSRVDO�LV�WKH�WD[�YDOXH�DV�LI�LW�ZHUH�WKH�RQO\�DVVHW�WKDW�KDG�EHHQ

RULJLQDOO\�DFTXLUHG���7KXV��WKH�EDODQFLQJ�DGMXVWPHQW�RQ�GLVSRVDO�LV�WKH

GLIIHUHQFH�EHWZHHQ�WKH�VDOH�SURFHHGV����������DQG�WKH�UHGXFWLRQ�LQ�WD[�YDOXH�RI

WKH�UHPDLQLQJ�DVVHW�DW�WKH�WLPH�RI�GLVSRVDO����������ZKLFK�LV�WKH�SUHVHQW�YDOXH

RI�WKH�WKUHH�IXWXUH�����UHFHLSWV��GLVFRXQWHG�DW���SHU�FHQW�

7KLV�WD[�YDOXH�LV�HIIHFWLYHO\�D�QHZ�LVVXH�SULFH�IRU�WKH�UHPDLQLQJ�DVVHW��ZKLFK

FRQWLQXHV�WR�KDYH�D�UDWH�RI�UHWXUQ�RI���SHU�FHQW�SHU�DQQXP��EDVHG�RQ�WKH

UHPDLQLQJ�FDVK�IORZV�WR�ZKLFK�WKH�KROGHU�LV�HQWLWOHG���$FFRUGLQJO\��WKH

UHPDLQLQJ�DVVHW�ZRXOG�FRQWLQXH�WR�EH�DFFUXHG�DW���SHU�FHQW�SHU�DQQXP����,I

WKH�¶UHPDLQLQJ�DVVHW·�ZHUH�D�UHDOLVDWLRQ�DVVHW��D�EDODQFLQJ�DGMXVWPHQW�ZRXOG

DJDLQ�RFFXU�DW�WKH�WLPH�RI�SDUW�GLVSRVDO��DQG�UHDOLVDWLRQ�ZRXOG�DSSO\�WR�WKH

UHPDLQLQJ�DVVHW��

)RU�WKH�DFTXLUHU��WKH�DQQXLW\�FRPSULVLQJ�WKH�ULJKW�WR�WKUHH�DQQXDO�����UHFHLSWV

LV�WUHDWHG�DV�WKH�DFTXLVLWLRQ�RI�D�QHZ�DVVHW�IRU��������

)RU�$%&�/WG��WKH�WD[�YDOXH�WDEOH�ERWK�EHIRUH�DQG�DIWHU�SDUWLDO�GLVSRVDO�ZRXOG

EH�
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Example 9.2 Disposal of some coupons from a fixed rate bond (cont)

Period ending Opening tax value
$

Receipts

$

Payments

$

Closing tax value
$

Gain/loss

$

30/06/2002 0 0 1,000.00 1,060.00 60.00

30/06/2003 1,060.00 60.00 0 1,060.00 60.00

01/07/2003 1,060.00 143.25(b) 0 919.81(c) 3.06

30/06/2004 919.81 0 0 975.00 55.19(d)

30/06/2005 975.00 30.00 0 1,001.70 56.70

30/06/2006 1,001.70 1,060.00 0 0 58.30

(a) $30 x (1.04-1 + 1.04-2 + 1.04-3) = $83.25.
(b) $60 + $83.25 = $143.25
(c) The tax value at 1 July 2003 immediately prior to disposal = $1,000 (= $1,060 - $60 coupon).  In this situation, the

tax value at 1 July 2003 immediately after disposal can be calculated as: $1,000 - $30 x (1.06-1 + 1.06-2 + 1.06-3) =
$1,000 - $80.19 = $919.81.

(d) The net gain for the 2004 income year would be $3.06 + $55.19 = $58.25.

In-substance assignment and in-substance defeasance

8QGHU�H[LVWLQJ�ODZ��WKH�WUHDWPHQW�RI�LQ�VXEVWDQFH�DVVLJQPHQWV�DQG�GHIHDVDQFHV

LV�XQFHUWDLQ�

$Q�LQ�VXEVWDQFH�DVVLJQPHQW�RI�FDVK�IORZV�LV�RQH�ZKHUH�WKH�DVVLJQRU�UHFHLYHV

IURP�D�WKLUG�SDUW\�DQ�DPRXQW��DSSUR[LPDWLQJ�WKH�QHW�SUHVHQW�YDOXH�RI�WKH�FDVK

IORZV��LQ�UHWXUQ�IRU�WKH�DVVLJQRU�DJUHHLQJ�WR�SD\�WR�WKH�WKLUG�SDUW\�DPRXQWV

HTXDO�WR�WKH�FDVK�IORZV���7KH�DVVLJQRU·V�REOLJDWLRQV�WR�WKH�WKLUG�SDUW\�RIIVHW�LWV

ULJKWV�WR�WKH�FDVK�IORZV���/HJDOO\��WKH�DVVLJQRU·V�ULJKWV�LQ�UHODWLRQ�WR�WKH�FDVK

IORZV�UHPDLQ�

Figure 9.1 In-substance defeasance

Company A
(Lender)

Third Party
(Assumer)

Company B
(Borrower)

