
Business Model Test  

The Company determines its business model at the level that best reflects how it manages a group of 

financial assets to achieve its business objective.  

The Company’s business model is not assessed on instrument to instrument basis, but at a higher level of 

aggregated portfolios and is based on observable factors such as:  

 How the performance of the business model and the financial assets held within that business 

model are evaluated and reported to the Company’s key management personnel;  

 The risks that affect the performance of the business model (and the financial assets held within 

that business model) and, in particular, the way in which those risks are managed.  

At initial recognition of a financial asset, the Company determines whether newly recognised financial 

assets are part of an existing business model or whether they reflect a new business model. 

Solely Payments of Principal and Interest (“SPPI”) on the principal amount outstanding  

The Company assesses the contractual terms of financial assets to identify whether they meet the SPPI 

test.  

‘Principal’ for the purpose of this test is defined as the fair value of the financial asset at initial recognition 

and may change over the life of the financial asset (for example, if there are repayments of principal or 

amortization of the premium/discount)  

The most significant elements of interest within a lending arrangement are typically the consideration for 

the time value of money and credit risk. To make the SPPI assessment, the Company applies judgement 

and considers relevant factors. 

Contractual terms that introduce exposure to risks or volatility in the contractual cash flows that are 

unrelated to a basic lending arrangement, such as exposure to changes in equity prices or commodity 

prices, do not give rise to contractual cash flows that are SPPI. 

Evaluation of Business Model 

Classification and measurement of financial instruments depends on the results of the solely payments of 

principal and interest on the principal amount outstanding (“SPPI”) and the business model test. The 

Company determines the business model at a level that reflects how the Company’s financial instruments 

are managed together to achieve a particular business objective.  

The Company monitors financial assets measured at amortised cost or fair value through other 

comprehensive income that are derecognised prior to their maturity to understand the reason for their 

disposal and whether the reasons are consistent with the objective of the business for which the asset 

was held. Monitoring is part of the Company’s continuous assessment of whether the business model for 

which the remaining financial assets are held continues to be appropriate and if it is not appropriate 

whether there has been a change in business model and so a prospective change to the classification of 

those instruments. 