Yr 5: 100

Yr 2: 63.55Yr 1: 100

$Q�LQ�VXEVWDQFH�GHIHDVDQFH�RI�D�OLDELOLW\�LV�RQH�ZKHUH�D�GHEWRU�SD\V�D�WKLUG

SDUW\�DVVXPHU�DQ�DPRXQW��DSSUR[LPDWLQJ�WKH�QHW�SUHVHQW�YDOXH�RI�WKH�GHEW��LQ

UHWXUQ�IRU�WKH�WKLUG�SDUW\�DJUHHLQJ�WR�PHHW�VRPH�RU�DOO�RI�WKH�GHEWRU·V�SD\PHQW

REOLJDWLRQV���)LJXUH�����LOOXVWUDWHV�VXFK�DQ�DUUDQJHPHQW���7KH�DVVXPHU�PD\
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DJUHH�WR�SD\�WR�WKH�FUHGLWRU�WKH�DPRXQW�RI�WKH�RXWVWDQGLQJ�OLDELOLW\��RU�WKH

SD\PHQW�PD\�EH�WR�WKH�GHEWRU����7KH�VDPH�UHVXOW�FRXOG�EH�DFKLHYHG�E\�WKH

GHEWRU�DFTXLULQJ�VHFXULWLHV��WKH�WHUPV�RI�ZKLFK�PDWFK�LWV�REOLJDWLRQV�XQGHU�WKH

OLDELOLW\����7KH�ULJKWV�WKDW�WKH�GHEWRU�DFTXLUHV�RIIVHW�LWV�REOLJDWLRQV�RQ�WKH

OLDELOLW\���/HJDOO\��WKH�GHEWRU·V�REOLJDWLRQV�WR�WKH�FUHGLWRU�UHPDLQ�

([DPSOH�����VKRZV�WKH�SURSRVHG�WUHDWPHQW�RI�DQ�LQ�VXEVWDQFH�GHIHDVDQFH�

Example 9.3 In-substance defeasance

&RPSDQ\�%�ERUURZV�������IURP�&RPSDQ\�$���7KH�ORDQ�FDUULHV�D�FRXSRQ�RI

����SHU�\HDU��UHIOHFWLQJ����SHU�FHQW�LQWHUHVW�UDWHV��DQG�LV�UHSD\DEOH�LQ�ILYH�\HDUV·

WLPH���$W�WKH�VWDUW�RI�\HDU����&RPSDQ\�%�SD\V�D�WKLUG�SDUW\��WKH�LQ�VXEVWDQFH

DVVXPHU����������LQ�UHWXUQ�IRU�DQ�XQGHUWDNLQJ�WKDW�WKH�WKLUG�SDUW\�ZLOO�SD\

&RPSDQ\�$������LQ�IRXU�\HDUV·�WLPH��LQWHUHVW�UDWHV�KDYLQJ�ULVHQ�WR����SHU�FHQW�

/HJDOO\�&RPSDQ\�%�KDV�DQ�REOLJDWLRQ�WR�&RPSDQ\�$�WR�UHSD\�WKH�IXOO������EXW

HFRQRPLFDOO\�WKDW�REOLJDWLRQ�LV�DVVXPHG�E\�WKH�WKLUG�SDUW\���/HJDOO\�DQG

HFRQRPLFDOO\��WKH�REOLJDWLRQ�WR�UHSD\�LQWHUHVW�RQ�WKH�ORDQ�UHPDLQV�ZLWK

&RPSDQ\�%�

8QGHU�WKH�UHFRPPHQGHG�DSSURDFK��WKH�LQ�VXEVWDQFH�GHIHDVDQFH�FUHDWHV�IRU

&RPSDQ\�%�D�QHZ�DVVHW��DQ�LQ�VXEVWDQFH�DVVLJQPHQW�ZRXOG�FUHDWH�D�QHZ

OLDELOLW\��ZKLFK�LV�VXEMHFW�WR�WKH�DFFUXDO�UXOHV�²�DQG�WKXV�PD\�EH�YLHZHG�DV

DIIHFWLQJ�WKH�WD[�YDOXHV�RI�WKH�RULJLQDO�OLDELOLW\��RU�DVVHW���UHVXOWLQJ�LQ�WKH�WD[

YDOXH�RI�WKH�¶UHPDLQLQJ�OLDELOLW\·���)RU�WKH�FXUUHQW�H[DPSOH��WKH�WD[�YDOXHV�XQGHU

VXFK�DQ�DSSURDFK�ZRXOG�EH�

Original liability

Date Opening
tax value

$

Receipts

$

Payments

$

Closing
tax value

$

Gain/loss

$

01/07/2000 100

30/06/2001 10 -100 -10

01/07/2001 -100

30/06/2002 10 -100 -10

01/07/2002 -100

30/06/2003 10 -100 -10

01/07/2003 -100

30/06/2004 10 -100 -10

01/07/2004 -100

30/06/2005 110 0 -10
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Example 9.3 In-substance defeasance (cont)

7KH�JDLQ�FDXVHG�E\�WKH�FKDQJH�LQ�LQWHUHVW�UDWHV�LV�EURXJKW�WR�DFFRXQW�DV�D

EDODQFLQJ�DGMXVWPHQW�LQ�WKH�\HDU�RI�WKH�GHIHDVDQFH���7KH�GHIHDVDQFH�FRVW�������

EHFDXVH�LQWHUHVW�UDWHV�KDG�ULVHQ�WR����SHU�FHQW���%XW��DW�WKH�RULJLQDO����SHU�FHQW

LQWHUHVW�UDWH��WKH�UHGXFWLRQ�LQ�WD[�YDOXH�RI�WKH�OLDELOLW\�WR�&RPSDQ\�%�LV��������

7KH�EDODQFLQJ�DGMXVWPHQW�IRU�&RPSDQ\�%�LV�WKHUHIRUH��������UHIOHFWLQJ�WKH

H[FHVV�RI�WKH�UHGXFWLRQ�LQ�WD[�YDOXH�RI�WKH�OLDELOLW\�RYHU�WKH�DPRXQW�WKDW

&RPSDQ\�%�SDLG�WKH�DVVXPHU�WR�UHPRYH�WKDW�OLDELOLW\��

$IWHU�WKH�GHIHDVDQFH��&RPSDQ\�%�IDFHV��LQ�HFRQRPLF�WHUPV��IRXU�IXWXUH

SD\PHQWV�RI�������7KH�WD[�YDOXH�RI�WKLV�¶UHPDLQLQJ�OLDELOLW\·�LV���������FDOFXODWHG

DV�WKH������WD[�YDOXH�RI�WKH�RULJLQDO�OLDELOLW\�DW�WKDW�WLPH�OHVV�WKH��������HIIHFW�RI

WKH�GHIHDVDQFH�

7KH�WD[�YDOXH�RI�WKLV�¶UHPDLQLQJ�OLDELOLW\·�FKDQJHV�SHULRG�E\�SHULRG�RQ�WKH�EDVLV

RI�WKH�RULJLQDO����SHU�FHQW�UDWH�

Remaining liability

Period Opening
tax value

$

Receipts

$

Payments

$

Closing
tax value

$

Gain/loss

$

1 0 100.00 10.00 -100.00 -10.00

defeasance -100.00 63.55 -31.70 4.75

2 -31.70 10.00 -24.87 -3.17

3 -24.87 10.00 -17.36 -2.49

4 -17.36 10.00 -9.09 -1.73

5 -9.09 10.00 0 -0.91

$V�D�UHVXOW�RI�WKH�GHIHDVDQFH��WKH�DVVXPHU�LV�VXEMHFW�WR�D�OLDELOLW\�XQGHU�ZKLFK

SD\PHQW�RI������LQ�IRXU�\HDUV�LV�UHTXLUHG���7KH�RULJLQDO�WD[�YDOXH�IRU�WKLV

OLDELOLW\�LV�WKH�SD\PHQW�RI��������UHFHLYHG�E\�WKH�DVVXPHU�WR�WDNH�RQ�WKH�����

REOLJDWLRQ���7KH�OLDELOLW\�ZRXOG�EH�DFFUXHG�DW����SHU�FHQW�
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Responding to synthetic arrangements

Recommendation

9.9 Synthetic arrangements

Wash sales and straddles

�D� 7KDW�WKH�ODZ�FODULI\�WKDW�OHJDO�GLVSRVDOV�DULVLQJ�RXW�RI�ZDVK�VDOHV

DQG�VWUDGGOHV��ZKHUH�WKH�GRPLQDQW�SXUSRVH�LV�WR�REWDLQ�D�WD[

EHQHILW��DUH�VXEMHFW�WR�WKH�JHQHUDO�DQWL�DYRLGDQFH�UXOH�

‘Certain’ synthetic arrangements exceeding one year

�E� 7KDW�ZKHUH�D�WD[SD\HU�KROGV�DQ�DVVHW�RU�OLDELOLW\�WKDW�LV�WD[HG�RQ�D

UHDOLVDWLRQ�EDVLV�DQG�HQWHUV�LQWR�DQ�DUUDQJHPHQW�WKDW�HIIHFWLYHO\

FRQYHUWV�DQ�XQFHUWDLQ�UHWXUQ�LQWR�D�FHUWDLQ�UHWXUQ�IRU�PRUH�WKDQ�D

FRQWLQXRXV�WZHOYH�PRQWK�SHULRG�

�L� WKH�DVVHW�RU�OLDELOLW\�EH�GHHPHG�IRU�WD[�SXUSRVHV�WR�KDYH�EHHQ

LPPHGLDWHO\�GLVSRVHG�RI�DQG�UH�DFTXLUHG�IRU�LWV�PDUNHW�YDOXH�

DQG

�LL� WKH�¶FHUWDLQ·�IXWXUH�UHWXUQ�EH�DFFUXHG�IRU�WD[�SXUSRVHV�

A tax policy perspective on synthetic arrangements

%XVLQHVV�WD[DWLRQ�VLPXOWDQHRXVO\�LPSRVHV�WD[�RQ�ULVN�IUHH�UHWXUQV�UHFHLYHG�IRU

SDWLHQFH�LQ�LQYHVWPHQW�DQG�RQ�WKH�SUHPLXPV�IRU�EHDULQJ�ULVN���7KH�WD[DWLRQ�RI

ERWK�IRUPV�RI�UHWXUQV�LV�XVXDOO\�GHDOW�ZLWK�RQ�DQ�LQVWUXPHQW�E\�LQVWUXPHQW�RU

WUDQVDFWLRQ�E\�WUDQVDFWLRQ�EDVLV���7KDW�LV�WKH�JHQHUDO�DSSURDFK�WDNHQ�E\�WKH

5HYLHZ�LQ�LWV�UHFRPPHQGDWLRQV�IRU�WKH�WD[DWLRQ�RI�ILQDQFLDO�DVVHWV�DQG

OLDELOLWLHV�

,Q�UHODWLRQ�WR�WKH�WD[DWLRQ�RI�ULVN��WKHUH�LV�FRQVLGHUDEOH�VFRSH�IRU�WD[�DUELWUDJH

IRU�WZR�EDVLF�UHDVRQV�

� ILUVW��ULVN�LV�LWVHOI�D�SRUWIROLR�SURSHUW\��LQ�WKH�VHQVH�WKDW�PDUNHWV�FRPSHQVDWH

KROGHUV�RQO\�IRU�WKHLU�XQGLYHUVLILDEOH�ULVN�³�WKH�ULVN�WKDW�FDQQRW�EH

UHPRYHG�E\�ZLGHQLQJ�WKH�KROGHU·V�SRUWIROLR�RI�DVVHWV�DQG�OLDELOLWLHV��DW�WKH

H[WUHPH�ZLGHQHG�WR�WKH�¶PDUNHW·�SRUWIROLR��ZKLFK�HIIHFWLYHO\�UHSUHVHQWV

QDWLRQDO�ZHDOWK���DQG

� VHFRQG��EHFDXVH�RI�IXQGDPHQWDO�SULFLQJ�UHODWLRQVKLSV�EHWZHHQ�WKH�EDVLF

ILQDQFLDO�EXLOGLQJ�EORFNV�RI�DVVHWV��GHULYDWLYHV�RQ�WKRVH�DVVHWV�DQG�ULVN�IUHH

GHEW��SRUWIROLRV�KDYLQJ�WKH�VDPH�ULVN�DQG�UHWXUQ�FDQ�RIWHQ�EH�FRQVWUXFWHG

�RU�DJJUHJDWHG�RU�V\QWKHVLVHG��IURP�LQGLYLGXDO�DVVHWV�LQ�GLIIHUHQW�ZD\V�
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8QOHVV�DOO�LQVWUXPHQWV�RU�WUDQVDFWLRQV�ZHUH�WR�EH�WD[HG�RQ�WKH�VDPH�EDVLV��IRU

H[DPSOH��HLWKHU�PDUN�WR�PDUNHW�RU�UHDOLVDWLRQ�RU�DFFUXDOV���WKHVH�SRUWIROLRV�PD\

KDYH�GLIIHUHQW�DIWHU�WD[�UHWXUQV�ZKLOH�JHQHUDWLQJ�WKH�VDPH�EHIRUH�WD[�\LHOGV���,Q

WKH�SUHVHQFH�RI�WKH�GHEW�HTXLW\�ERXQGDU\�OLQH�DV�ZHOO�DV�WKH�DOWHUQDWLYH�WD[

YDOXDWLRQ�EDVHV�RI�PDUNHW�YDOXH��DFFUXDOV�RU�UHDOLVDWLRQ��WD[DWLRQ�RI�SRUWIROLRV

FDUU\LQJ�ULVN�HQWDLOV�DFFHQWXDWHG�SUREOHPV�RI�WD[�DUELWUDJH�WKURXJK�WKH

FRQVWUXFWLRQ�RI�V\QWKHWLF�SRUWIROLRV��RU�FRPELQDWLRQV�RI�VHOHFWHG�LQVWUXPHQWV��

,Q�SDUWLFXODU��FRPELQDWLRQV�RI�ULVN\�DVVHWV�PD\�FRUUHVSRQG�WR�D�ULVN�IUHH

SRUWIROLR��DV�LQ�SHUIHFW�KHGJLQJ���HTXLYDOHQWO\��D�ULVN�IUHH�SRVLWLRQ�ZKLFK�ZRXOG

MXVWLI\�DFFUXDOV�EDVHG�GHEW�WUHDWPHQW�PD\�EH�DEOH�WR�EH�GHFRPSRVHG�LQWR

LQGLYLGXDO�DVVHWV�HOLJLEOH�IRU�UHDOLVDWLRQ�EDVHG�HTXLW\�WUHDWPHQW�

Practical considerations in relation to tax arbitrage

,Q�SUDFWLFH��WD[�V\VWHPV�DURXQG�WKH�ZRUOG�KDYH�IDFHG�JUHDW�SUDFWLFDO�GLIILFXOWLHV

LQ�DGGUHVVLQJ��YLD�WD[DWLRQ�LPSRVHG�DW�WKH�LQGLYLGXDO�DVVHW�OHYHO��WKH�WD[DWLRQ

FRQVHTXHQFHV�RI�SRUWIROLR�OHYHO�ULVN���7KRVH�GLIILFXOWLHV�KDYH�EHHQ�PDQLIHVWHG�

RQ�WKH�RQH�KDQG��LQ�FDOOV�IRU�D�PRUH�QHXWUDO�WUHDWPHQW�RI�KHGJLQJ��VHH

GLVFXVVLRQ�IROORZLQJ�5HFRPPHQGDWLRQ������DQG��RQ�WKH�RWKHU�KDQG��E\�WKH

VFRSH�IRU�WD[�DUELWUDJH�LQKHUHQW�LQ�WKH�XVH�RI�V\QWKHWLF�SRUWIROLRV��DV�GLVFXVVHG

KHUH�

7KH�QHHG�WR�PLQLPLVH�WD[�DYRLGDQFH�DVVRFLDWHG�ZLWK�V\QWKHWLF�DUUDQJHPHQWV

ZDV�FDQYDVVHG�LQ�$�3ODWIRUP�IRU�&RQVXOWDWLRQ��&KDSWHU����SDJHV����������

7KURXJK�WKH�GHYHORSPHQW�RI�LQQRYDWLYH�ZD\V�RI�GHDOLQJ�LQ�ULVN��ILQDQFLDO

HQJLQHHULQJ�KDV�HQKDQFHG�WKH�RSSRUWXQLWLHV�IRU�WD[�GHIHUUDO�DQG�WD[�DUELWUDJH�

� :DVK�VDOHV�LQYROYH�OHJDOO\�GLVSRVLQJ�RI�DQG�UHDFTXLULQJ�DQ�DVVHW�LQ�RUGHU�WR

EULQJ�IRUZDUG�D�WD[�ORVV���%HIRUH�DQG�DIWHU�VXFK�DQ�DUUDQJHPHQW��WKH

HFRQRPLF�SRVLWLRQ�RI�WKH�WD[SD\HU�LV�VLPLODU�

� 6WUDGGOHV�LQYROYH�KROGLQJ�ERWK�DQ�DVVHW�DQG�D�OLDELOLW\�ZKRVH�YDOXHV�RIIVHW

HDFK�RWKHU���7KH�LQVWUXPHQW�WKDW�KDV�GHFUHDVHG�LQ�YDOXH�LV�WKHQ�GLVSRVHG�RI�

ZKLOH�WKH�LQVWUXPHQW�WKDW�KDV�LQFUHDVHG�LQ�YDOXH�LV�UHWDLQHG�XQWLO�D�IXWXUH

LQFRPH�SHULRG���:LWKRXW�VWUDGGOH�UXOHV��WKH�WD[SD\HU�ZRXOG�KDYH�DFFHVV�WR

GHGXFWLRQV�IRU�WD[�ORVVHV�ZKLOH�GHIHUULQJ�WKH�WD[�OLDELOLWLHV�IURP�WKH

LQVWUXPHQW�WKDW�KDV�LQFUHDVHG�LQ�YDOXH���6XFK�SUDFWLFHV�ZRXOG�UHVXOW�LQ�WD[

VXEVLGLVHG�ULVN�IUHH�UHWXUQV�

� 6\QWKHWLF�GLVSRVDO�LQYROYHV�WUDQVIHUULQJ�RU�VHOOLQJ�HFRQRPLF�EHQHILWV�DVVRFLDWHG

ZLWK�DQ�DVVHW��RU�WKH�REOLJDWLRQV�DVVRFLDWHG�ZLWK�D�OLDELOLW\���ZKLOH�QRW

EULQJLQJ�WR�WD[�DQ�XQUHDOLVHG�EXW�ORFNHG�LQ�SURILW�EHFDXVH�OHJDO�RZQHUVKLS�RI

WKH�DVVHW�RU�OLDELOLW\�LV�UHWDLQHG���5HFRPPHQGDWLRQ�����GHDOV�ZLWK�V\QWKHWLF

GLVSRVDOV�ZKHQ�DOO�UHODWHG�WUDQVDFWLRQV�DUH�NQRZQ���$V�QRWHG�DOVR��DSSDUHQWO\

XQUHODWHG�WUDQVDFWLRQV��ZKHQ�YLHZHG�FROOHFWLYHO\��FDQ�SURGXFH�D�FHUWDLQ

UHWXUQ�HYHQ�WKRXJK�WKH�UHWXUQV�RQ�WKH�LQGLYLGXDO�WUDQVDFWLRQV�DUH�XQFHUWDLQ

DQG�ZRXOG�DWWUDFW�UHDOLVDWLRQ�WD[�WUHDWPHQW��IRU�H[DPSOH��ZKHUH�D�SHUVRQ

RZQV�D�VKDUH�DQG�EX\V�DQ�RSWLRQ�WR�VHOO�WKDW�VKDUH�DW�D�SUH�GHWHUPLQHG
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IXWXUH�GDWH�DQG�SULFH�DQG�VLPXOWDQHRXVO\�VHOOV�DQ�RSWLRQ�WR�EX\�WKH�VDPH

VKDUH�DW�WKDW�GDWH�DQG�SULFH��

7KH�FRVW�WR�WKH�UHYHQXH�IURP�QRW�LQWURGXFLQJ�WD[�UXOHV�WR�FRSH�ZLWK�V\QWKHWLF

DUUDQJHPHQWV�LV�GLIILFXOW�WR�HVWLPDWH���6SHFLILF�DQWL�DYRLGDQFH�UXOHV�IRU�ZDVK

VDOHV��VWUDGGOHV�DQG�V\QWKHWLF�GLVSRVDO�KDYH�EHHQ�LQWURGXFHG�LQ�WKH�8QLWHG

6WDWHV���2Q�EDODQFH��WKH�5HYLHZ�FRQVLGHUV�WKDW�VRPH�WDUJHWHG�PHDVXUHV�DUH�DQ

DSSURSULDWH�UHVSRQVH��ZLWK�WKHLU�HIIHFWLYHQHVV�DQG�VFRSH�WR�EH�PRQLWRUHG

UHJXODUO\�

Synthetic arrangements: purpose versus effect

,W�ZDV�QRWHG�LQ�$�3ODWIRUP�IRU�&RQVXOWDWLRQ��&KDSWHU����SDJH������WKDW�DQ�LVVXH�IRU

FRQVLGHUDWLRQ�LV�ZKHWKHU�WDUJHWHG�UXOHV�IRU�ZDVK�VDOHV��VWUDGGOHV�DQG�V\QWKHWLF

GLVSRVDOV�VKRXOG�EH�EDVHG�RQ�WKH�¶HIIHFW·�RI�WKH�DUUDQJHPHQW�RU�LWV�¶SXUSRVH·�

7KH�5HYLHZ�KDV�FRQFOXGHG�WKDW�WKH�H[LVWLQJ�GRPLQDQW�SXUSRVH�WHVW�LQ�WKH

JHQHUDO�DQWL�DYRLGDQFH�UXOH�³�5HFRPPHQWDWLRQ�����³�SURYLGHV�VXIILFLHQW

VFRSH�WR�GHDO�ZLWK�WD[�DYRLGDQFH�DFWLYLW\�

Wash sales and straddles

7DNLQJ�WKHVH�FRQVLGHUDWLRQV�LQWR�DFFRXQW��WKH�5HYLHZ�SURSRVHV�WKDW�WKH�ODZ

PDNH�FOHDU�WKDW�OHJDO�GLVSRVDOV�DULVLQJ�RXW�RI�ZDVK�VDOHV�DQG�VWUDGGOHV�³�ZKHUH

WKH�GRPLQDQW�SXUSRVH�LV�WR�REWDLQ�D�WD[�EHQHILW�³�ZLOO�DWWUDFW�WKH�JHQHUDO

DQWL�DYRLGDQFH�UXOH�

‘Certain’ synthetic arrangements exceeding one year

)RU�V\QWKHWLF�GLVSRVDO��RU�PRUH�JHQHUDOO\�V\QWKHWLF�DUUDQJHPHQWV�WKDW�SURGXFH

¶FHUWDLQ·�RXWFRPHV��WKH�JHQHUDO�DQWL�DYRLGDQFH�UXOH�RQ�LWV�RZQ�LV�XQOLNHO\�WR�EH

HIIHFWLYH�EHFDXVH�LW�LV�PRUH�GLIILFXOW�WR�GLIIHUHQWLDWH�WKRVH�DUUDQJHPHQWV�WKDW

KDYH�D�FRPPHUFLDO�SXUSRVH�IURP�WKRVH�WKDW�KDYH�D�WD[�DYRLGDQFH�SXUSRVH�

7KH�5HYLHZ·V�DSSURDFK�WR�¶FHUWDLQ·�V\QWKHWLF�DUUDQJHPHQWV��WKHUHIRUH��VWULNHV�D

EDODQFH�EHWZHHQ�FRPSHWLQJ�REMHFWLYHV���6HWWLQJ�WKH�VSHFLILF�HFRQRPLF�GLVSRVDO

UXOH�WR�FRYHU�GLVSRVDOV�EH\RQG�WZHOYH�PRQWKV�ZLOO�PLQLPLVH�FRPSOLDQFH�FRVWV

DQG�DOORZ�WKH�YDVW�EXON�RI�QRQ�WD[�GULYHQ�FRPPHUFLDO�KHGJLQJ�DFWLYLWLHV�WR

SURFHHG���$W�WKH�VDPH�WLPH��WKDW�UXOH�ZLOO�UHGXFH��WR�D�PD[LPXP�RI�RQH

ILQDQFLDO�\HDU��WKH�RSSRUWXQLW\�IRU�WD[�GHIHUUDO�WKURXJK�V\QWKHWLF�DUUDQJHPHQWV�

6\QWKHWLF�DUUDQJHPHQWV�EH\RQG�RQH�\HDU��WKDW�SURGXFH�FHUWDLQ�UHWXUQV�ZLOO�EH

VXEMHFW�WR�DFFUXDOV�WUHDWPHQW�
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An equitable transition to the new
regime

Recommendation
9.10 New financial arrangements

7KDW�WKH�QHZ�WD[�UXOHV�IRU�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�DSSO\�WR�DOO

ILQDQFLDO�DVVHWV�ILUVW�KHOG�DQG�OLDELOLWLHV�LVVXHG�E\�WKH�WD[SD\HU�DIWHU

FRPPHQFHPHQW�RI�WKH�QHZ�UXOHV�

Recommendation

9.11 Existing financial arrangements

Exclusions from new regime

�D� 7KDW��VXEMHFW�WR�SDUDJUDSK��E���ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�KHOG

RU�LVVXHG�E\�D�WD[SD\HU�EHIRUH�WKH�FRPPHQFHPHQW�RI�WKH�QHZ�UXOHV

EH�VXEMHFW�WR�WKH�H[LVWLQJ�ODZ�

Election to include in new regime

�E� 7KDW�WD[SD\HUV�EH�DEOH�WR�HOHFW�DW�WKH�WLPH�RI�FRPPHQFHPHQW�RI

WKH�QHZ�UXOHV�WR�KDYH�WKH�QHZ�UXOHV�IRU�WKH�FDOFXODWLRQ�RI�WD[�YDOXHV

DSSO\�WR�DOO�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�KHOG�EHIRUH�WKDW�WLPH�

Calculation of transitional balancing adjustment upon such
election

�F� 7KDW�IRU�WD[SD\HUV�VR�HOHFWLQJ��D�WUDQVLWLRQDO�EDODQFLQJ�DGMXVWPHQW

IRU�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�KHOG�EHIRUH�WKH�FRPPHQFHPHQW

RI�WKH�QHZ�UXOHV�EH�FDOFXODWHG�DV�IROORZV�

�L� ZKHUH�VXEMHFW�WR�PDUN�WR�PDUNHW�WUHDWPHQW�XQGHU�WKH�QHZ

UXOHV�³�WKH�WUDQVLWLRQDO�EDODQFLQJ�DGMXVWPHQW�HTXDO�WKH

DPRXQW�WKDW�ZRXOG�KDYH�EHHQ�UHFRJQLVHG�IRU�WD[�SXUSRVHV�LI

WKH�WD[SD\HU�GLVSRVHG�RI�DQG�UHDFTXLUHG�WKRVH�ILQDQFLDO

DVVHWV�DQG�OLDELOLWLHV�DW�WKH�FRPPHQFHPHQW�RI�WKH�QHZ�UXOHV�

DQG

�LL� ZKHUH�VXEMHFW�WR�DFFUXDOV�WUHDWPHQW�XQGHU�WKH�QHZ�UXOHV�³

WKH�WUDQVLWLRQDO�EDODQFLQJ�DGMXVWPHQW�HTXDO�WKH�GLIIHUHQFH

EHWZHHQ�

� WKHLU�WD[�YDOXHV�XQGHU�WKH�ROG�UXOHV�DW�WKH

FRPPHQFHPHQW�RI�WKH�QHZ�UXOHV��DQG
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� WKH�WD[�YDOXHV�WKDW�ZRXOG�KDYH�DFFUXHG�DW

FRPPHQFHPHQW�KDG�WKH�QHZ�UXOHV�DSSOLHG�DW�DOO�WLPHV�

Spreading the transitional balancing adjustment

�G� 7KDW�UHFRJQLWLRQ�IRU�WD[�SXUSRVHV�RI�WUDQVLWLRQDO�EDODQFLQJ

DGMXVWPHQWV�XQGHU�WKLV�HOHFWLRQ�EH�VSUHDG�RYHU�WKH�IRXU�\HDUV�IURP

FRPPHQFHPHQW�RI�WKH�QHZ�UXOHV�

Recommendation
9.12 Material alterations

Effect of material alteration to existing arrangements

�D� 7KDW�D�PDWHULDO�DOWHUDWLRQ��DIWHU�FRPPHQFHPHQW�RI�WKH�QHZ�WD[

UXOHV��RI�D�ILQDQFLDO�DVVHW�RU�OLDELOLW\�WKDW�LV�KHOG�EHIRUH�WKDW�WLPH

KDYH�WKH�HIIHFW�RI�VXEMHFWLQJ�WKH�WUDQVDFWLRQ�WR�WKH�QHZ�UXOHV�IURP

WKH�WLPH�WKDW�WKH�PDWHULDO�DOWHUDWLRQ�RFFXUV�

Transitional spreading for material alteration

�E� 7KDW�ZKHUH�

� D�PDWHULDO�DOWHUDWLRQ�RFFXUV�XQGHU�SDUDJUDSK��D��ZLWKLQ

IRXU�\HDUV�DIWHU�WKH�FRPPHQFHPHQW�RI�WKH�QHZ�WD[�UXOHV��DQG

� WKH�WD[SD\HU�KDV�QRW�H[HUFLVHG�WKH�HOHFWLRQ�XQGHU

5HFRPPHQGDWLRQ������E��

JDLQV�DQG�ORVVHV�RQ�WKH�PDWHULDO�DOWHUDWLRQ�EH�VSUHDG�RYHU�WKH

UHPDLQGHU�RI�WKDW�IRXU�\HDU�SHULRG�

*HQHUDOO\�QHZ�WD[�ODZV�VKRXOG�DSSO\�RQ�D�SURVSHFWLYH�EDVLV���7KH�QHZ�UHJLPH

IRU�ILQDQFLDO�DUUDQJHPHQWV�ZLOO��WKHUHIRUH��QRW�DSSO\�WR�WUDQVDFWLRQV�XQGHUWDNHQ

EHIRUH�WKH�FRPPHQFHPHQW�GDWH��XQOHVV�WKH�WD[SD\HU�VR�HOHFWV�DW�WKH�WLPH�RI

FRPPHQFHPHQW�RI�WKH�QHZ�UXOHV�

Election

'LVWLQJXLVKLQJ�EHWZHHQ�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�KHOG�EHIRUH�WKH

FRPPHQFHPHQW�RI�WKH�QHZ�UXOHV�DQG�WKRVH�DFTXLUHG�DIWHU�WKDW�WLPH�FRXOG�DGG

VLJQLILFDQWO\�WR�D�WD[SD\HU·V�FRVW�RI�FRPSOLDQFH���%\�DSSO\LQJ�WKH�QHZ�UXOHV�WR

DOO�WUDQVDFWLRQV��WKH�DGGLWLRQDO�FRPSOLDQFH�FRVWV�ZRXOG�EH�DYRLGHG�

1RWZLWKVWDQGLQJ�VXFK�FRPSOLDQFH�FRVW�DGYDQWDJHV�WR�VRPH�WD[SD\HUV��WKH

PDQGDWRU\�DSSOLFDWLRQ�RI�WKH�QHZ�UXOHV�WR�H[LVWLQJ�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV

RI�DOO�WD[SD\HUV�PD\�GLVDGYDQWDJH�WKRVH�WD[SD\HUV�IRU�ZKRP�WKH�FRPSOLDQFH
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FRVW�VDYLQJV�PD\�QRW�EH�LPSRUWDQW���7KH�HOHFWLYH�EDVLV�RI�DSSO\LQJ�WKH�QHZ

UXOHV�ZLOO�RYHUFRPH�WKLV�SUREOHP�

7R�DYRLG�XQGXH�UHGXFWLRQV�LQ�WD[�UHYHQXH�FDXVHG�E\�WD[SD\HUV�HOHFWLQJ�WR�DSSO\

WKH�QHZ�UXOHV�WR�WUDQVDFWLRQV�SURGXFLQJ�D�IDYRXUDEOH�RXWFRPH�IRU�WKH�WD[SD\HU�

WKH�HOHFWLRQ�ZLOO�DSSO\�RQO\�RQ�WKH�EDVLV�WKDW�DOO�H[LVWLQJ�ILQDQFLDO�DVVHWV�DQG

OLDELOLWLHV�KHOG�RU�LVVXHG�E\�D�WD[SD\HU�DUH�EURXJKW�ZLWKLQ�WKH�QHZ�UXOHV�

Transitional balancing adjustment

%ULQJLQJ�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�KHOG�SULRU�WR�WKH�FRPPHQFHPHQW�RI�WKH

QHZ�UXOHV�LQWR�WKRVH�QHZ�UXOHV�ZLOO�UHVXOW�LQ�D�EDODQFLQJ�DGMXVWPHQW�

� )RU�DQ\�VXFK�ILQDQFLDO�DVVHW�RU�OLDELOLW\�VXEMHFW�WR�PDUN�WR�PDUNHW�WUHDWPHQW

XQGHU�WKH�QHZ�UXOHV��WKH�WUDQVLWLRQDO�EDODQFLQJ�DGMXVWPHQW�LV�HTXDO�WR�WKH

DPRXQW�WKDW�ZRXOG�EH�UHFRJQLVHG�IRU�WD[�SXUSRVHV�LI�WKH�WD[SD\HU�GLVSRVHG

RI�DQG�UHDFTXLUHG�WKRVH�ILQDQFLDO�DVVHWV�DQG�OLDELOLWLHV�DW�WKH�WLPH�RI

FRPPHQFHPHQW�RI�WKH�QHZ�UXOHV�

� )RU�DQ\�VXFK�ILQDQFLDO�DVVHW�RU�OLDELOLW\�ZKLFK�LV�VXEMHFW�WR�DFFUXDOV�WUHDWPHQW

XQGHU�WKH�QHZ�UXOHV��WKH�EDODQFLQJ�DGMXVWPHQW�HTXDOV�WKH�GLIIHUHQFH�ZKHQ

WKH�QHZ�UXOHV�FRPPHQFH�EHWZHHQ�WKH�WD[�YDOXH�RI�WKH�ILQDQFLDO�DVVHW�RU

OLDELOLW\�XQGHU�WKH�ROG�UXOHV�DQG�WKH�WD[�YDOXH�RI�WKH�DVVHW�RU�OLDELOLW\�KDG�WKH

QHZ�DFFUXDOV�UXOHV�DSSOLHG�DW�DOO�WLPHV�

7KH�JDLQV�RU�ORVVHV�UHVXOWLQJ�IURP�WKH�WUDQVLWLRQDO�EDODQFLQJ�DGMXVWPHQW�XQGHU

5HFRPPHQGDWLRQ������F��PD\�EH�VXEVWDQWLDO���7R�VPRRWK�WKH�WUDQVLWLRQDO

HIIHFWV�RQ�WD[SD\HUV�DQG�WKH�UHYHQXH��LW�LV�DSSURSULDWH�WR�VSUHDG�WKH�JDLQ�RU�ORVV

RYHU�IRXU�\HDUV�

Material alteration

$�PDWHULDO�DOWHUDWLRQ��DIWHU�WKH�FRPPHQFHPHQW�RI�WKH�QHZ�WD[�UXOHV��RI�D

ILQDQFLDO�DVVHW�RU�OLDELOLW\�WKDW�LV�KHOG�SULRU�WR�WKDW�WLPH�ZLOO�KDYH�WKH�HIIHFW�RI

VXEMHFWLQJ�WKH�WUDQVDFWLRQ�WR�WKH�QHZ�UXOHV�IURP�WKH�WLPH�WKDW�WKH�PDWHULDO

DOWHUDWLRQ�RFFXUUHG���7KLV�LV�EHFDXVH�D�PDWHULDO�DOWHUDWLRQ�LQ�VXEVWDQFH�JLYHV�ULVH

WR�D�QHZ�WUDQVDFWLRQ�

:KHUH�D�PDWHULDO�DOWHUDWLRQ�WDNHV�SODFH�ZLWKLQ�WKH�IRXU�\HDU�SHULRG�WKDW�EHJLQV

ZLWK�WKH�FRPPHQFHPHQW�RI�WKH�QHZ�UXOHV��WKH�UHFRJQLWLRQ�RI�DQ\�JDLQV�RU

ORVVHV�LQ�UHODWLRQ�WR�WKDW�PDWHULDO�DOWHUDWLRQ�ZLOO�EH�VSUHDG�RYHU�WKH�UHPDLQLQJ

SDUW�RI�WKDW�IRXU�\HDU�SHULRG���:LWKRXW�PDQGDWRU\�VSUHDGLQJ�RI�VXFK�JDLQV�DQG

ORVVHV��WKHUH�ZRXOG�EH�LQFUHDVHG�LQFHQWLYH�WR�DUUDQJH�PDWHULDO�DOWHUDWLRQV�RI

WKRVH�ILQDQFLDO�DUUDQJHPHQWV�H[LVWLQJ�DW�WKH�FRPPHQFHPHQW�RI�WKH�QHZ�UXOHV

RQ�ZKLFK�WKHUH�ZHUH�XQUHDOLVHG�ORVVHV���7KLV�ZRXOG�HIIHFWLYHO\�SURYLGH�DFFHVV

WR�XQUHDOLVHG�ORVVHV�WR�UHGXFH�WD[�SD\DEOH�ZKLOH�XQUHDOLVHG�JDLQV�ZRXOG�UHPDLQ

XQWD[HG�XQWLO�UHDOLVDWLRQ�




