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(Issued December 2007)

Document Reference and Title Instructions Explanations
VOLUME i
Contents of Volume Il Insert the revised pages i and Revised contents
ii. Discard the replaced pages pages
i and ii.

The amendments to the following Standards, Basis for Conclusions and Implementation
Guidance are set out in the Appendix of the Standards that created these amendments. The
Institute has taken this opportunity to update the amendments in the relevant affected Standards,
Basis for Conclusions and Implementation Guidance, for greater clarity.

PREFACE AND FRAMEWORK

Preface to Hong Kong Financial Reporting Insert the revised pages 2 and Amendments due to

Standards 9. Discard the replaced page - HKAS 1 (Revised)
2

Framework for the Preparation and Insert the revised pages 1 and Amendments due to

Presentation of Financial Statements 21. Discard the replaced page - HKAS 1 (Revised)
1

HONG KONG ACCOUNTING STANDARDS (HKAS)

HKAS 1 Insert the revised pages 3-4, Amendments due to
Presentation of Financial Statements 14, 16, 16A, 17, 19-20, 22-23, - HKAS1

27, 27A, 45-47, 55, 55A- 55D, Amendment

63 and 63A-63C. Discard the Capital Disclosures

replaced pages 3-4, 14, 16, - HKAS 19

17, 19-20, 22-23, 27, 45-47, Amendment

55, 63 and 65-67 - HKFRS5

- HKFRS 7

HKAS 1 Amendment Discard the existing Effects are already

Capital Disclosures Amendment shown above


http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/contentpage.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/preface.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/preface.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/framework.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/framework.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas01.pdf

HKAS 2 Inventories Insert the revised pages 2, 13 Amendments due to
and 13A. Discard the replaced - HKFRS 8
pages 2 and 13

HKAS 7 Cash Flow Statements Insert the revised pages 2 and Amendments due to
20. Discard the replaced page - HKFRS 8
2 - HKAS 23 (Revised)
- HKAS 1 (Revised)
HKAS 8 Accounting Policies, Changes Insert the revised pages 3, Amendments due to
in Accounting Estimates and Errors 17-30, 30A, 37A and 43A. - HKAS 23 (Revised)
Discard the replaced pages 3 - HKAS 1 (Revised)
and 17-30
HKAS 10 Events after the Balance Insert the revised pages 2,8, Amendments due to
Sheet Date 11-12, 12A and 13A. Discard - HKFRS5
the replaced pages 2, 8 and - HKAS 1 (Revised)
11-12
HKAS 11 Construction Contracts Insert the revised pages 2 and Amendments due to
13A. Discard the replaced - HKAS 23 (Revised)
page 2 - HKAS 1 (Revised)
HKAS 12 Income Taxes Insert the revised pages 3 and Amendments due to
54-57. Discard the replaced - HKAS 1 (Revised)
page 3
HKAS 14 Segment Reporting Insert the revised pages 2, Amendments due to
8-9, 11, 14 and 25. Discard - HKFRS 7
the replaced pages 2, 8-9, 11 - HKAS 1 (Revised)
and 14
HKAS 16 Property, Plant and Insert the revised pages 3-5, Amendments due to
Equipment 14-15, 17,19, 19A, 21-35and - HKFRS 2
35A-35B. Discard the - HKFRS 3
replaced pages 3-5, 14-15, - HKFRS5
17,19, 19A and 21-35 - HKFRS 6

- HKAS 23 (Revised)
- HKAS 1 (Revised)

HKAS 17 Leases Insert the revised pages 7-12 Amendments due to
and 15 and discard the - HKFRS7
replaced pages 7-12 and 15
HKAS 19 Employee Benefits Insert the revised pages 2-3. Amendments due to
(Standard) 3A, 10-11,11A, 15-16, 23-27, - HKAS 19
30-31, 31A-31B, 36, 39-42, Amendment
42A-42B, 43-48 and 50-54. - HKFRS 8
Discard the replaced pages - HKAS 1 (Revised)

2-3, 10-11, 15-16, 23-27,
30-31, 36 and 39-48


http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas02.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas07.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas08.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas08.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas10.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas10.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas11.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas12.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas14.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas16.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas16.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas17.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas19.pdf

HKAS 19 Employee Benefits
(Basis for Conclusions)

HKAS 19 Amendment

Actuarial Gains and Losses, Group
Plans and Disclosures

HKAS 20 Accounting for Government

Grants and Disclosure of Government
Assistance

HKAS 21 The Effects of Changes in
Foreign Exchange Rates

HKAS 21 Amendment
Net Investment in a Foreign Operation

HKAS 23 (Revised) Borrowing Costs

HKAS 24 Related Party Disclosures

HKS 27 Consolidated and Separate
Financial Statements

HKAS 28 Investments in Associates

Insert the revised pages 1-5,
5A-5C, 15, 15A-15D, 25, 25A
and 26-28. Discard the
replaced pages 1-5,15 and
25-27

Discard the existing
Amendment

Insert the revised pages 2 and
7A. Discard the replaced page
2

Insert the revised pages 3, 7,
10, 15, 18-21, 21A-21C, 22
and 26-30. Discard the
replaced pages 3, 7, 10, 15,
18-22 and 26-27

Discard the existing
Amendment

Insert the revised pages 9-10
and 18-20. Discard the
replaced pages 9-10 and
18-20

Insert the revised pages 2, 7,
8 and 8A. Discard the
replaced pages 2, 7, and 8

Insert the revised pages 2-3,
6, 9-12, 12A-12B and 16A.
Discard the replaced pages
2-3, 6 and 9-12

Insert the revised pages 2, 4,
6-11, 11A, 13, 13A-13B and
16. Discard the replaced
pages 2, 4, 6-11, 13 and 16

Effects are already
shown above

Amendments due to
HKAS 1 (Revised)

Amendments due to

- HKAS 21
Amendment

- HKAS 1 (Revised)

Effects are already
shown above

Amendments due to

- Update of Appendix
as amendments
contained in the
Appendix when this
Standard was
issued have been
incorporated into
the relevant
Standards

Amendments due to

-  HKAS 19
Amendment

- HKAS 1 (Revised)

Amendments due to

- Companies
(Amendment)
Ordinance 2005

- HKFRS 8

- HKAS 1 (Revised)

Amendments due to

- HKFRS 3

- HKFRS5

- HKAS 1 (Revised)


http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas19.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas20.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas20.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas20.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas21.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas21.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas23revised.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas24.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas27.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas27.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas28.pdf

HKAS 29 Financial Reporting in
Hyperinflationary Economies

HKAS 30 Disclosures in the Financial
Statements of Banks and Similar
Financial Institutions

HKAS 31 Interests in Joint Ventures

HKAS 32 Financial Instruments:
Presentation

HKAS 33 Earnings Per Share

HKAS 34 Interim Financial Reporting

HKAS 36 Impairment of Assets

HKAS 37 Provisions, Contingent
Liabilities and Contingent Assets

Insert the revised pages 2 and
12-14. Discard the replaced

pages 2 and 12-13

Discard the existing HKAS 30

Insert the revised page 12.
Discard the replaced page 12

Insert the revised pages 1-8,
8A, 9, 16-31, 31A, 33-34, 37,
42-44, 50-53, 55, 55A and
76A. Discard the replaced
pages 1-9, 16-31, 33-34, 37,

42-44, 50-53 and 55

Insert the revised pages 3, 8,
12-15, 17, 24, 24A-24B, 28,
33-34 and 39. Discard the
replaced pages 3, 8, 12-15,
17, 24, 28, 33-34 and 39

Insert the revised pages 2,

and 19-22. Discard the
replaced page 2

Insert the revised pages 4,
45-50, 51A-51B, 54, 116,
116A, 117 and 147A. Discard
the replaced pages 4, 45-50,

54 and 116-117

Insert the revised pages 3, 22
and 27. Discard the replaced

pages 3 and 22

Amendments due to

HKAS 1 (Revised)

Amendments due to

HKAS 30 has been
superseded by
HKFRS 7 for annual
periods beginning
on or after 1
January 2007

Amendments due to

Update of Appendix
as amendments
contained in the
Appendix when this
Standard was
issued have been
incorporated into
the relevant
Standards

Amendments due to

HKAS 39 and
HKFRS 4
Amendments
HKFRS 2

HKFRS 3

HKFRS 4

HKFRS 7

HKAS 1 (Revised)

Amendments due to

HKFRS 2
HKFRS 3
HKFRS 7
HKFRS 8
HKAS 1 (Revised)

Amendments due to

HKFRS 8
HKAS 1 (Revised)

Amendments due to

HKFRS 8
HKAS 1 (Revised)

Amendments due to

HKAS 39 and
HKFRS 4
Amendments
HKAS 1 (Revised)


http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas29.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas29.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas31.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas32.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas32.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas33.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas34.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas36.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas37.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas37.pdf

HKAS 38 Intangible Assets

HKAS 39 Financial Instruments:
Recognition and Measurement

HKAS 39 Financial Instruments:

Recognition and Measurement

(Implementation Guidance)

HKAS 39 Amendment

Transition and Initial Recognition of
Financial Assets and Financial Liabilities

HKAS 39 Amendment

Cash Flow Hedge Accounting of Forecast

Intragroup Transactions

HKAS 39 Amendment
The Fair Value Option

Insert the revised pages 4, 9,
33 and 33A. Discard the
replaced pages 4, 9 and 33

Insert the revised pages
2-13A, 21-23A, 28, 34-34D,
36-39, 41-45, 59-63, 64A-67,
74-88, 90-92, 101-106,
144-145 and 147A-147C

Discard the replaced pages
2-13, 21-23, 28, 34, 34A,
36-39, 41-45, 59-63, 65-67,
74-88, 90-92, 101-106 and
144-145

Insert the revised pages 4-5,
10, 77, 99 and 179-185
Discard the replaced pages
4-5,10, 77,99 and 179

Discard the existing
Amendment

Discard the existing
Amendment

Discard the existing
Amendment

Amendments due to

HKFRS 6
HKAS 23 (Revised)
HKAS 1 (Revised)

Amendments due to

HKAS 39
Amendment
Transition and Initial
Recognition of
Financial Assets
and Financial
Liabilities

HKAS 39
Amendment

Cash Flow Hedge
Accounting of
Forecast Intragroup
Transactions
HKAS 39
Amendment

The Fair Value
Option

HKAS 39 & HKFRS
4 Amendments
Financial
Instruments:
Recognition and
Measurement and
Insurance
Contracts —
Financial Guarantee
Contracts

HKFRS 2

HKFRS 3

HKFRS 4

HKFRS 7
HK(IFRIC)-Int 5
HKAS 1 (Revised)

Effects are already
shown above

Effects are already
shown above

Effects are already
shown above


http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas38.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39amendment_fv.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39amendment_fv.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39hkfrs4amendment.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39hkfrs4amendment.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39hkfrs4amendment.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39hkfrs4amendment.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39hkfrs4amendment.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39hkfrs4amendment.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39hkfrs4amendment.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39hkfrs4amendment.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39.pdf

HKAS 39 & HKFRS 4 Amendments
Financial Instruments: Recognition and
Measurement and Insurance Contracts —
Financial Guarantee Contracts

HKAS 40 Investment Property

HKAS 41 Agriculture
(Standard)

HKAS 41 Agriculture
(Basis for Conclusions)

Discard the existing
Amendment

Insert the revised pages 2,

16A, 20-34. Discard the

replaced pages 2 and 20-33

Insert the revised pages 2 and
16A. Discard the replaced

page 2

Insert the revised pages 2 and
14-15. Discard the replaced

pages 2 and 14-15

HONG KONG FINANCIAL REPORTING STANDARDS (HKFRS)

HKFRS 1 First-time Adoption of Hong
Kong Financial Reporting Standards

HKFRSs 1 & 6 Amendments
First-time Adoption of Hong Kong
Financial Reporting Standards and
Exploration for and Evaluation of

Mineral Resources

HKFRS 2 Share-based Payment

(Standard)

HKFRS 2 Share-based Payment
(Implementation Guidance)

HKFRS 3 Business Combinations

Insert the revised pages 3,
6-8, 13-16, 25-26, 26A-26D,

28, 46, 50A-50B, 52, 59,

74-75 and 82-85. Discard the
replaced pages 3, 6-8, 13-16,
25-26, 28, 46, 52, 59 and

74-75

Discard the existing
Amendment

Insert the revised pages

32-40. Discard the replaced

pages 32-40

Insert the revised pages 2 and
31. Discard the replaced page

2

Insert the revised pages 10,

13, 24, 26-27 and 36-55.

Discard the replaced pages
10, 13, 24, 26-27 and 36-55

Vi

Effects are already
shown above

Amendments due to

- HKAS 1 (Revised)

- IASB Editorial
corrections (13
March 2007)

Amendments due to
- HKFRS7
- HKAS 1 (Revised)

Amendments due to

- HKFRS 8

- HK(FRIC)-Int 12
HKAS 23 (Revised)
- HKAS 1 (Revised)

Amendments already
reflected in above

Amendments due to
- HKAS 1 (Revised)

Amendments due to

- Companies
(Amendment)
Ordinance 2005


http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas40.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas41.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas41.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkfrs1.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkfrs1.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkfrs2.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkfrs2.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs3.pdf

HKFRS 4 Insurance Contracts
(Standard)

HKFRS 4 Insurance Contracts
(Basis for Conclusions)

HKFRS 4 Insurance Contracts
(Implementation Guidance)

HKFRS 5 Non-current Assets Held for
Sale and Discontinued Operations
(Standard)

HKFRS 5 Non-current Assets Held for
Sale and Discontinued Operations
(Basis for Conclusions)

HKFRS 5 Non-current Assets Held for
Sale and Discontinued Operations
(Implementation Guidance)

HKFRS 6 Exploration for and Evaluation
of Mineral Resources
(Standard)

HKFRS 6 Exploration for and Evaluation
of Mineral Resources
(Basis for Conclusions)

HKFRS 7 Financial Instruments:
Disclosures
(Standard)

HKFRS 7 Financial Instruments:
Disclosures
(Basis for Conclusions)

Insert the revised pages 3,
6-7, 14-16, 16A, 17, 22-24,
27-35 and 37. Discard the
replaced pages 3, 6-7, 14-17,
22-24 and 27-35

Insert the revised pages 3,
18-21, 54, 54A-54B, 55-56
and 64. Discard the replaced
pages 3, 18-21 and 54-56

Insert the revised pages 3,
6-8 and 39-40. Discard the
replaced pages 3 and 6-8

Insert the revised pages 2,
17-27 and 29-30. Discard the
replaced pages 2 and 17-27

Insert the revised pages 2 and
21. Discard the replaced page
2

Insert the revised pages 2 and
14. Discard the replaced page
2

Insert the revised pages 2, 6,
10 and 12. Discard the
replaced pages 2, 6 and 10

Insert the revised pages 1, 11
and 13. Discard the replaced
pages 1 and 11

Insert the revised pages 3, 6,
18, 26-31 and 33-34. Discard
the replaced pages 3, 6, 18
and 26-31

Insert the revised pages 3 and
20-23. Discard the replaced
pages 3 and 20-22

Vii

Amendments due to

HKAS 39 and
HKFRS 4
Amendments
HKFRS 7

HKFRS 8

HKAS 1 (Revised)

Amendments due to

HKFRS 8
HKAS 1 (Revised)

Amendments due to

HKFRS 1 and 6
Amendments
HKFRS 8

HKAS 1 (Revised)

Amendments due to

HKAS 39 and
HKFRS 4
Amendments
HKFRS 8

HKAS 1 (Revised)


http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs4.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs4.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs4.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs5.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs5.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs5.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs5.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs5.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs5.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs6.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs6.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs6.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs6.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs7.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs7.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs7.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs7.pdf

HKFRS 7 Financial Instruments:
Disclosures
(Implementation Guidance)

HKFRS 8 Operating Segments
(Standard)

HKFRS 8 Operating Segments
(Basis for Conclusions)

HKFRS 8 Operating Segments
(Implementation Guidance)

Insert the revised pages 2 and
15-17. Discard the replaced
pages 2 and 15-16

Insert the revised pages 2 and Amendments due to
16-20. Discard the replaced - HKAS 1 (Revised)
pages 2 and 16-19

Insert the revised pages
32-33. Discard the replaced
pages 32-33

Insert the revised page 8.
Discard the replaced page 8

viii


http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs7.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs7.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs8.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs8.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs8.pdf
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MEMBERS' HANDBOOK
CONTENTS OF VOLUME I

(Updated to December 2007)

Issue/(Review
date)
PREFACE AND FRAMEWORK
PREFACE Preface to Hong Kong Financial Reporting Standards ..........cccccceeeeeevinvvnnee. 10/06(12/07)

FRAMEWORK Framework for the Preparation and Presentation of Financial Statements..  9/04(12/07)

HONG KONG ACCOUNTING STANDARDS (HKAS)

HKAS 1 Presentation of Financial Statements .........ccccoecvvviieeieeee i 11/05(12/07)
HKAS 1 Presentation of Financial Statements ..........ccccocvvenieeiiiieniee e 12/07
Revised
HKAS 2 INVENTOIES ...ttt ettt e et e e st e e e st e e e e bbe e e e s nnbeeeeea 3/04(12/07)
HKAS 7 Cash FIOW StatEMENES ......cceiiiiieeiiiiiee ettt 12/04(12/07)
HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors............. 9/04(12/07)
HKAS 10 Events after the Balance Sheet Date ........cccccovvviiiiiieiieee e 3/04(12/07)
HKAS 11 CoNStruCtion CONLFACES........icceveieeieeee e e s e e e e e e e s s e e e e e e s s e e e e e e e e ennnees 12/04(12/07)
HKAS 12 INCOMIE TAXES ...eveeeeeieeeieiiitr ettt e e e e e e st e e e e e e s e e e e e e e e s e e et e e e s e annrnnneeas 11/04(12/07)
HKAS 14 SegMENt REPOIING «.vveeeiaieeiiiiiiieiie e e ettt e ettt e e e e s e e e e e e e e aanees 11/04(12/07)
HKAS 16 Property, Plant and EQUIDMENE .........ccuviiiiiee e e e 11/05(12/07)
HKAS 17 LB e eeeeeeeeeeee ettt nnnnn e 12/04(12/07)
HKAS 18 REVENUE ...ttt et 11/04
HKAS 19 EMPIOYEE BENETILS ..oooiiiiiii e 12/04(12/07)
HKAS 20 Accounting for Government Grants and Disclosure of Government

ASSISTANCE ..oeiiiiiiit ettt e e e e e e e e e e e anaee s 12/04(12/07)
HKAS 21 The Effects of Changes in Foreign Exchange RatesS..........cccoeevvvvveeeeeeniennns 3/04(12/07)
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Appendix

PREFACE TO HONG KONG FINANCIAL REPORTING STANDARDS

Amendments resulting from other HKFRSs

The following sets out amendments required for this Preface resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will
be incorporated into the text of this Preface and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December 2007)
- effective for annual periods beginning on or after 1 January 2009

Paragraphs 10, 15and 18 are amended as follows:

10

15.

18

A complete set of financial statements includes a batanee-sheet statement of

financial position, ar—ircome—statement a statement of comprehensive
|ncome a statement shemng—a%her—a# of changes |n equny er—ehanges—m

wsfﬁbuﬁens—t&emmefs a S_talem_em_o_t cash flows stafemen% and accountlnq
policies and explanatory notes. When a separate income statement is
presented in accordance with HKAS 1 Presentation of Financial Statements

(as revised in 2007), it is part of that complete set. In the interest ...

Entities shall apply interpretations if their financial statements are described
as being prepared in accordance with HKFRSs (see paragraph 16 of HKAS 1
Presentation of Financial Statements (as revised in 2007)).

HKAS 1 (as revised in 2007) includes the following requirement:

An entity whose financial statements comply with HKFRSs shall make an explicit and
unreserved statement of such compliance in the notes. An entity shall not describe
Ffinancial statements shall-ret-be-deseribed as complying with HKFRSs unless they
comply with all the requirements of HKFRSs.

This requirement extends to HKFRSs currently in issue.

9 PREFACE (Revised December 2007)



Framework (Revised September2004December 2007)

FRAMEWORK FOR THE PREPARATION AND
PRESENTATION OF FINANCIAL STATEMENTS

(Issued June 1997; revised May 2003, and-September 2004 (name change)_.and December 2007)

Introduction

Purpose and status

1.

This Framework sets out the concepts that underlie the preparation and presentation of
financial statements for external users. The purpose of the Framework is to:

@ assist the Council of the Hong Kong Institute of Certified Public Accountants
(HKICPA) (formerly known as Hong Kong Society of Accountants (HKSA)) (hereafter
referred to as "Council”) in the development of future Statements of Standard
Accounting Practice and Accounting Guidelines and in its review of existing
Statements of Standard Accounting Practice and Accounting Guidelines;

(b) [Not used]
(©) [Not used]

(d) assist preparers of financial statements in applying Statements of Standard Accounting
Practice and Accounting Guidelines and in dealing with topics that have yet to form the
subject of a Statement of Standard Accounting Practice or an Accounting Guideling;

(e) assist auditors in forming an opinion as to whether financial statements conform with
Statements of Standard Accounting Practice;

()] assist users of financial statements in interpreting the information contained in financial
statements prepared in conformity with Statements of Standard Accounting Practice
and Accounting Guidelines; and

(9) provide those who are interested in the work of Council with information about its
approach to the formulation of Statements of Standard Accounting Practice and
Accounting Guidelines.

This Framework is not a Statement of Standard Accounting Practice or an Accounting
Guideline and hence does not define standards for any particular measurement or disclosure
issue. Nothing in this Framework overrides any specific Statement of Standard Accounting
Practice or Guideline.

Council recognises that in a limited number of cases there may be a conflict between the
Framework and a Statement of Standard Accounting Practice or Guideline. In those cases
where there is a conflict, the requirements of the Statement of Standard Accounting Practice or
Guideline prevail over those of the Framework. As, however, Council will be guided by the
Framework in the development of future Statements or Guidelines and in its review of existing
Statements or Guidelines, the number of cases of conflict between the Framework and
Statements of Standard Accounting Practice and Accounting Guidelines will diminish through
time.

The Framework will be revised from time to time on the basis of Council's experience of
working with it.



Framework (December 2007)
APPENDIX B

Amendments resulting from other HKFRSs
The following sets out amendments required for this Framework resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated

into the text of this Framework and this appendix will be deleted. In the amended paragraphs shown
below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December 2007) -
effective for annual periods beginning on or after 1 January 2009

Rubric preceding the “Introduction’ section is added as follows:

The Framework has not been amended to reflect the changes made by HKAS 1 Presentation of
Financial Statements (as revised in 2007).

21



HKAS 1 (Mareh-2004December 2007)

Income Statement
Profit or Loss for the Period
Information to be Presented on the Face of the Income Statement

Information to be Presented either on the Face of the Income
Statement or in the Notes

Statement of Changesin Equity
Cash Flow Statement
Notes
Structure
Disclosure of Accounting Policies
Key Sources of Estimation Uncertainty
Capital
Other Disclosures
EFFECTIVE DATE
WITHDRAWAL OF OTHER PRONOUNCEMENTS
APPENDI X:
Comparison with International Accounting Standards
Notes on Legal Requirementsin Hong Kong
Amendmentsto Other Pronouncements
BASISFOR CONCLUSIONS
DISSENTING OPINION
IMPLEMENTATION GUIDANCE

EXAMPLE - DISCLOSURE OF PROPOSED DIVIDEND

Hong Kong Accounting Standard 1 Presentation of Financial
Satements (HKAS 1) is set out in paragraphs 1-128 and the
Appendix. All the paragraphs have equal authority. HKAS 1
should be read in the context of its abjective and the Basis for
Conclusions, the Preface to Hong Kong Financial Reporting
Sandards and the Framework for the Preparation and
Presentation of Financial Satements. HKAS 8 Accounting
Poalicies, Changesin Accounting Estimates and Errors provides a
basis for selecting and applying accounting policies in the absence
of explicit guidance.

78-95
78-80
81-85

86-95

96-101

102
103-126
103-107
108-115
116-124
124A-124C
125-126
127-127A

128



HKAS 1 (Mareh-2004December 2007)

Hong Kong Accounting Standard 1

Presentation of Financial Statements

Objective

1

The aobjective of this Standard is to prescribe the basis for presentation of general
purpose financial statements, to ensure comparability both with the entity’ s financial
statements of previous periods and with the financial statements of other entities. To
achieve this objective, this Standard sets out overall requirements for the presentation
of financial statements, guidelinesfor their structure and minimum requirements for
their content. The recognition, measurement and disclosure of specific transactions
and other events are dealt with in other Standards and in Interpretations.

Scope

2.

This Standard shall be applied to all general purpose financial statements prepared
and presented in accordance with Hong Kong Financial Reporting Standards
(HKFRSs).

General purpose financial statements are those intended to meet the needs of users
who are not in aposition to demand reports tailored to meet their particular
information needs . General purpose financia statementsinclude those that are
presented separately or within another public document such as an annual report or a
prospectus. This Standard does not apply to the structure and content of condensed
interim financial statements prepared in accordance with HKAS 34 Interim Financial
Reporting. However, paragraphs 13-41 apply to such financia statements. This
Standard applies equally to al entities and whether or not they need to prepare
consolidated financial statements or separate financia statements, as defined in
HKAS 27 Consolidated and Separate Financial Satements.

This Standard uses terminology that is suitable for profit-oriented entities, including
public sector business entities. Entities with not-for-profit activitiesin the private
sector, public sector or government seeking to apply this Standard may need to amend
the descriptions used for particular lineitemsin thefinancia statements and for the
financial statements themselves.

Similarly, entities that do not have equity as defined in HKAS 32 Financial
Instruments: Disclosure and Presentation (eg some mutual funds) and entities whose
share capital is not equity (eg some co-operative entities) may need to adapt the
presentation in the financial statements of members' or unitholders’ interests.

" An example of tailored reports are those accounts prepared by certain private companies taking
advantage of the exemptions granted by Section 141D of the Companies Ordinance.

? Effective for annual periods beginning on or after 1 January 2007.



55.

56.

HKAS 1 (Mareh-2004December 2007)

In applying paragraph 51, an entity is permitted to present some of its assets and
liabilities using a current/non-current classification and othersin order of liquidity
when this provides information that is reliable and is more relevant. The need for a
mixed basis of presentation might arise when an entity has diverse operations.

Information about expected dates of realisation of assets and liabilitiesis useful in
assessing the liquidity and solvency of an entity. HKAS32 HKFRS 7 Financial
Instruments: Disclosure requires disclosure of the maturity dates of financial assets
and financia liabilities. Financial assets include trade and other receivables, and
financial liabilitiesinclude trade and other payables. Information on the expected date
of recovery and settlement of non-monetary assets and liabilities such asinventories
and provisionsis aso useful, whether or not assets and liabilities are classified as
current or non-current. For example, an entity discloses the amount of inventories that
are expected to be recovered more than twelve months after the balance sheet date.

Current Assets

57.

58.

59.

An asset shall be classified as current when it satisfies any of the following criteria:

)] itisexpectedto berealisedin, or isintended for sale or consumption in, the
entity’s normal operating cycle;

(b) itisheld primarily for the purpose of being traded;

(© it is expected to be realised within twelve months after the balance sheet
date; or

(d) itiscash or a cash equivalent (as defined in HKAS 7 Cash Flow
Statementg) unlessit isrestricted from being exchanged or used to settlea
liability for at least twelve months after the balance sheet date.

All other assets shall be classified as non-current.

This Standard uses the term ‘ non-current’ to include tangible, intangible and financial
assets of along-term nature. It does not prohibit the use of aternative descriptions as
long as the meaning is clear.

The operating cycle of an entity is the time between the acquisition of assetsfor
processing and their realisation in cash or cash equivalents. When the entity’ s normal
operating cycleis not clearly identifiable, its duration is assumed to be twelve months.
Current assetsinclude assets (such asinventories and trade receivables) that are sold,
consumed or realised as part of the normal operating cycle even when they are not
expected to be realised within twelve months after the balance sheet date. Current
assets also include assets held primarily for the purpose of being traded (financial
assets within this category are classified as held for trading in accordance with HKAS
39 Financial Instruments: Recognition and Measurement) and the current portion of
non-current financial assets.

Current Liabilities

60.

A liability shall be classified as current when it satisfies any of the following
criteria:

)] it is expected to be settled in the entity’ s normal operating cycle;

(b) itisheld primarily for the purpose of being traded;

" Effective for annual periods beginning on or after 1 January 2007.

14



67.

HKAS 1 (Mareh-2004December 2007)

In respect of loans classified as current liabilities, if the following events occur
between the balance sheet date and the date the financial statements are authorised for
issue, those events qualify for disclosure as non-adjusting events in accordance with

HKAS 10 Events after the Balance Sheet Date:

@ refinancing on along-term basis;

(b) rectification of abreach of along-term loan agreement; and

(© the receipt from the lender of a period of grace to rectify abreach of a

long-term loan agreement ending at |east twel ve months after the balance
sheet date.

I nformation to be Presented on the Face of the Balance Sheet

68.

As aminimum, the face of the balance sheet shall include lineitemsthat present

the following amountsto the extent that they are not presented in accordance with
paragraph 68A:

@ property, plant and equipment;

(b) investment property;

(© intangible assets;

(d) financial assets (excluding amounts shown under (), (h) and (i));

(e investments accounted for using the equity method,;

()] biological assets;

(9 inventories,

(h) trade and other receivables;

(1) cash and cash equivalents,

() trade and other payables;

(K) provisions;

() financial liabilities (excluding amounts shown under (j) and (k));

(m) liabilities and assets for current tax, as defined in HKAS 12 | ncome T axes;
(n) deferred tax liabilities and deferred tax assets, as defined in HKAS 12;
(0 minority interest, presented within equity; and

(9)] issued capital and reserves attributable to equity holders of the parent.

16



HKAS 1 (December 2007)

68A. Theface of the balance sheet shall also include line items that present the
following amounts:

(@) the total of assets classified as held for sale and assetsincluded in disposal
agroups classified as held for sale in accordance with HKERS 5

Non-current Assets Held for Sale and Discontinued Operations. and

(b) liabilities included in disposal groups classified as held for salein
accordance with HKERS 5.

69. Additional lineitems, headings and subtotals shall be presented on the face of the
balance sheet when such presentation isrelevant to an understanding of the
entity’ sfinancial position.

16A



HKAS 1 (Mareh-2004December 2007)

70. When an entity presents current and non-current assets, and current and
non-current liabilities, as separate classifications on the face of its balance sheet, it
shall not classify deferred tax assets (liabilities) as current assets (liabilities).

71. This Standard does not prescribe the order or format in which items are to be
presented. Paragraph 68 ssimply provides alist of items that are sufficiently different
in nature or function to warrant separate presentation on the face of the balance sheet.
In addition:

@ line items are included when the size, nature or function of an item or
aggregation of similar items is such that separate presentation is relevant to
an understanding of the entity’ s financia position; and

(b the descriptions used and the ordering of items or aggregation of similar
items may be amended according to the nature of the entity and its
transactions, to provide information that is relevant to an understanding of the
entity’ sfinancia position. For example, abark-financial institution may
amends the above descriptions to provide information that is relevant to the

operations of afinancial institution apply-the-mere-spectiecrequirements+i-
HKAS30.

72. The judgement on whether additional items are presented separately is based on an
assessment of:

@ the nature and liquidity of assets;
(b) the function of assets within the entity; and
(© the amounts, nature and timing of liabilities.

73. The use of different measurement bases for different classes of assets suggests that
their nature or function differs and, therefore, that they should be presented as
separate line items. For example, different classes of property, plant and equipment
can be carried at cost or revalued amountsin accordance with HKAS 16 Property,
Plant and Equipment.

Information to be Presented either on the Face of the Balance Sheet or in the Notes

74, An entity shall disclose, either on the face of the balance sheet or in the notes,
further subclassifications of the lineitems presented, classified in a manner

appropriate to the entity’ s operations.

75. The detail provided in subclassifications depends on the requirements of HKFRSs
and on the size, nature and function of the amounts involved. The factors set out in
paragraph 72 aso are used to decide the basis of subclassification. The disclosures
vary for each item, for example:

@ items of property, plant and equipment are disaggregated into classesin
accordance with HKAS 16;

(b) receivables are disaggregated into amounts receivable from trade customers,
receivables from related parties, prepayments and other amounts;

(© inventories are subclassified, in accordance with HKAS 2 Inventories, into

classifications such as merchandise, production supplies, materials, work in
progress and finished goods;

17



HKAS 1 (Mareh-2004December 2007)

remeasuring available-for-sale financial assets (see HKAS 39).

Information to be Presented on the Face of the | ncome Statement

81.

82.

83.

85.

As a minimum, the face of the income statement shall include line items that
present the following amounts for the period:

(a) revenue;
(b finance costs;

(© share of the profit or loss of associates and joint ventures accounted for
using the equity method;

ool i o i o . 13X EXpENse’

(e tex-expense—and a single amount comprising the total of (i) the post-tax
profit or loss of discontinued operations and (ii) the post tax gain or 10ss

recognised on the measurement to fair value less costs to sell or on the
disposal of the assets or disposal group(s) constituting the discontinued

operation: and
()] profit or loss.

(d)

Thefollowi n? items shall be disclosed on the face of the income statement as
allocations of profit or lossfor the period:

)] profit or loss attributable to minority interest; and
(b) profit or loss attributable to equity holders of the parent.

Additional lineitems, headings and subtotals shall be presented on the face of the
income statement when such presentation is relevant to an understanding of the
entity’ sfinancial performance.

Because the effects of an entity’ s various activities, transactions and other events
differ in frequency, potential for gain or loss and predictability, disclosing the
components of financial performance assistsin an understanding of the financial
performance achieved and in making projections of future results. Additional line
items are included on the face of the income statement, and the descriptions used and
the ordering of items are amended when thisis necessary to explain the e ements of
financial performance. Factorsto be considered include materiality and the nature and
function of the components of income and expenses. For example, a bark-financial
ingtitution may amends the descriptions to provide information that is relevant to the
operations of afinancial institution.apphy-the-mere-speciiereguirementsH-HKAS30-

Income and expense items are not offset unless the criteriain paragraph 32 are met.

An entity shall not present any items of income and expense as extraordinary items,
either on the face of theincome statement or in the notes.

Information to be Presented either on the Faceof the | ncome Statement or in the Notes

86.

When items of income and expense are material, their nature and amount shall be
disclosed separately.

" Hong Kong incorporated companies are required to disclose turnover for the financial year and the
method by which it isarrived at (HKCO Tenth Sch. para 16). Turnover should consist of revenue
arising from the principal activities of the entity and therefore should not usually include those items of
revenue and gains that arise incidentally.

19



87.

88.

89.

90.

91.

HKAS 1 (Mareh-2004December 2007)

Circumstances that would give rise to the separate disclosure of items of income and
expense include:

@ write-downs of inventories to net realisable value or of property, plant and
equipment to recoverable amount, as well asreversals of such write-downs;

(b) restructurings of the activities of an entity and reversals of any provisions for
the cods of restructuring;

(© disposals of items of property, plant and equipment;
(d) disposals of investments;

(e discontinuged operations;

()] litigation settlements; and

(9 other reversals of provisions.

An entity shall present an analysis of expenses using a classification based on
either the nature of expenses or their function within the entity, whichever provides
information that is reliable and more relevant.

Entities are encouraged to present the analysisin paragraph 88 on the face of the
income statement.

Expenses are subclassified to highlight components of financial performance that may
differ in terms of frequency, potential for gain or loss and predictability. This analysis
is provided in one of two forms.

Thefirst form of analysisisthe nature of expense method. Expenses are aggregated
in the income statement according to their nature (for example, depreciation,
purchases of materials, transport costs, employee benefits and advertising costs), and
are not reallocated among various functions within the entity. This method may be
simple to apply because no allocations of expenses to functional classifications are
necessary. An example of aclassification using the nature of expense method is as
follows:

Revenue X

Other income X

Changesin inventories of finished goods and work in
progress

Raw materials and consumables used

Employee benefits costs

Depreciation and amortisation expense

X X X X X

Other expenses
Tota expenses X)
Profit X
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(© total income and expense for the period (calculated as the sum of (a) and
(b)), showing separately the total amounts attributable to equity holders of
the parent and to minority interest; and

(d) for each component of equity, the effects of changesin accounting policies
and corrections of errorsrecognised in accordance with HKAS 8.

A statement of changesin equity that comprises only these items shall betitled a
statement of recognised income and expense.

An entity shall also present, either on the face of the statement of changesin equity
or in the notes:

)] the amounts of transactions with equity holders acting in their capacity as
equity holders, showing separately distributions to equity holders;

(b the balance of retained earnings (ie accumulated profit or loss) at the
beginning of the period and at the balance sheet date, and the changes
during the period; and

(© areconciliation between the carrying amount of each class of contributed
equity and each reserve at the beginning and the end of the period,
separately disclosing each change.

Changesin an entity’ s equity between two balance sheet dates reflect the increase or
decrease in its net assets during the period. Except for changes resulting from
transactions with equity holders acting in their capacity as equity holders (such as
equity contributions, reacquisitions of the entity’s own equity instruments and
dividends) and transaction costs directly related to such transactions, the overall
change in equity during a period represents the total amount of income and expenses,
including gains and losses, generated by the entity’ s activities during that period
(whether those items of income and expenses are recognised in profit or loss or
directly as changesin equity).

This Standard requires al items of income and expense recognised in a period to be
included in profit or loss unless another Standard or an Interpretation requires
otherwise. Other Standards require some gains and losses (such as revaluation
increases and decreases, particular foreign exchange differences, gains or |osses on
remeasuring available-for-sale financial assets, and related amounts of current tax and
deferred tax) to be recognised directly as changesin equity. Becauseit isimportant to
consider all items of income and expense in assessing changes in an entity’ s financia
position between two bal ance sheet dates, this Standard requires the presentation of a
statement of changesin equity that highlights an entity’s total income and expenses,
including those that are recognised directly in equity.

HKAS 8 requires retrospective adjustments to effect changes in accounting policies,
to the extent practicable, except when the transitional provisionsin another Standard
or an Interpretation require otherwise. HKAS 8 al so requires that restatements to
correct errors are made retrospectively, to the extent practicable. Retrospective
adjustments and retrospective restatements are made to the balance of retained
earnings, except when a Standard or an Interpretation requires retrospective
adjustment of another component of equity. Paragraph 96(d) requires disclosure in the
statement of changesin equity of the total adjustment to each component of equity
resulting, separately, from changes in accounting policies and from corrections of
errors. These adjustments are disclosed for each prior period and the beginning of the
period.
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The requirements in paragraphs 96 and 97 may be met in various ways. One example

isacolumnar format that reconciles the opening and closing balances of each element
within equity. An alternative is to present only the items set out in paragraph 96 in the
statement of changesin equity. Under this approach, the items described in paragraph

97 are shown in the notes.

Cash Flow Statement

102.

Notes

Cash flow information provides users of financial statements with abasisto assess
the ability of the entity to generate cash and cash equivalents and the needs of the
entity to utilise those cash flows. HKAS 7 Cash Flow Satements sets out
requirements for the presentation of the cash flow statement and related disclosures.

Structure

103.

104.

105.

The notes shall:

@ present information about the basis of preparation of the financial
statements and the specific accounting policies used in accordance with
paragraphs 108-115;

(b) disclose the information required by HKFRSs that is not presented on the
face of the balance sheet, income statement, statement of changesin equity
or cash flow statement; and

(© provide additional information that is not presented on the face of the
balance shest, income statement, statement of changesin equity or cash
flow statement, but is relevant to an understanding of any of them.

Notesshall, asfar as practicable, be presented in a systematic manner. Each item
on the face of the balance sheet, income statement, statement of changesin equity
and cash flow statement shall be cross+referenced to any related information in the
notes.

Notes are normally presented in the following order, which assists usersin

understanding the financial statements and comparing them with financia statements
of other entities:

€)] a statement of compliance with HKFRSs (see paragraph 14);

(b) asummary of significant accounting policies applied (see paragraph 108);

(© supporting information for items presented on the face of the balance sheet,
income statement, statement of changes in equity and cash flow statement, in
the order in which each statement and each line item is presented; and

(d) other disclosures, including:

(1) contingent liabilities (see HKAS 37) and unrecognised contractual
commitments; and

(i) non-financial disclosures, eg the entity’ s financial risk management
objectives and palicies (see HKAS32ZHKFRS 7).
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124.  Thedisclosure of some of the key assumptions that would otherwise be required in
accordance with paragraph 116 isrequired by other Standards. For example, HKAS
37 requires disclosure, in specified circumstances, of major assumptions concerning
future events affecting classes of provisions. HKAS 32 requires disclosure of
significant assumptions applied in estimating fair values of financial assets and
financial liabilities that are carried at fair value. HKAS 16 requires disclosure of
significant assumptions applied in estimating fair values of revalued items of property,
plant and equipment.

evaluate the entltv S obl ectives, poli |C|e$ and Droc&ss&sfor manacu nq canltal

124B  To comply with paragraph 124A, the entity discloses the following:

(@ gualitative information about its objectives, policies and processes for
managing capital, including (but not limited to):

adescription of what it manages as capital;

(i) when an entity is subject to externally imposed capital requirements,

the nature of those requirements and how those requirements are
incorporated into the management of capitd; and

b summar uantitative dataabout what it manages as itaI Some entities

of caoltal Other entm% reqard capl tal as excluding some comloonents of B

equity (eg components arising from cash flow hedges).

(c) any changesin (a) and (b) from the previous period.

wheth ring th iod it complied with ternaly im it
reguirements to which it is subject.

(e) when the entity has not complied with such externally imposed capital
requirements, the consequences of such non-compliance.

These disclosures shall be based on the information provided internally to the entity’s
key management personnel.

124C  An entity may manage capital in a number of ways and be subject to a number of
different capltal requi rements For examole aconql omerate may |ncI ude entities that

operate in several |ur|sd| C'[IOHS. When an aqqreqate dISC| osure of caDltaJ requi rements
and how capital is managed would not provide useful information or distorts a
financial statement user’s understanding of an entity’s capital resources, the entity
shall disclose separate information for each capital requirement to which the entity is

subject.
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Other Disclosures
125.  An entity shall disclose in the notes:

@ the amount of dividends proposed or declared before the financial
statements were authorised for issue but not recognised as a distribution to
equity holders during the period , and the related amount per share; and

(b) the amount of any cumulative preference dividends not recognised.

126.  An entity shall disclose the following, if not disclosed elsewherein information
published with the financial statements:

@ the domicile and legal form of the entity, its country of incorporation and
the address of its registered office (or principal place of business, if
different from theregistered office);

(b) a description of the nature of the entity’'s operations and its principal
activities;, and

(© the name of the parent and the ultimate parent of the group.

Effective Date

127.  An entity shall apply this Standard for annual periods beginning on or after 1
January 2005. Earlier application is encouraged. If an entity appliesthis Standard
for a period beginning before 1 January 2005, it shall disclose that fact.

127A. If an entity decides to apply this Standard for an earlier period, it is not required to
apply all the HKASs with the same effective date for that same period. However, it
isrequired to apply the amendments set out in the appendix on amendments to other
pronouncements for that earlier period.

127B. An entity shall apply the requirements of paragraphs 124A-124C for annual periods
beginning on or after 1 January 2007. Earlier application is encouraged.

Withdrawal of Other Pronouncements

128.  This Standard supersedes SSAP 1 Presentation of Financial Statements revised in
2001 and Interpretation 8 Presentation of Financial statements — Current Assets:
Classification of Restricted and Appropriated Cash Balance.

" Hong Kong incorporated companies are required to show the aggregate amount which is
recommended for distribution by way of dividend under a separate heading(s) in their balance sheet
(HKCO Tenth Sch., para9(1)(e)).
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Appendix
Amendmentsto Other Pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or after 1

January 2005. If an entity applies this Sandard for an earlier period, these amendments shall
be applied for that earlier period.

The amendments contained in this appendix when this Sandard was issued have been
incorporated into the relevant Sandards.

45



HKAS 1 (Mareh-2004December 2007)

46



HKAS 1 (Mareh-2004December 2007)

anh 7

tor] 1 N
iE-StareheRtPreSseteGHRpParagirapn—5

otatoment-nr.

Hnheome
LLRL\YY)

47



BC37.

HKAS 1 (Mareh-2004December 2007)

balance sheet date, even though future market prices could be different. The objective
of fair value measurement is to reflect fair value at the measurement date, not to
predict afuture value.

The revised Standard does not prescribe the particular form or detail of the
disclosures. Circumstances differ from entity to entity, and the nature of estimation
uncertainty at the balance sheet date has many facets. The revised Standard limits the
scope of the disclosuresto items that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within the next financial
year. The longer the future period to which the disclosures rel ate, the greater the
range of items that would qualify for disclosure, and the less specific the disclosures
that could be made about particular assets or liabilities. A period longer than the next
financial year might obscure the most relevant information with other disclosures.

Criterion for Exemption from Requirements

BC38.

BC39.

BC40.

The previous version of IAS 1 specified that when the presentation or classification of
itemsin the financial statementsis amended, comparative amounts should be
reclassified unlessit isimpracticable to do so (paragraph 40). Applying a requirement
is impracticable when the entity cannot apply it after making every reasonable effort
to do so.

The Exposure Draft proposed a different criterion for exemption from particular
requirements. For the reclassification of comparative amounts, and its proposed new
requirement to disclose key assumptions and other sources of estimation uncertainty
at the balance sheet date (discussed in paragraphs BC32-BC37), the Exposure Draft
proposed that the criterion for exemption should be that applying the requirements
would give rise to undue cost or effort.

In the light of comments received on the Exposure Draft, the Board decided that an
exemption based on management’ s assessment of undue cost or effort istoo
subjective to be applied consistently by different entities. Moreover, the Board
decided that balancing costs and benefits is atask for the Board when it sets
accounting requirements rather than for entities when they apply those requirements.
Therefore, the Board decided to retain the “impracticability” criterion for exemption
set out in the previous version of IAS 1. This affects the exemptions set out in
paragraphs 38-40 and 122 of the revised Standard. Impracticability isthe only basis
on which specific exemptions are provided in Standards and Interpretations from
applying particular requirements when the effect of applying them is material.

Disclosures about capital

BCA1

In July 2004, the Board published an Exposure Draft ED 7 Financial |nstruments:

Disclosures. As part of that project, the Board considered whether it should require
disclosures about capital.

BC42 Thelevel of an entity’s capital and how it manages capital are important factors for

users to consider in assessing the risk profile of an entity and its ability to withstand
unexpected adverse events. The level of capital might also affect the entity’ s ability to

nsequently, ED 7 proposed disclosures ak capital.
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BC43 InED 7, the Board decided that it should not limit its requirements for disclosures
about capital to entities that are subject to external capital requirements (eg regul ator
capital requirements established by legidation or other regulation). The Board
believes that information about capital is useful for al entities, asis evidenced by the

fact that some entities set internal capital requirements and norms have been
established for some industries. The Board noted that the capital disclosures are not

mtended to replace disclosures required by regul ators The Board also noted that the

requlators (whrch may not be avai Iable to aII users) becausethe functr on of

discl osures made to requl ators may differ from those to other USers. Therefore the

itis useful to users of creneral DurDosefrnancraI statements Accordl nqlv the Board

did not distinguish between the requirements for regulated and non-regulated entities.

BC44 Some respondentsto ED 7 questioned the relevance of the capital disclosuresin a
Standard dealing with disclosures relating to financial instruments. The Board noted
that an entity’ s capital does not relate solely to financial instruments and, thus, capital
disclosures have more general relevance. Accordingly, the Board included these
disclosuresin IAS 1, rather than |FRS 7 Financial Instruments: Disclosures, the
Standard resulting from ED 7.

BC45 The Board also decided that an entity’ s decision to adopt the amendmentsto IAS 1
should be independent of the entity’ s decision to adopt |IFRS 7. The Board noted that

issuing a separate amendment facilitates separate adoption decisions.

drsCU$r on of the entrtv s ob|ect|ve£ oolrcres and DI’OCGSSES for manadr ng capltal Thrs
is because the Board believes that such a discussion both communicates important
information about the entity’s capital strategy and provides the context for other
disclosures.

BC47 The Board considered whether an entity can have a view of capital that differs from
what IFRSs define as equity. The Board noted that, although for the purposes of this

disclosure capital would often equate with equity as defined in IFRSS, it might also
include or exclude some components. The Board also noted that this disclosureis
intended to give entities the opportunity to describe how they view the components of
capital they manage, if thisis different from what IFRSs define as equity.

Externally imposed capital requirements

BC48 The Board considered whether it should require disclosure of any externally imposed
capital requirements. Such a capital requirement could be:

(a an industry-wide reguirement with which all entities in the industry must
comply; or

(b) an entity-specific requirement imposed on a particular entity by its prudential
supervisor or other regulator.
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BC49 The Board noted that some industries and countries have industry-wide capital
requirements, and others do nat. Thus, the Board concluded that it should not require
disclosure of industry-wide requirements, or compliance with such requirements,
because such disclosure would not lead to comparability between different entities or
between similar entities in different countries.

BC50 The Board concl uded that discl osure of the existence and level of entltv-soeuflc

market discipline.

BC51 However, the Board noted the following arguments against requiring disclosure of
externally imposed entity-specific capital requirements.

(a) Users of financial statements might rely primarily on the regulator’ s
assessment of solvency risk without making their own risk assessment.

b The focus of aregulator’ s risk assessment is for those whose interests the

regulations are intended to protect (eg depositors or policyholders). This
emphasisis different from that of a shareholder. Thus, it could be misleading

to suggest that the regulator’s risk assessment could, or should, be a substitute
for independent analysis by investors.

(c) The disclosure of entity-specific capital requirements imposed by a regulator
might undermine that regulator’ ility toim h requir ts. For
example, the information could cause depositors to withdraw funds, a
prospect that might di scourage requlators from imposing reguirements.

mi qht not be appronrlate |n aII ci rcumstanceﬁ

d Because different regulators have different tools available, for example

formal requirements and moral suasion, arequirement to disclose
entity-specific capital requirements could not be framed in a way that would

l he provision of information that i m I I ti ti

e Disclosure of capital requirements (and hence, requlatory judgements) could
hamper clear communication to the entity of the regulator’s assessment by

creating incentives to use moral suasion and other informal mechanisms.

(f) Disclosure regui rements should not focus on entity-specific capital
reguirements in isolation, but should focus on how entity-specific capital

reguirements affect how an entity manages and determines the adequacy of
its capital resources.

requlator is not part of P|IIar 3 of the Basdl II Framework devel oned by the

Basel Committee on Banking Supervision.

BC52 Taking into account all of the above arguments, the Board decided not to require
quantitative disclosure of externally imposed capital requirements. Rather, it decided

to require disclosures about whether the entity complied with any externally imposed
capital reguirements during the period and, if not, the consequences of

non-compliance. This retains confidentiality between regulators and the entity, but
aderts users to breaches of capital requirements and their consequences.
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BC53 Some respondentsto ED 7 did not agree that breaches of externally imposed capital
requirements should be disclosed. They argued that disclosure about breaches of
externally imposed capital requirements and the associated regulatory measures
subsequently imposed could be disproportionately damaging to entities. The Board
was not persuaded by these arguments because it believes that such concerns indicate

that information about breaches of externally imposed capital requirements may often
be material by its nature. The Framework states that ‘ Information is material if its

omission or misstatement could influence the economic decisions of users taken on
h is of the financi ' Similarly, the B i n rovi

exemption for temporary non-compliance with regulatory reguirements during the

vear. Information that an entity is sufficiently close to its limits to breach them, even

basis. is Useful |

Internal capital targets

BC54 The Board proposed in ED 7 that the requirement to disclose information about

breaches of capital requirements should apply equally to breaches of internally
imposed requirements, because it believed the information is also useful to a user of

thefinancial statements.

BC55 However, this proposal was criticised by respondents to ED 7 for the following
reasons:

(a The information is subjective and, thus, not comparabl e between entities. In
particular, different entities will set internal targets for different reasons, so a
h of arequir t might signify different things for different entities. In
contrast, a breach of an external requirement has similar implications for all
entities required to comply with similar requirements.

(b) Capital targets are not more important than other internally set financial
targets, and to require disclosure only of capital targets would provide users
with incomplete, and perhaps misleading, information.

(c) Internal targets are estimates that are subject to change by the entity. It is not
to require the entity’ form inst thi hmark t

disclosed.

(d) An internally set capital target can be manipulated by management. The

disclosure requirement could cause management to set the target so that it

would always be achieved, providing little useful information to users and
potentially reducing the effectiveness of the entity’ s capital management.

BC56 Asaresult, the Board decided not to require disclosure of the capital targets set by
management, whether the entity has complied with those targets, or the consequences

of any non-comollance However, the Board confi rmed |ts V|ew that when an entity

Dol |C|es and process& are useful. The Board also concl uded that these di scl OSures,

together with disclosure of the components of equity and their changes during the
vear (required by paragraphs 96-101), would give sufficient information about
entities that are not regulated or subject to externally imposed capita requirements.
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Dissenting Opinion

DO1

The following dissent opinion was noted.

An IASB Board Member dissents from the amendments to IAS 1 Presentation of

Financia Statements—-Capital Disclosures. That member disagrees with the assertion
in paragraph BC43 that the information required by this amendment is useful for all
entities. He notes that nothing would prohibit an entity making these disclosures if
specific circumstances suggested the disclosures were particularly useful. Therefore
that member would not impose the disclosure requirements of paragraphs 124A-124C
on entities that are not subject to external capital requirements.
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XYZ GROUP - STATEMENT OF RECOGNISED INCOME AND EXPENSE FOR
THE YEAR ENDED 31 DECEMBER 20-2

(in thousands of currency units)

20-2 20-1
Gain/(loss) on revaluation of properties X) X
Availablefor-sale investments:
Va uation gaing/(losses) taken to equity X) xX)
Transferred to profit or losson sale X (X)
Cash flow hedges:
Gaing/(losses) taken to equity X X
Transferred to profit or loss for the period X) X
Transferred to theinitia carrying amount of hedged X) X)
items
Exchange differences on trand ation of foreign operations X) X)
Actuarial gains (losses) on defined benefit plans X (X)
Tax on items taken directly to or transferred from equity X (X)
Net income recognised directly in equity (X) X
Profit for the period X X
Total recognised income and expense for the period X X
Attributable to:
Equity holders of the parent X X
Minority interest X X
X X
Effect of changes in accounting policy:
Equity holders of the parent X)
Minority interest (X)
(X)

The above example illustrates an approach that presents changesin equity representing
income and expense in a segparate component of the financial statements. Under this
approach, a reconciliation of opening and closing balances of share capital, reserves and
accumulated profit, asillustrated on the previous page, is given in the notes.
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I llustr ative examples of capital disclosures (paragraphs 124A-124C)

An entity that is not a regulated financial institution

IG5 The following example illustrates the application of paragraphs 124A and 124B for
an entity that is not a financial institution and is not subject to an externally imposed
capital requirement. In this example, the entity monitors capital using a
debt-to-adjusted capital ratio. Other entities may use different methods to monitor
capital. The example is also relatively simple. An entity decides, in the light of its
circumstances, how much detail it provides to satisfy the requirements of paragraphs
124A and 124B.

Facts

Group A manufactures and sells cars. Group A includes a finance subsidiary that

provides finance to customers, primarily in the form of leases. Group A is not
subject to any externally imposed capital requirements.

Example disclosure

The Group’s objectives when managing capital are:

e to safeguard the entity’ s ability to continue as a going concern, so that it can
continue to provide returns for shareholders and benefits for other
stakeholders, and

e to provide an adeguate return to shareholders by pricing products and
services commensurately with the level of risk.

The Group sets the amount of capital in proportion to risk. The Group manages
the capital structure and makes adjustments to it in the light of changes in
economic conditions and the risk characteristics of the underlying assets. In order
to maintain or adjust the capital structure, the Group may adjust the amount of

dividends paid to shareholders, return capital to shareholders, issue new shares,
or sell assets to reduce debt.

Consistently with others in the industry, the Group monitors capital on the basis

of the debt-to-adjusted capital ratio. This ratio is calculated as net debt +~ adjusted
capital. Net debt is calculated as total debt (as shown in the balance sheet) less

ash and cash muwal ents. Adj usted @pital comgrises al components of equity

reval uatlon reaerve) other than amounts recognised in equity relatl ng to cash flow
hedges, and includes some forms of subordinated debt.

continued...
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...continued

During 20X4, the Group's strategy, which was unchanged from 20X3, was to
maintain the debt-to-adjusted capital ratio at the lower end of the range 6:1 to 7:1,
in order to secure access to finance at a reasonable cost by maintaining a BB
credit rating. The debt-to-adjusted capital ratios at 31 December 20X4 and at 31
December 20X 3 were as follows:

31 Dec X4 31 Dec X3

CU million CU million
Total debt 1,000 1,100
Less: cash and cash equivalents _ (90) 150
Net debt _910 _ 950
Tota equity 110 105
Add: subordinated debt instruments 38 38
Less: amounts recognised in equity
relating to cash flow hedges _ (10 __ (5
Adjusted capitd _ 138 138
Debt-to-adjusted capita ratio 6.6 6.9

The decrease in the debt to-ad|usted capita ratio dur| ng 20X4 r%ulted primarily

result of thls reduction in net debt |mnroved Drofltabllltv and Iower Ievels of

managed receivables, the dividend payment was increased to CU2.8 million for
20X4 (from CU2.5 million for 20X3).

An entity that has not complied with externally imposed capital requirements

1G6 The following example illustrates the lication of paragraph 124B(e) when an
entity has not complied with externally imposed capital requirements during the
period. Other disclosures would be provided to comply with the other reguirements of
paragraphs 124A and 124B.

Facts

Entity A provides financial services to its customers and is subject to capital
requirements imposed by Regulator B. During the vear ended 31 December 20X 7,
Entity A did not comply with the capital requirements imposed by Regulator B. In

its financial statements for the year ended 31 December 20X7, Entity A provides
the following disclosure relating to its non-compliance.

...continued
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continued ...

Example disclosure

Entity A filed its quarterly regulatory capital return for 30 September 20X7 on 20
October 20X 7. At that date, Entity A’ s regulatory capital was below the capital
requir im Reqgulator B 1 million. As aresult, Entity A w
required to submit a plan to the requlator indicating how it would increase its
regulatory capital to the amount required. Entity A submitted a plan that entailed
selling part of its unquoted equities portfolio with a carrying amount of CU11.5
million in the fourth quarter of 20X7. In the fourth quarter of 20X7, Entity A sold

its fixed interest investment portfolio for CU12.6 million and met its regul atory
capital reguirement.
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Appendix
Amendmentsto Other Pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or after 1
January 2005. If an entity applies this Sandard for an earlier period, these amendments shall
be applied for that earlier period

* k%

The amendments contained in this appendix when this Sandard was issued have been
incorporated into the relevant Sandards.
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Amendmentsresulting from other HKFRSs

The following sets out amendments required for this Sandard resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Sandard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKFRS 8 Operating Segments (issued in March 2007) -
effective for annual periods beginning on or after 1 January

2009

Paragraphs 26 and 29 are amended as follows:

26

29

For example, inventories used in one busiess-operating segment may have a
use to the entity different from the same type of inventories used in another
busihess-operating segment. However, a difference in geographical location
of inventories (or in the respective tax rules), by itsdlf, is not sufficient to
judify the use of different cost formulas.

Inventories are usually written down to net realisable value item by item. In
some circumstances, however, it may be appropriate to group similar or
related items. This may be the case with items of inventory relating to the
same product line that have similar purposes or end uses, are produced and
marketed in the same geographical area, and cannot be practicably evaluated
separately from other items in that product line. It is not appropriate to write
inventories down on the basis of a classification of inventory, for example,
finished goods, or al the inventories in a particular Hdustry-orgeographical

operating segment. Service providers generally accumul ate costs in respect of
each service for which a separate selling price is charged. Therefore, each
such service istreated as a separate item.
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Hong Kong Accounting Standard 7 Cash Flow Statements (HKAS 7) is set out in paragraphs 1-53. All the
paragraphs have equal authority. HKAS 7 should be read in the context of its objective, the Preface to
Hong Kong Financial Reporting Standards and the Framework for the Preparation and Presentation of
Financial Statements. HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
provides a basis for selecting and applying accounting policies in the absence of explicit guidance.
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Appendix C

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued HKFRSs
that are not yet effective. Once effective, the amendments set out below will be incorporated into the text
of this Standard and this appendix will be deleted. In the amended paragraphs shown below, new text is
underlined and deleted text is struck through.

HKFRS 8 Operating Segments (issued in March 2007) -
effective for annual periods beginning on or after 1 January
2009

Paragraph 50 is amended as follows:

50 Additional information may be relevant to users in understanding the financial position
and liquidity of an entity. Disclosure of this information, together with a commentary by
management, is encouraged and may include:

(d) the amount of the cash flows arising from the operating, investing and
financing activities of each repertec-ndustry-and-aeoaraphieat-reportable
segment (see HKAS14-SegmentRepertingHKERS 8 Operating Segments).

HKAS 23 Borrowing Costs (issued in June 2007) - effective for
annual periods beginning on or after 1 January 2009

Paragraph 32 is amended as follows:

32 The total amount of interest paid during a period is disclosed in the cash flow
statement whether it has been recognised as an expense in the income statement or
capitalised in accordance with the-altewet-atternative-treatmentin-HKAS 23 Borrowing
Costs.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) - effective for annual periods beginning on or
after 1 January 2009

The title is amended to ‘Statement of Cash Flows’.

The title (as amended) above the Obijective is footnoted as follows: ‘As a consequence of the revision of

HKAS 1 Presentation of Financial Statements in December 2007, the title of HKAS 7 was amended from

Cash Flow Statements to Statement of Cash Flows.’

In paragraph 32, ‘the income statement’ is amended to ‘profit or loss’.

Appendix A accompanying HKAS 7 is amended as described below:
The table heading ‘Consolidated income statement for the period ended 20X2’ is amended
to ‘Consolidated statement of comprehensive income for the period ended 20X2' and
footnoted as follows: ‘The entity did not recognise any components of other comprehensive
income in the period ended 20X2’.

In note C (Cash and cash equivalents), ‘balance sheet amounts’ is amended to ‘amounts in
the statement of financial position’.
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APPENDI X:

Comparison with International Accounting Standards
Amendmentsto Other Pronouncements

Amendments resulting from ather HKFRSs

BASISFOR CONCLUSIONS

Amendmentsresulting from other Basisfor Conclusions
IMPLEMENTATION GUIDANCE

Amendments resulting from ather I mplementation Guidance

TABLE OF CONCORDANCE

Hong Kong Accounting Standard 8 Accounting Palicies,
Changesin Accounting Estimates and Errors (HKAS 8) is
set out in paragraphs 1-56 and the Appendix. All the
paragraphs have equal authority. HKAS 8 should beread in
the context of its objective and the Basisfor Conclusions,
the Preface to Hong Kong Financial Reporting Sandards
and the Framework for the Preparation and Presentation of
Financial Satements.
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Appendix

Amendmentsto Other Pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or after 1
January 2005. If an entity applies this Standard for an earlier period, these amendments shall
be applied for that earlier period.

The amendments contained in this appendix when this Sandard was issued have been

incorporated into the relevant Sandards.
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Appendix

Amendmentsresulting from other HKFRSs

The following sets out amendments required for this Sandard resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Sandard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in

December 2007) - effective for annual periods beginning on
or after 1 January 2009

Paragraph 5 is amended as follows:

. in the definition of Material, ‘of users taken’ is amended to ‘that users
make'.

- 30A -
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Appendix

Amendmentsresulting from other Basisfor Conclusions

The following sets out amendments required for this Basis for Conclusions resulting from
other newly issued HKFRSs that are not yet effective. Once effective, the amendments set out
below will be incorporated into the text of this Basis for Conclusions and this appendix will
be deleted. In the amended paragraphs shown below, new text is underlined and del eted text
is struck through.

HKAS 1 Presentation of Financial Satements (issued in
December 2007) — effective for annual periods beginning on
or after 1 January 2009

In paragraph BC29, ‘a Standard or an Interpretation’ is amended to ‘an IFRS'.
In paragraphs BC29 and BC30, ‘ Standard or Interpretation’ isamended to ‘IFRS .

In paragraphs BC14, BC17, BC24 and the heading above paragraph BC30, ‘ Standards and
Interpretations’ isamended to ‘IFRSS'.

Paragraphs BC20 and BC22 are amended as follows:

BC20 The Standard ... includes adefinition of material omissions or misstatements,
which is based on the description of materiality in thepreviousversion-of
IAS 1 Presentation of Financial Statements (as issued in 1997) and in the
Framework.

BC22 The application of the concept of materiality is set out in two Standards. Fhe
revised IAS 1 PFGSSH’I—&HGH—Gf—FI—H&HGP&J—S—&EGH”EHI—S(aSFGVISSd in 2007)
continues to specify its application to disclosures. IAS8 -

In paragraph BC24, the last sentence is footnoted as follows:
In 2006 the IASB issued |IFRS 8 Operating Segments As explained in paragraphs
BC46 and BCA47 of the Basis for Conclusions on IFRS 8, that IFRS includes an

exemption from some requirements if the necessary information is not available and
the cost to develop it would be excessive.
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Appendix

Amendmentsresulting from other | mplementation
Guidance

The following sets out amendments required for this Guidance resulting from other newy
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be

incorporated into the text of this Guidance and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 23 Revised Borrowing Costs (issued in June 2007) —
effective for annual periods beginning on or after 1 January
2009

In the Guidance on Implementing HKAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors, Example 2 is deleted.

- 43A -
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In some cases, an entity needs to update the disclosuresin its financial statementsto
reflect information received after the balance sheet date, even when the information
does not affect the amounts that it recognisesin itsfinancial statements. One example
of the need to update disclosures is when evidence becomes available after the balance
sheet date about a contingent liability that existed at the balance sheet date. In addition
to considering whether it should recognise or change a provision under HKAS 37
Provisions, Contingent Liabilities and Contingent Assets, an entity updatesits
disclosures about the contingent liability in the light of that evidence.

Non-adjusting Events after the Balance Sheet Date

21.

22.

If non-adjusting events after the balance sheet date are material, non-disclosure
could influence the economic decisions of userstaken on the basis of the financial
statements. Accordingly, an entity shall disclose the following for each material
category of non-adjusting event after the balance sheet date:

@ the nature of the event; and

(b) an estimate of its financial effect, or a statement that such an estimate
cannot be made.

The following are examples of non-adjusting events after the balance sheet date that
would generally result in disclosure:

€) amajor business combination after the balance sheet date (HKAS 22 Business

Combinations requires specific disclosures in such cases) or disposing of a
major subsidiary;

(b) announcina a Dlan to dlSCOﬂtI nue an operation. di-sees-neﬂf—assets—emeﬁ-l-mg—

(© j ¢ i assel d
eevemment— malor Durchas&c of assets, cla$|f|cat|0n of assets as held for sale
in accordance with HKFRS 5 Non-current Assets Held for Sale and
Discontinued Operations, other disposals of assets, or expropriation of major
assets by government.

(d) the destruction of amajor production plant by afire after the balance sheet

date

(e announcing, or commencing the implementation of, a major restructuring (see
HKAS 37);

() major ordinary share transactions and potential ordinary share transactions

after the balance sheet date (HKAS 33 Earnings per Share requires an entity to
disclose a description of such transactions, other than when such transactions
involve capitalisation or bonus issues, share splits or reverse share splits al of
which are required to be adjusted under HKAS 33);

(9 abnormally large changes after the bal ance sheet date in asset prices or foreign
exchange rates,

(h) changesin tax rates or tax laws enacted or announced after the balance sheet
date that have a significant effect on current and deferred tax assets and
liabilities (see HKAS 12 Income Taxes);
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Appendix

Amendmentsto Other Pronouncements

The amendments in this appendix shall be applied e for annual periods beginning on or after

1 January 2005. If an entity applies this Sandard for an earlier period, these amendments
shall be applied for that earlier period.

* k %

The amendments contained in this appendix when this Sandard was issued have been
incor porated into the relevant Sandards.
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Appendix

Amendmentsresulting from other HKFRSs
The following sets out amendments required for this Sandard resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be

incorporated into the text of this Sandard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December
2007) - effective for annual periods beginning on or after 1 January
2009

Thetitle is amended to ‘ Events after the Reporting Period'.

Thet title (as amended) above the Objective is footnoted as follows:
‘As a conseguence of the revision of HKAS 1 Presentation of Financial Statementsin
December 2007, the title of HKAS 10 was amended from Events after the Balance
Sheet Date to Events after the Reporting Period’

In paragraph 21, ‘of userstaken’ isamended to ‘that users make'.

12A
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Appendix
Amendmentsresulting from other Basisfor Conclusions

The following sets out amendments required for this Basis for Conclusions resulting from
other newly issued HKFRSs that are not yet effective. Once effective, the amendments set out
below will be incorporated into the text of this Basis for Conclusions and this appendix will
be deleted. In the amended paragraphs shown below, new text is underlined and del eted text
is struck through.

HKAS 1 Presentation of Financial Satements (issued in December 2007) —
effective for annual periods beginning on or after 1 January 2009

The title is amended to ‘Basis for Conclusions on |AS 10 Events after the Reporting
Period’ and footnoted as follows:

In September 2007 the IASB amended the title of IAS 10 from Events after the
Balance Sheet Date to Events after the Reporting Period as a consequence of the
amendmentsin IAS 1 Presentation of Financial Statements (as revised in 2007).

Paragraph BC4 is footnoted as follows:

BC4  For this limited clarification of IAS 10 the main change made is in
paragraphs 12 and 13 (paragraphs 11 and 12 of the previous version of IAS
10). As revised, those paragraphs state that if dividends are declared after the
balance sheet date* an entity shall not recognise those dividends as a
liability at the balance sheet date. ...

* 1AS 1 Presentation of Financial Satements (as revised in 2007) replaced the term
' " with ¢ f thereportin iod'.
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Contents

Hong Kong Accounting Standard 11
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paragraphs
OBJECTIVE
SCOPE 1-2
DEFINITIONS 3-6
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Comparison with International Accounting Standards

Hong Kong Accounting Standard 11 Construction Contracts (HKAS 11)
is set out in paragraphs 1-46. All the paragraphs have equal authority.
HKAS 11 shall be read in the context of its objective and the Basis for
Conclusions, the Preface to Hong Kong Financial Reporting Standards
and the Framework for the Preparation and Presentation of Financial
Statements. HKAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors provides a basis for selecting and applying
accounting policies in the absence of explicit guidance.
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Appendix

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated
into the text of this Standard and this appendix will be deleted. In the amended paragraphs shown below,
new text is underlined and deleted text is struck through.

HKAS 23 Borrowing Costs (issued in June 2007) - effective for annual
periods beginning on or after 1 January 2009

The last sentence of paragraph 18 is amended as follows:
18 Costs that may be attributable to contract activity in general and can be allocated to

specific contracts also include borrowing costs wher—the—€entractor—adoepts—the
| ! a . p S 03 e C _

HKAS 1 Presentation of Financial Statements (issued in December

2007) - effective for annual periods beginning on or after 1 January
2009

Paragraphs 26, 28 and 38, ‘the income statement’ is amended to ‘profit or loss’.

13A
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[©

Amendments resulting from other HKFRSs

E. Amendments resulting from other Implementation Guidance

Hong Kong Accounting Standard 12 Income Taxes (HKAS 12)
is set out in paragraphs 1-91. All the paragraphs have equal
authority. HKAS 12 shall be read in the context of its objective,
the Preface to Hong Kong Financial Reporting Standards and
the Framework for the Preparation and Presentation of
Financial Statements. HKAS 8 Accounting Policies, Changes
in Accounting Estimates and Errors provides a basis for
selecting and applying accounting policies in the absence of
explicit guidance.
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Appendix D

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated
into the text of this Standard and this appendix will be deleted. In the amended paragraphs shown below,
new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) - effective for annual periods beginning on or
after 1 January 2009

In the rubric, the first sentence is amended as follows:

Hong Kong Accounting Standard 12 Income Taxes (HKAS 12) is set out in paragraphs +-94 1—
92. All the paragraphs ...

The third paragraph of the ‘Objective’ in HKAS 12 is amended as follows:

. For transactions and other events recognised outside profit or loss (either in other
Q_anLeJlensuLe_Lns_o_m_e_o_[ directly in equity), any related tax effects are also recognised outside
profit or loss (either in other comprehensive income or directly in equity, respectively).

In paragraphs 22(b), 59, 60 and 65, ‘the income statement’ is amended to ‘profit or loss’, and in
paragraph 81(g)(ii) ‘the income statement’ is amended to ‘profit or loss’.

Paragraph 23 is amended as follows:

23 ... In -accordance with paragraph 61A, the deferred tax is charged directly to the
carrying amount of the equity component. In accordance with paragraph 58,
subsequent changes in the deferred tax liability are recognised in profit or loss the
tneome-statement as deferred tax expense (income).

In paragraph 52, in the notes at the end of Example B and Example C, 'paragraph 61'is amended to
‘paragraph 61A" and ‘charged directly to equity’ is amended to ‘recognised in other comprehensive
income’.
The heading above paragraph 58 and paragraph 58 are amended as follows:
reemestatement [tems recognised in profit or loss

58 Current and deferred tax shall be recognised as income or an expense and

included in profit or loss for the period, except to the extent that the tax arises
from:

(@) a transaction or event which is recognised, in the same or a different
period, oul&ﬂ&nmﬁ&&s&&ﬂﬂmﬁh&mmhgmw
directly in equity (see paragraphs 61A to 65); .

In paragraph 60, ‘charged or credited to equity’ is amended to ‘recognised outside profit or loss’.

In the heading above paragraph 61, ‘credited or charged directly to equity’ is amended to
‘recognised outside profit or loss’.

Paragraph 61 is deleted and paragraph 61A is added as follows:
61A Current tax and deferred tax shall be recognised outside profit or loss if the tax
relates to items that are recognised, in the same or a different period, outside

profit or loss. Therefore, current tax and deferred tax that relates to items that
are recognised, in the same or a different period:
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(@) in other comprehensive income, shall be recognised in other
comprehensive income (see paragraph 62).

(b) directly in equity, shall be recognised directly in equity (see paragraph
62A).

Paragraphs 62 and 63 are amended and paragraph 62A is added as follows:

62

62A

63

Hong Kong Financial Reporting Standards require or permit eertair particular items to
be eredited-ercharged-direethy-to-equity recognised in other comprehensive income.

Examples of such items are:

@) a change in carrying amount arising from the revaluation of property, plant
and equipment (see HKAS 16); and

(b)

(c) exchange differences arising on the translation of the financial statements of
a foreign operation (see HKAS 21):-an¢.

(d) deleted] a
L6 o : h-23).

Hong Kong Financial Reporting Standards require or permit particular items to be
credited or charged directly to equity. Examples of such items are:

(@) an adjustment to the opening balance of retained earnings resulting from
either a change in accounting policy that is applied retrospectively or the
correction of an error (see HKAS 8 Accounting Policies, Changes in
Accounting Estimates and Errors); and

(b) amounts arising on initial recognition of the equity component of a compound
financial instrument (see paragraph 23).

In exceptional circumstances it may be difficult to determine the amount of current and
deferred tax that relates to items eredited-ercharged-to-equity recognised outside
profit or loss (either in other comprehensive income or directly in equity). This may be

the case, for example, when:

@

(b) a change in the tax rate ... to an item that was previously recognised outside
profit or loss eharged—er—efedﬁed—t&eqwty or

(c) an entity ... and the deferred tax asset relates (in whole or in part) to an item
that was prewously recognised outside profit or loss eharged-oreredited-te
equity.

In such cases, the current and deferred tax related to items that are recognised
outside profit or loss are eredited-orcharged-to-equity-is based on a reasonable pro
rata allocation of the current and deferred tax of the entity in the tax jurisdiction
concerned, or other method that achieves a more appropriate allocation in the
circumstances.

In paragraph 65, ‘credited or charged to equity' is amended to 'recognised in other comprehensive

income'.

Paragraph 68C is amended as follows:

68C

As noted ... (a) a transaction or event whieh that is recognised, in the same or a
different perlod directly-in-equity outside profit or loss, or (b) a business
combination. ...
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Paragraph 77 is amended and paragraph 77Ais added as follows:

77

T7A

The tax expense (income) related to profit or loss from ordinary activities shall
be presented in entheface-of the inceme statement of comprehensive income.

If an entity presents the components of profit or loss in a separate income
statement as described in paragraph 81 of HKAS 1 Presentation of Financial
Statements (as revised in 2007), it presents the tax expense (income) related to
profit or loss from ordinary activities in that separate statement.

Paragraph 81 is amended as follows:

81

The following shall also be disclosed separately:

(@) the aggregate current and deferred tax relating to items that are
charged or credited directly to equity (see paragraph 62A);

(ab) the amount of income tax relatina to each component of other
comprehensive income (see paragraph 62 and HKAS 1 (as revised in
2007));

(b) [deleted]; ...

Paragraph 92 is added as follows:

92

HKAS 1 (as revised in 2007) amended the terminology used throughout HKFRSs.
In addition it amended paragraphs 23, 52, 58, 60, 62, 63, 65, 68C, 77 and 81,
deleted paragraph 61 and added paragraphs 61A, 62A and 77A. An entity shall
apply those amendments for annual periods beginning on or after 1 January
2009. If an entity applies HKAS 1 (revised 2007) for an earlier period, the
amendments shall be applied for that earlier period.
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Appendix E

Amendments resulting from other Implementation Guidance

The following sets out amendments required for this Guidance resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated
into the text of this Guidance and this appendix will be deleted. In the amended paragraphs shown
below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) — effective for annual periods beginning on
or after 1 January 2009

Appendix A accompanying HKAS 12 is amended as described below.

In the headings above paragraph 1 of Section A and above paragraph 1 of Section B, ‘the income
statement’ is amended to ‘profit or loss’.

In paragraph 11 of Section A, ‘paragraph 61’ is amended to ‘paragraph 61A’ and ‘charged directly to
equity’ is amended to ‘recognised in other comprehensive income’.

Paragraph 18 of Section A is amended as follows:

18 Non-monetary assets .. (notes: (1) the deferred tax is ehargetHn-the-income
statement r i rofit or loss; and (2) if, in addition to the restatement, the non-
monetary assets are also revalued, the deferred tax relating to the revaluation is

eharged-te-eqtity recognised in other comprehensive income and the deferred tax
relating to the restatement is eharged recognised in the-ireome-statement profit or

loss).

Appendix B accompanying HKAS 12 is amended as described below.

In the rubric below the heading, ‘income statements and balance sheets’ is replaced by ‘statements of
financial position and statements of comprehensive income’.

In the last paragraph and table in Example 1, ‘income statement is as follows’ is amended to ‘statement
of comprehensive income includes the following’ and ‘Net profit for the period’ is amended to ‘Profit for
the period'.

In the section of Example 2 headed lllustrative disclosure, the heading ‘Aggregate current and
deferred tax relating to items charged or credited to equity (paragraph 81(a))’ is amended to
‘Income tax relating to the components of other comprehensive income (paragraph 81(ab))’.

At the end of Example 2, ‘the income statement’ is amended to ‘profit or loss’ (twice).

The last paragraph of Example 3 is amended as follows:

If A expects ... A eredits-erecharges recognises the deferred tax in other comprehensive
income te-equity to the extent that the deferred tax results from foreign exchange translation

differences that whieh have been r i i mprehensive income eharged-ef
eredited-direetly-te-equity (paragraph 61A of the Standard) A discloses separately:

(a) the amount of deferred tax that whiek has been recognised in other comprehensive
income eharged—er—eredﬁed—dweeﬂy—te—eqwty (paragraph 81(ab) of the Standard);
and .

The last paragraph of Example 4 is amended as follows:

Subsequent changes in the deferred tax liability are recognised in the-ireeme-statement profit
or loss as tax income (see paragraph 23 of the Standard). Therefore, the entity’s inceme

statementis-asfotows profit or loss includes the following:
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Amendments resulting from other HKFRSs

Hong Kong Accounting Standard 14 Segment Reporting (HKAS
14) is set out in paragraphs 1-84A. All the paragraphs have
equal authority. HKAS 14 shall be read in the context of its
objective, the Preface to Hong Kong Financial Reporting
Standards and the Framework for the Preparation and
Presentation of Financial Statements. HKAS 8 Accounting
Policies, Changes in Accounting Estimates and Errors provides
a basis for selecting and applying accounting policies in the
absence of explicit guidance._ HKAS 14 is applicable for annual
periods beginning on or after 1 January 2005 but before 1
January 2009. HKFRS 8 issued in March 2007 is applicable for
annual periods beginning on or after 1 January 2009 and
supersedes HKAS 14.
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Identifying Reportable Segments

Primary and Secondary Segment Reporting Formats

26. The dominant source and nature of an entity's risks and returns shall govern whether its
primary segment reporting format will be business segments or geographical segments.
If the entity's risks and rates of return are affected predominantly by differences in the
products and services it produces, its primary format for reporting segment information
shall be business segments, with secondary information reported geographically.
Similarly, if the entity's risks and rates of return are affected predominantly by the fact
that it operates in different countries or other geographical areas, its primary format for
reporting segment information shall be geographical segments, with secondary
information reported for groups of related products and services.

27. An entity's internal organisational and management structure and its system of internal
financial reporting tokwmggmgmwmm the board of directors
and the chief executive offlcer)_ shall normally be the basis for identifying the
predominant source and nature of risks and differing rates of return facing the entity
and, therefore, for determining which reporting format is primary and which is
secondary, except as provided in subparagraphs (a) and (b) below:

(@ if an entity's risks and rates of return are strongly affected both by differences
in the products and services it produces and by differences in the geographical
areas in which it operates, as evidenced by a "matrix approach” to managing
the company and to reporting internally to the—bea#d—ef—m-reeter-s—and—the—ew
e*eeu%w&e%ﬂeerﬂm_auaggmgm_p_emn_m then the entity shall use
business segments as its primary segment reporting format and geographical
segments as its secondary reporting format; and

(b) if an entity's internal organisational and management structure and its system
of internal financial reporting to %he—beard—e#—d—weeters—and—the%href—e*eeuﬂve
efficerkey management gersonnel are based neither on individual products or
serwces or on groups of related products/services nor on geography, the

ey management personnel’ of the entity shall
determine whether the entity's risks and returns are related more to the
products and services it produces or more to the geographical areas in which it
operates and, as a consequence, shall choose either business segments or
geographical segments as the entity's primary segment reporting format, with
the other as its secondary reporting format.

28. For most entities, the predominant source of risks and returns determines how the entity is
organised and managed. An entity's organisational and management structure and its internal
financial reporting system normally provide the best evidence of the entity's predominant
source of risks and returns for purpose of its segment reporting. Therefore, except in rare
circumstances, an entity will report segment information in its financial statements on the same
basis as it reports internally to key management personnel-tep-anagement . Its predominant
source of risks and returns becomes its primary segment reporting format. Its secondary
source of risks and returns becomes its secondary segment reporting format

29. A "matrix presentation” — both business segments and geographical segments as primary
segment reporting formats with full segment disclosures on each basis --- often will provide
useful information if an entity's risks and rates of return are strongly affected both by
differences in the products and services it produces and by differences in the geographical
areas in which it operates. This Standard does not require, but does not prohibit, a "matrix
presentation".

30. In some cases, an entity's organisation and internal reporting may have developed along lines
unrelated either to differences in the types of products and services they produce or to the
geographical areas in which they operate. For instance, internal reporting may be organised
solely by legal entity, resulting in internal segments composed of groups of unrelated products
and services. In those unusual cases, the internally reported segment data will not meet the
obiective of this Standard. Accordinalv. paragraph 27(b) requires the-directers-ane

of the entity to determine whether the entity's risks
and returns are more product/service driven or geographically driven and to choose either

" Effective for annual periods beginning on or after 1 January 2007.
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business segments or geographical segments as the entity's primary basis of segment
reporting. The objective is to achieve a reasonable degree of comparability with other entities,
enhance understandability of the resulting information, and meet the expressed needs of
investors, creditors, and others for information about product/service-related and
geographically-related risks and returns.

Business and Geographical Segments

31.

32.

33.

An entity's business and geographical segments for external reportina burnoses shall
be those oraanisational units for which information is reported to

and-to-the chief-executiveofficerkey management personnelfor the purpose of
evaluating the unit's past performance and for making decisions about future
allocations of resources, except as provided in paragraph 32.

If an entity's internal organisational and manaaement structure and its svstem of
internal financial reporting to the-beard-of-directors-and-the-chief-executive-officerkey
management personnel _are based neither on individual products or services or on
groups of related products/services nor on geography, paragraph 27(b) requires that the
directors and management of the entity shall choose either business segments or
geographical segments as the entity's primary segment reporting format based on their
assessment of which reflects the primary source of the entity's risks and returns, with
the other its secondarv reongrting format. In that case, the-directers-and-management
key management personnel of the entity must determine its business segments and
geographical segments for external reporting purposes based on the factors in the
definitions in paragraph 9 of this Standard, rather than on the basis of its system of
internal financial reporting to the board of directors and chief executive officer,
consistent with the following:

(@ if one or more of the segments reported internally to the directors and
management is a business segment or a geographical segment based on the
factors in the definitions in paragraph 9 but others are not, subparagraph (b)
below shall be applied only to those internal segments that do not meet the
definitions in paragraph 9 (that is, an internally reported segment that meets the
definition shall not be further segmented);

(b) for those segments reported internally to the directors and management that do
not satisfy the definitions in paragraph 9, management of the entity shall look to
the next lower level of internal segmentation that reports information along
product and service lines or geographical lines, as appropriate under the
definitions in paragraph 9; and

(c) if such an internally reported lower-level segment meets the definition of
business segment or geographical segment based on the factors in paragraph 9,
the criteriain paragraphs 34 and 35 for identifying reportable segments shall be
applied to that segment.

Under this Standard, most entities will identify their business and aeoaraohical seaments as
the oraanlsatlonal unlts for WhICh mformatlon is reoorted to kev manaaement oersonnel %he

ehref—e*eeu{-rve—e#reer—( or the senior operatlng decnsmn maker WhICh in some cases may be
a group of several | peopIeL) for the purpose of evaluating each unit's past performance and for
making decisions about future allocations of resources. And even if an entity must apply
paragraph 32 because its internal segments are not along product/service or geographical lines,
it will look to the next lower level of internal segmentation that reports information along product
and service lines or geographical lines rather than construct segments solely for external
reporting purposes. This approach of looking to an entity's organisational and management
structure and its internal financial reporting system to identify the entity's business and
geographical segments for external reporting purposes is sometimes called the "management
approach”, and the organisational components for which information is reported internally are
sometimes called "operating segments".

Reportable Segments

34.

Two or more internally reported business segments or geographical segments that are
substantially similar may be combined as a single business segment or geographical
segment. Two or more business segments or geographical segments are substantially
similar only if:

@) they exhibit similar long-term financial performance; and

" Effective for annual periods beginning on or after 1 January 2007.
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If a segment is identified as a reportable segment in the current period because it
satisfies the relevant 10 per cent thresholds, prior period segment data that is presented
for comparative purposes shall be restated to reflect the newly reportable segment as a
separate segment, even if that segment did not satisfy the 10 per cent thresholds in the
prior period, unless it is impracticable to do so.

Segment Accounting Policies

44.

45.

46.

47.

48.

Segment information shall be prepared in conformity with the accounting policies
adopted for preparing and presenting the financial statements of the consolidated group
or entity.

There is a presumption that the accounting policies that the directors and management of an
entity have chosen to use, in preparing its consolidated or entity-wide financial statements, are
those that the directors and management believe are the most appropriate for external
reporting purposes. Since the purpose of segment information is to help users of financial
statements better understand and make more informed judgements about the entity as a whole,
this Standard requires the use, in preparing segment information, of the accounting policies
that the directors and management have chosen. That does not mean, however, that the
consolidated or entity accounting policies are to be applied to reportable segments as if the
segments were separate stand-alone reporting entities. A detailed calculation done in applying
a particular accounting policy at the entity-wide level may be allocated to segments if there is a
reasonable basis for doing so. Pension calculations, for example, often are done for an entity
as a whole, but the entity-wide figures may be allocated to segments based on salary and
demographic data for the segments.

This Standard does not prohibit the disclosure of additional segment information that is
prepared on a basis other than the accounting policies adopted for the consolidated or entity
financial statements provided that (a) the information is reported internally to the-beard-6f
directors-and-the-chief-executive-officerkey management personnel for purposes of making
decisions about allocating resources to the segment and assessing its performance and (b) the
basis of measurement for this additional information is clearly described.

Assets that are jointly used by two or more segments shall be allocated to segments if,
and only if, their related revenues and expenses also are allocated to those segments.

The way in which asset, liability, revenue, and expense items are allocated to segments
depends on such factors as the nature of those items, the activities conducted by the segment,
and the relative autonomy of that segment. It is not possible or appropriate to specify a single
basis of allocation that shall be adopted by all entities. Nor is it appropriate to force allocation of
enterprise asset, liability, revenue, and expense items that relate jointly to two or more
segments, if the only basis for making those allocations is arbitrary or difficult to understand. At
the same time, the definitions of segment revenue, segment expense, segment assets, and
segment liabilities are interrelated, and the resulting allocations shall be consistent. Therefore,
jointly used assets are allocated to segments if, and only if, their related revenues and
expenses also are allocated to those segments. For example, an asset is included in segment
assets if, and only if, the related depreciation or amortisation is deducted in measuring
segment result.

Disclosure

49.

Paragraphs 50-67 specify the disclosures required for reportable segments for an entity's
primary segment reporting format. Paragraphs 68-72 identify the disclosures required for an
entity's secondary reporting format. Entities are encouraged to present all of the primary-
segment disclosures identified in paragraphs 50-67 for each reportable secondary segment,
although paragraphs 68-72 require considerably less disclosure on the secondary basis.
Paragraphs 74-83 address several other segment disclosure matters. Appendix B to this
Standard illustrates application of these disclosure standards.

Primary Reporting Format

50.

The disclosure requirements in paragraphs 51-67 shall be applied to each reportable
segment based on an entity's primary reporting format.

" Effective for annual periods beginning on or after 1 January 2007.
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71.
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If an entity's primary format for reporting segment information is geographical segments
(whether based on location of assets or location of customers), it shall also report the
following segment information for each business segment whose revenue from sales to
external customers is 10 per cent or more of total entity revenue from sales to all
external customers or whose segment assets are 10 per cent or more of the total assets
of all business segments:

@) segment revenue from external customers;
(b) the total carrying amount of segment assets; and
(c) the total cost incurred during the period to acquire segment assets that are

expected to be used during more than one period (property, plant, equipment,
and intangible assets).

If an entity's primary format for reporting segment information is geographical segments
that are based on location of assets, and if the location of its customers is different from
the location of its assets, then the entity shall also report revenue from sales to external
customers for each customer-based geographical segment whose revenue from sales to
external customers is 10 per cent or more of total entity revenue from sales to all
external customers.

If an entity's primary format for reporting segment information is geographical segments
that are based on location of customers, and if the entity's assets are located in different
geographical areas from its customers, then the entity shall also report the following
segment information for each asset-based geographical segment whose revenue from
sales to external customers or segment assets are 10 per cent or more of related
consolidated or total entity amounts:

(@ the total carrying amount of segment assets by geographical location of the
assets; and
(b) the total cost incurred during the period to acquire segment assets that are

expected to be used during more than one period (property, plant, equipment,
and intangible assets) by location of the assets.

lllustrative Segment Disclosures

73.

Other

74.

75.

76.

Appendix B to this Standard presents an illustration of the disclosures for primary and
secondary reporting formats that are required by this Standard.

Disclosure Matters

If a busmess seament or qeoqraphlcal seqment for which information is reported to the
nelis not a
reportable segment because it earns a majorlty of its revenue from sales to other
segments, but nonetheless its revenue from sales to external customers is 10 per cent
or more of total entity revenue from sales to all external customers, the entity shall
disclose that fact and the amounts of revenue from (a) sales to external customers and
(b) internal sales to other segments.

In measuring and reporting segment revenue from transactions with other segments,
inter-segment transfers shall be measured on the basis that the entity actually used to
price those transfers. The basis of pricing inter-segment transfers and any change
therein shall be disclosed in the financial statements.

Changes in accounting policies adopted for segment reporting that have a material
effect on segment information shall be disclosed, and prior period segment information
presented for comparative purposes shall be restated unless it is impracticable to do so.
Such disclosure shall include a description of the nature of the change, the reasons for
the change, the fact that comparative information has been restated or that it is
impracticable to do so, and the financial effect of the change, if it is reasonably
determinable. If an entity changes the identification of its segments and it does not
restate prior period segment information on the new basis because it is impracticable to
do so, then for the purpose of comparison the entity shall report segment data for both
the old and the new bases of segmentation in the year in which it changes the
identification of its segments.

" Effective for annual periods beginning on or after 1 January 2007.
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Appendix E

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated
into the text of this Standard and this appendix will be deleted. In the amended paragraphs shown below,
new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) - effective for annual periods beginning on or
after 1 January 2009

In the rubric, the first sentence is amended as described below.

Hong Kong Accounting Standard 14 Segment Reporting (HKAS 14) is set out in paragraphs 1—
84 1-85. All the paragraphs ...

Paragraphs 2, 52A and 54 are amended as follows:

2 A complete set of financial statements includes a batanee-sheet statement of financial
position, ireeme a statement of comprehensive income, eash-flew a statement of cash
flows, a statement shewing of changes in equity, and notes, as provided in HKAS 1
Presentatlon of Flnanmal Statements (as revised in 2007) When a separate income

52A An entity ...all operations that had been classified as discontinued at the
batanee-sheetdate end of the latest reporting period presented.

54 An example of a measure of segment performance above segment result et in the
inreeme statement of comprehensive income is gross margin on sales. Examples of
measures of segment performance below segment result er in the inceme statement
of comprehensive income are profit or loss from ordinary activities (either before or
after income taxes) and profit or loss.

Paragraph 85 is added as follows:

85 HKAS 1 (as revised in 2007) amended the terminology used throughout HKFRSs.
In addition it amended paragraph 2. An entity shall apply HKAS 1 (revised 2007)
for annual periods beginning on or after 1 January 2009. If an entity applies
HKAS 1 (revised 2007) for an earlier period, the amendments shall be applied for
that earlier period.

25
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APPENDIX:
Comparison with International Accounting Standards
Amendments to Other Pronouncements

Amendments resulting from other HKFRSs

BASIS FOR CONCLUSIONS

TABLE OF CONCORDANCE

Hong Kong Accounting Standard 16 Property, Plant and
Equipment (HKAS 16) is set out in paragraphs 1-83 and the
Appendix. All the paragraphs have equal authority. HKAS 16
should be read in the context of its objective and the Basis for
Conclusions, the Preface to Hong Kong Reporting Standards
and the Framework for the Preparation and Presentation of
Financial Statements. HKAS 8 Accounting Policies, Changes
in Accounting Estimates and Errors provides a basis for
selecting and applying accounting policies in the absence of
explicit guidance.
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Hong Kong Accounting Standard 16

Property, Plant and Equipment

Objective

1.

The objective of this Standard is to prescribe the accounting treatment for property,
plant and equipment so that users of the financial statements can discern information
about an entity’s investment in its property, plant and equipment and the changes in
such investment. The principal issues in accounting for property, plant and equipment
are the recognition of the assets, the determination of their carrying amounts and the
depreciation charges and impairment losses to be recognised in relation to them.

Scope

2.

This Standard shall be applied in accounting for property, plant and equipment
except when another Standard requires or permits a different accounting treatment.

This Standard does not apply to:

(a) property, plant and equipment classified as held for sale in accordance with
HKFRS 5 Non-current Assets Held for Sale and Discontinued Operations;

(ab)  Dbiological assets related to agricultural activity (see HKAS 41 Agriculture);
or

(c) the recognition and measurement of exploration and evaluation assets (see
HKFERS 6 Exploration for and Evaluation of Mineral Resources); or

(bd) mineral rights and mineral reserves such as oil, natural gas and similar
non-regenerative resources.

However, this Standard applies to property, plant and equipment used to develop or
maintain the assets described in {a}(b) and {5)(d).

Other Standards may require recognition of an item of property, plant and equipment
based on an approach different from that in this Standard. For example, HKAS 17
Leases requires an entity to evaluate its recognition of an item of leased property,
plant and equipment on the basis of the transfer of risks and rewards. However, in
such cases other aspects of the accounting treatment for these assets, including
depreciation, are prescribed by this Standard.

An entity shall apply this Standard to property that is being constructed or developed
for future use as investment property but does not yet satisfy the definition of
‘investment property” in HKAS 40 Investment Property. Once the construction or
development is complete, the property becomes investment property and the entity is
required to apply HKAS 40. HKAS 40 also applies to investment property that is
being redeveloped for continued future use as investment property. An entity using
the cost model for investment property in accordance with HKAS 40 shall use the
cost model in this Standard.
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Definitions

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

Carrying amount is the amount at which an asset is recognised after deducting any

accumulated depreciation and accumulated impairment losses.

Cost is the amount of cash or cash equivalents paid or the fair value of other
consideration given to acquire an asset at the time of its acquisition or construction
or, where applicable, the amount attributed to that asset when initially recognised
in accordance with the specific requirements of other HKERSs, e.q. HKERS 2
Share-based Payment.

Depreciable amount is the cost of an asset, or other amount substituted for cost,
less its residual value.

Depreciation is the systematic allocation of the depreciable amount of an asset over
its useful life.

Entity-specific value is the present value of the cash flows an entity expects to arise
from the continuing use of an asset and from its disposal at the end of its useful life
or expects to incur when settling a liability.

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

An impairment loss is the amount by which the carrying amount of an asset
exceeds its recoverable amount.

Property, plant and equipment are tangible items that:

(@) are held for use in the production or supply of goods or services, for rental
to others, or for administrative purposes; and

(b) are expected to be used during more than one period.

Recoverable amount is the higher of an asset’s net selling price and its value in
use.

The residual value of an asset is the estimated amount that an entity would
currently obtain from disposal of the asset, after deducting the estimated costs of
disposal, if the asset were already of the age and in the condition expected at the
end of its useful life.

Useful life is:

(€] the period over which an asset is expected to be available for use by an
entity; or

(b) the number of production or similar units expected to be obtained from the
asset by an entity.



95.

56.

o7.

58.

59.

HKAS 16 (Mareh—2004December 2007)

Depreciation of an asset begins when it is available for use, ie when it is in the
location and condition necessary for it to be capable of operating in the manner

mtended by management Depreetatlehe#areasseeeeasewmenmeasseets

Depreciation of an asset ceases at the earller of the date that the asset is cIassmed as

held for sale (or included in a disposal group that is classified as held for sale) in
accordance with HKFRS 5 and the date that the asset is derecognised. Therefore,
depreciation does not cease when the asset becomes idle or is retired from active use
unless the asset is fully depreciated. However, under usage methods of depreciation
the depreciation charge can be zero while there is no production.

The future economic benefits embodied in an asset are consumed by an entity
principally through its use. However, other factors, such as technical or commercial
obsolescence and wear and tear while an asset remains idle, often result in the
diminution of the economic benefits that might have been obtained from the asset.
Consequently, all the following factors are considered in determining the useful life
of an asset:

@ expected usage of the asset. Usage is assessed by reference to the asset’s
expected capacity or physical output.

(b) expected physical wear and tear, which depends on operational factors such
as the number of shifts for which the asset is to be used and the repair and
maintenance programme, and the care and maintenance of the asset while
idle.

(© technical or commercial obsolescence arising from changes or improvements
in production, or from a change in the market demand for the product or
service output of the asset.

(d) legal or similar limits on the use of the asset, such as the expiry dates of
related leases.

The useful life of an asset is defined in terms of the asset’s expected utility to the
entity. The asset management policy of the entity may involve the disposal of assets
after a specified time or after consumption of a specified proportion of the future
economic benefits embodied in the asset. Therefore, the useful life of an asset may be
shorter than its economic life. The estimation of the useful life of the asset is a matter
of judgement based on the experience of the entity with similar assets.

Land and buildings are separable assets and are accounted for separately, even when
they are acquired together. With some exceptions, such as quarries and sites used for
landfill, land has an unlimited useful life and therefore is not depreciated. Buildings
have a limited useful life and therefore are depreciable assets. An increase in the
value of the land on which a building stands does not affect the determination of the
depreciable amount of the building.

If the cost of land includes the costs of site dismantlement, removal and restoration,
that portion of the land asset is depreciated over the period of benefits obtained by
incurring those costs. In some cases, the land itself may have a limited useful life, in
which case it is depreciated in a manner that reflects the benefits to be derived from
it.

14
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Depreciation Method

60.

61.

62.

The depreciation method used shall reflect the pattern in which the asset’s future
economic benefits are expected to be consumed by the entity.

The depreciation method applied to an asset shall be reviewed at least at each
financial year-end and, if there has been a significant change in the expected
pattern of consumption of the future economic benefits embodied in the asset, the
method shall be changed to reflect the changed pattern. Such a change shall be
accounted for as a change in an accounting estimate in accordance with HKAS 8.

A variety of depreciation methods can be used to allocate the depreciable amount of
an asset on a systematic basis over its useful life. These methods include the
straight-line method, the diminishing balance method and the units of production
method. Straight-line depreciation results in a constant charge over the useful life if
the asset’s residual value does not change. The diminishing balance method results in
a decreasing charge over the useful life. The units of production method results in a
charge based on the expected use or output. The entity selects the method that most
closely reflects the expected pattern of consumption of the future economic benefits
embodied in the asset. That method is applied consistently from period to period
unless there is a change in the expected pattern of consumption of those future
economic benefits.

Impairment

63.

To determine whether an item of property, plant and equipment is impaired, an entity
applies HKAS 36 Impairment of Assets. That Standard explains how an entity
reviews the carrying amount of its assets, how it determines the recoverable amount
of an asset, and when it recognises, or reverses the recognition of, an impairment loss.

Compensation for Impairment

65.

66.

Compensation from third parties for items of property, plant and equipment that
were impaired, lost or given up shall be included in profit or loss when the
compensation becomes receivable.

Impairments or losses of items of property, plant and equipment, related claims for or
payments of compensation from third parties and any subsequent purchase or
construction of replacement assets are separate economic events and are accounted
for separately as follows:

@) impairments of items of property, plant and equipment are recognised in
accordance with HKAS 36;

(b) derecognition of items of property, plant and equipment retired or disposed of
is determined in accordance with this Standard:;

©) compensation from third parties for items of property, plant and equipment

that were impaired, lost or given up is included in determining profit or loss
when it becomes receivable; and

15
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(d)

(€)
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the gross carrying amount and the accumulated depreciation (aggregated
with accumulated impairment losses) at the beginning and end of the
period; and

a reconciliation of the carrying amount at the beginning and end of the
period showing:

Q) additions;

(i) dispesals;-assets classified as held for sale or included in a disposal
group classified as held for sale in accordance with HKFERS 5 and

other disposals;

(iii)  acquisitions through business combinations;

(iv) increases or decreases resulting from revaluations under
paragraphs 31, 39 and 40 and from impairment losses recognised
or reversed directly in equity in accordance with HKAS 36;

(v) impairment losses recognised in profit or loss in accordance with
HKAS 36;

(vi) impairment losses reversed in profit or loss in accordance with
HKAS 36;

(vii)  depreciation;

(viii)  the net exchange differences arising on the translation of the
financial statements from the functional currency into a different
presentation currency, including the translation of a foreign
operation into the presentation currency of the reporting entity;
and

(ix) other changes.

The financial statements shall also disclose:

(@)

(b)

(©)

(d)

the existence and amounts of restrictions on title, and property, plant and
equipment pledged as security for liabilities;

the amount of expenditures recognised in the carrying amount of an item
of property, plant and equipment in the course of its construction;

the amount of contractual commitments for the acquisition of property,
plant and equipment; and

if it is not disclosed separately on the face of the income statement, the
amount of compensation from third parties for items of property, plant and
equipment that were impaired, lost or given up that is included in profit or
loss.

17
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@ the carrying amount of temporarily idle property, plant and equipment;

(b) the gross carrying amount of any fully depreciated property, plant and
equipment that is still in use;

and-held for disposal-—and the carrying amount of property, plant and
equipment retired from active use and not classified as held for sale in
accordance with HKFRS 5; and

(©)

(d) when the cost model is used, the fair value of property, plant and equipment
when this is materially different from the carrying amount.

Therefore, entities are encouraged to disclose these amounts.

Transitional Provisions

80.

80A.

80B.

The requirements of paragraphs 24-26 regarding the initial measurement of an
item of property, plant and equipment acquired in an exchange of assets
transaction shall be applied prospectively to future transactions.

Enterprises which carried property, plant and equipment at revalued amounts in
financial statements relating to periods ended before 30 September 1995 are not
required to make regular revaluations in accordance with paragraphs 31 and 36
even if the carrying amounts of the revalued assets are materially different from the
asset’s fair values provided that:

(@) these enterprises do not revalue their property, plant and equipment
subsequent to 1995; and

(b) disclosure of reliance of this paragraph is made in the financial statements.

SSAP 17 Property, Plant and Equipment exempted charitable, government

subvented and not-for-profit organisations whose long-term financial objective is
other than to achieve operating profits (e.g. trade associations, clubs and retirement
schemes) from compliance with its requirements. Those entities that have
previously taken advantage of the exemption under SSAP 17 are permitted to deem
the carrying amount of an item of property, plant and equipment immediately
before applying this Standard on its effective date (or earlier) as the cost of that
item. Depreciation on the deemed cost of an item of property, plant and
equipment commences from the time at which this Standard is first applied. _In the
case where a carrying amount is used as a deemed cost for subseguent accounting,
this fact and the aggregate of the carrying amounts for each class of property, plant
and equipment presented shall be disclosed.

Effective Date

81.

An entity shall apply this Standard for annual periods beginning on or after 1
January 2005. Earlier application is encouraged. If an entity applies this Standard
for a period beginning before 1 January 2005, it shall disclose that fact.

19
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81A. If an entity decides to apply this Standard for an earlier period, it is not required to
apply all the HKASs with the effective date for that same period. However, it is
required to apply the amendments set out in the appendix on amendments to other
pronouncements for that earlier period(s).

Withdrawal of Other Pronouncements

82. This Standard supersedes SSAP 17 Property, Plant and Equipment revised in 2001.
83. This Standard supersedes the following Interpretations: (a) Interpretation 1 Costs of

Modifying Existing Software and Interpretation 5 Property, Plant and
Equipment—Compensation for the Impairment or Loss of Items

19A
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Appendix

Amendments to Other Pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or
after 1 January 2005. If an entity applies this Standard for an earlier period, these
amendments shall be applied for that earlier period.

* k% %

The amendments contained in this appendix when this Standard was issued have been
incorporated into the relevant Standards.
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HKAS 16 (December 2007)

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Standard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 23 Borrowing Costs (issued in June 2007) - effective for annual
periods beginning on or after 1 January 2009

Paragraph 23 is amended as follows:

23

The cost of an item of property, plant and equipment is the cash price
equivalent at the recognition date. If payment is deferred beyond normal
credit terms, the difference between the cash price equivalent and the total
payment is recognised as interest over the period of credit unless such interest

is recoghised—in-the-carrying—ameunt-of-the-item-capitalised in accordance
with the-aHowed-alternative-treatment-in- HKAS 23.

HKAS 1 Presentation of Financial Statements (issued in December
2007) - effective for annual periods beginning on or after 1 January

2009

Paragraphs 39 and 40 are amended as follows:

39

40

If an asset’s carrying amount is increased as a result of a revaluation,

the increase shall be eredited—directhyto—equity recognised in other

comprehensive income and accumulated in equity under the heading of
revaluation surplus. However ...

If an asset’s ... However, the decrease shall be debited-directly-to-equity
Hnder—the—hm—ef—mv&manen—summs recognised _in__other

comprehensive income to the extent of any credit balance existing in the
revaluation surplus in respect of that asset. The decrease recognised in
other comprehensive income reduces the amount accumulated in equity
under the heading of revaluation surplus.

In paragraph 73(e)(iv), ‘recognised or reversed directly in equity’ is amended to
‘recognised or reversed in other comprehensive income’.
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HKAS 16 (December 2007)

Paragraph 81B is added as follows:

81B

HKAS 1 Presentation of Financial Statements (as revised in 2007)
amended the terminology used throughout HKFRSs. In addition it
amended paragraphs 39, 40 and 73(e)(iv). An entity shall apply those
amendments for annual periods beginning on or after 1 January 2009. If
an entity applies HKAS 1 (revised 2007) for an earlier period, the
amendments shall be applied for that earlier period.
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16.

17.

18.

19.

HKAS 17 (December 2004)

accordance with paragraphs 7-13.

Whenever necessary in order to classify and account for a lease of land and buildings, the
minimum lease payments (including any lump-sum upfront payments) are allocated between
the land and the buildings elements in proportion to the relative fair values of the leasehold
interests in the land element and buildings element of the lease at the inception of the lease. If
the lease payments cannot be allocated reliably between these two elements, the entire lease is
classified as a finance lease, unless it is clear that both elements are operating leases, in which
case the entire lease is classified as an operating lease.

For a lease of land and buildings in which the amount that would initially be recognised for the
land element, in accordance with paragraph 20, is immaterial, the land and buildings may be
treated as a single unit for the purpose of lease classification and classified as a finance or
operating lease in accordance with paragraphs 7-13. In such a case, the economic life of the
buildings is regarded as the economic life of the entire leased asset.

Separate measurement of the land and buildings elements is not required when the lessee’s
interest in both land and buildings is classified as an investment property in accordance with
HKAS 40 and the fair value model is adopted. Detailed calculations are required for this
assessment only if the classification of one or both elements is otherwise uncertain.

In accordance with HKAS 40, it is possible for a lessee to classify a property interest held under
an operating lease as an investment property. If it does, the property interest is accounted for as
if it were a finance lease and, in addition, the fair value model is used for the asset recognised.
The lessee shall continue to account for the lease as a finance lease, even if a subsequent
event changes the nature of the lessee’s property interest so that it is no longer classified as
investment property. This will be the case if, for example, the lessee:

(@) occupies the property, which is then transferred to owner-occupied property at a
deemed cost equal to its fair value at the date of change in use; or

(b) grants a sublease that transfers substantially all of the risks and rewards incidental to
ownership of the interest to an unrelated third party. Such a sublease is accounted for
by the lessee as a finance lease to the third party, although it may be accounted for as
an operating lease by the third party.

Leases in the Financial Statements of Lessees

Finance Leases

Initial Recognition

20.

21.

22.

At the commencement of the lease term, lessees shall recognise finance leases as
assets and liabilities in their balance sheets at amounts equal to the fair value of the
leased property or, if lower, the present value of the minimum lease payments, each
determined at the inception of the lease. The discount rate to be used in calculating the
present value of the minimum lease payments is the interest rate implicit in the lease, if
this is practicable to determine; if not, the lessee's incremental borrowing rate shall be
used. Any initial direct costs of the lessee are added to the amount recognised as an
asset.

Transactions and other events are accounted for and presented in accordance with their
substance and financial reality and not merely with legal form. Although the legal form of a lease
agreement is that the lessee may acquire no legal title to the leased asset, in the case of finance
leases the substance and financial reality are that the lessee acquires the economic benefits of
the use of the leased asset for the major part of its economic life in return for entering into an
obligation to pay for that right an amount approximating, at the inception of the lease, the fair
value of the asset and the related finance charge.

If such lease transactions are not reflected in the lessee’s balance sheet, the economic
resources and the level of obligations of an entity are understated, thereby distorting financial
ratios. Therefore, it is appropriate for a finance lease to be recognised in the lessee’s balance
sheet both as an asset and as an obligation to pay future lease payments. At the
commencement of the lease term, the asset and the liability for the future lease payments are
recognised in the balance sheet at the same amounts except for any initial direct costs of the
lessee that are added to the amount recognised as an asset.



23.

24.

HKAS 17 (December 26042007)

It is not appropriate for the liabilities for leased assets to be presented in the financial
statements as a deduction from the leased assets. If for the presentation of liabilities on the face
of the balance sheet a distinction is made between current and non-current liabilities, the same
distinction is made for lease liabilities.

Initial direct costs are often incurred in connection with specific leasing activities, such as
negotiating and securing leasing arrangements. The costs identified as directly attributable to
activities performed by the lessee for a finance lease are added to the amount recognised as an
asset.

Subsequent Measurement

25.

26.

27.

28.

29.

30.

31.

Minimum lease payments shall be apportioned between the finance charge and the
reduction of the outstanding liability. The finance charge shall be allocated to each
period during the lease term so as to produce a constant periodic rate of interest on the
remaining balance of the liability. Contingent rents shall be charged as expenses in the
periods in which they are incurred.

In practice, in allocating the finance charge to periods during the lease term, a lessee may use
some form of approximation to simplify the calculation.

A finance lease gives rise to depreciation expense for depreciable assets as well as
finance expense for each accounting period. The depreciation policy for depreciable
leased assets shall be consistent with that for depreciable assets that are owned, and the
depreciation recognised shall be calculated in accordance with HKAS 16 Property, Plant
and Equipment and HKAS 38 Intangible Assets. If there is no reasonable certainty that
the lessee will obtain ownership by the end of the lease term, the asset shall be fully
depreciated over the shorter of the lease term and its useful life.

The depreciable amount of a leased asset is allocated to each accounting period during the
period of expected use on a systematic basis consistent with the depreciation policy the lessee
adopts for depreciable assets that are owned. If there is reasonable certainty that the lessee will
obtain ownership by the end of the lease term, the period of expected use is the useful life of the
asset; otherwise the asset is depreciated over the shorter of the lease term and its useful life.

The sum of the depreciation expense for the asset and the finance expense for the period is
rarely the same as the lease payments payable for the period, and it is, therefore, inappropriate
simply to recognise the lease payments payable as an expense. Accordingly, the asset and the
related liability are unlikely to be equal in amount after the commencement of the lease term.

To determine whether a leased asset has become impaired, an entity applies HKAS 36
Impairment of Assets.

Lessees shall, in addition to meeting the requirements of HKAS-32HKFRS 7 Financial
Instruments: Disclosures--and-Presentation, make the following disclosures for finance
leases:

@) for each class of asset, the net carrying amount at the balance sheet date.

(b) a reconciliation between the total of future minimum lease payments at the
balance sheet date, and their present value. In addition, an entity shall disclose
the total of future minimum lease payments at the balance sheet date, and their
present value, for each of the following periods:

0] not later than one year;
(i) later than one year and not later than five years;
(iii) later than five years.
(c) contingent rents recognised as an expense in the period.
(d) the total of future minimum sublease payments expected to be received under

non-cancellable subleases at the balance sheet date.

(e) a general description of the lessee’s material leasing arrangements including,
but not limited to, the following:

* Effective for annual periods beginning on or after 1 January 2007.
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HKAS 17 (December 26042007)

0] the basis on which contingent rent payable is determined;

(i) the existence and terms of renewal or purchase options and escalation
clauses; and

(iii) restrictions imposed by lease arrangements, such as those concerning
dividends, additional debt, and further leasing.

32. In addition, the requirements for disclosure in accordance with HKAS 16, HKAS 36, HKAS 38,
HKAS 40 and HKAS 41 apply to lessees for assets leased under finance leases.

Operating Leases

33. Lease payments under an operating lease shall be recognised as an expense on a
straight-line basis over the lease term unless another szystematic basis is more
representative of the time pattern of the user’s benefit.

34. For operating leases, lease payments (excluding costs for services such as insurance and
maintenance) are recognised as an expense on a straight-line basis unless another systematic
basis is representative of the time pattern of the user’s benefit, even if the payments are not on
that basis.

35. Lessees shall, in addition to meeting the requirements of HKAS-32HKFRS 7f, make the
following disclosures for operating leases:

(@ the total of future minimum lease payments under non-cancellable operating
leases for each of the following periods:

@) not later than one year;
(i) later than one year and not later than five years;
(iii) later than five years.
(b) the total of future minimum sublease payments expected to be received under

non-cancellable subleases at the balance sheet date.

(c) lease and sublease payments recognised as an expense in the period, with
separate amounts for minimum lease payments, contingent rents, and sublease
payments.

(d) a general description of the lessee’s significant leasing arrangements including,

but not limited to, the following:
@) the basis on which contingent rent payable is determined;

(i) the existence and terms of renewal or purchase options and escalation
clauses; and

(iii) restrictions imposed by lease arrangements, such as those concerning
dividends, additional debt, and further leasing.

Leases in the Financial Statements of Lessors

Finance Leases
Initial Recognition

36. Lessors shall recognise assets held under a finance lease in their balance sheets and
present them as a receivable at an amount equal to the net investment in the lease.

% See also HK(SIC)-Int15 Operating Leases — Incentives.
Effective for annual periods beginning on or after 1 January 2007.
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37.

38.

HKAS 17 (December 2004)

Under a finance lease substantially all the risks and rewards incidental to legal ownership are
transferred by the lessor, and thus the lease payment receivable is treated by the lessor as
repayment of principal and finance income to reimburse and reward the lessor for its investment
and services.

Initial direct costs are often incurred by lessors and include amounts such as commissions, legal
fees and internal costs that are incremental and directly attributable to negotiating and arranging a
lease. They exclude general overheads such as those incurred by a sales and marketing team.
For finance leases other than those involving manufacturer or dealer lessors, initial direct costs
are included in the initial measurement of the finance lease receivable and reduce the amount of
income recognised over the lease term. The interest rate implicit in the lease is defined in such a
way that the initial direct costs are included automatically in the finance lease receivable; there is
no need to add them separately. Costs incurred by manufacturer or dealer lessors in connection
with negotiating and arranging a lease are excluded from the definition of initial direct costs. As a
result, they are excluded from the net investment in the lease and are recognised as an expense
when the selling profit is recognised, which for a finance lease is normally at the commencement
of the lease term.

Subsequent Measurement

39.

40.

41.

41A.

42.

43.

44.

45.

The recognition of finance income shall be based on a pattern reflecting a constant
periodic rate of return on the lessor's net investment in the finance lease.

A lessor aims to allocate finance income over the lease term on a systematic and rational basis.
This income allocation is based on a pattern reflecting a constant periodic return on the lessor’s
net investment in the finance lease. Lease payments relating to the period, excluding costs for
services, are applied against the gross investment in the lease to reduce both the principal and
the unearned finance income.

Estimated unguaranteed residual values used in computing the lessor’s gross investment in a
lease are reviewed regularly. If there has been a reduction in the estimated unguaranteed
residual value, the income allocation over the lease term is revised and any reduction in respect
of amounts accrued is recognised immediately.

An asset under a finance lease that is classified as held for sale (or included in a disposal group
that is classified as held for sale) in accordance with HKFRS 5 Non-current Assets Held for Sale
and Discontinued Operations shall be accounted for in accordance with that HKFRS.

Manufacturer or dealer lessors shall recognise selling profit or loss in the period, in
accordance with the policy followed by the entity for outright sales. If artificially low rates
of interest are quoted, selling profit shall be restricted to that which would apply if a
market rate of interest were charged. Costs incurred by manufacturer or dealer lessors in
connection with negotiating and arranging a lease shall be recognised as an expense
when the selling profit is recognised.

Manufacturers or dealers often offer to customers the choice of either buying or leasing an asset.

A finance lease of an asset by a manufacturer or dealer lessor gives rise to two types of income:

@ profit or loss equivalent to the profit or loss resulting from an outright sale of the asset
being leased, at normal selling prices, reflecting any applicable volume or trade
discounts; and

(b) finance income over the lease term.

The sales revenue recognised at the commencement of the lease term by a manufacturer or
dealer lessor is the fair value of the asset, or, if lower, the present value of the minimum lease
payments accruing to the lessor, computed at a market rate of interest. The cost of sale
recognised at the commencement of the lease term is the cost, or carrying amount if different, of
the leased property less the present value of the unguaranteed residual value. The difference
between the sales revenue and the cost of sale is the selling profit, which is recognised in
accordance with the entity’s policy for outright sales.

Manufacturer or dealer lessors sometimes quote artificially low rates of interest in order to
attract customers. The use of such a rate would result in an excessive portion of the total

income from the transaction being recognised at the time of sale. If artificially low rates of
interest are quoted, selling profit is restricted to that which would apply if a market rate of

interest were charged.

10



46.

47.

48.

HKAS 17 (December-26042007)

Costs incurred by a manufacturer or dealer lessor in connection with negotiating and arranging
a finance lease are recognised as an expense at the commencement of the lease term because
they are mainly related to earning the manufacturer’s or dealer’s selling profit.

Lessors shall, in addition to meeting the requirements in HKAS-32HKFRS 7-, disclose the
following for finance leases:

@) areconciliation between the gross investment in the lease at the balance sheet
date, and the present value of minimum lease payments receivable at the
balance sheet date. In addition, an entity shall disclose the gross investment in
the lease and the present value of minimum lease payments receivable at the
balance sheet date, for each of the following periods:

0] not later than one year;
(i) later than one year and not later than five years;
(iii) later than five years.
(b) unearned finance income.
(c) the unguaranteed residual values accruing to the benefit of the lessor.
(d) the accumulated allowance for uncollectible minimum lease payments
receivable.
(e) contingent rents recognised as income in the period.
)] a general description of the lessor’s material leasing arrangements.

As an indicator of growth it is often useful also to disclose the gross investment less unearned
income in new business added during the period, after deducting the relevant amounts for
cancelled leases.

Operating Leases

49.

50.

51.

52.

53.

54.

55.

Lessors shall present assets subject to operating leases in their balance sheets
according to the nature of the asset.

Lease income from operating leases shall be recognised in income on a straight-line
basis over the lease term, unless another systematic basis is more representative of the
time pattern in which use benefit derived from the leased asset is diminished.?

Costs, including depreciation, incurred in earning the lease income are recognised as expense.
Lease income (excluding receipts for services provided such as insurance and maintenance) is
recognised on a straight-line basis over the lease term even if the receipts are not on such a
basis, unless another systematic basis is more representative of the time pattern in which use
benefit derived from the leased asset is diminished.

Initial direct costs incurred by lessors in negotiating and arranging an operating lease
shall be added to the carrying amount of the leased asset and recognised as an expense
over the lease term on the same basis as the lease income.

The depreciation policy for depreciable leased assets shall be consistent with the
lessor’s normal depreciation policy for similar assets, and depreciation shall be
calculated in accordance with HKAS 16 and HKAS 38.

To determine whether a leased asset has become impaired, an entity applies HKAS 36.

A manufacturer or dealer lessor does not recognise any selling profit on entering into an
operating lease because it is not the equivalent of a sale.

% See also HK(SIC)-Int 15 Operating Leases — Incentives.
Effective for annual periods beginning on or after 1 January 2007.

11



56.

57.

HKAS 17 (December-26042007)
Lessors shall, in addition to meeting the requirements of HKAS-32HKFRS 73, disclose the
following for operating leases:

(@ the future minimum lease payments under non-cancellable operating leases in
the aggregate and for each of the following periods:

(i)  not later than one year;

(ii) later than one year and not later than five years;

(iii) later than five years.
(b) total contingent rents recognised as income in the period.
(c) a general description of the lessor’s leasing arrangements.

In addition, the disclosure requirements in HKAS 16, HKAS 36, HKAS 38, HKAS 40 and HKAS
41 apply to lessors for assets provided under operating leases.

Sale and Leaseback Transactions

58.

59.

60.

61.

62.

63.

64.

65.

66.

A sale and leaseback transaction involves the sale of an asset and the leasing back of the same
asset. The lease payment and the sale price are usually interdependent because they are
negotiated as a package. The accounting treatment of a sale and leaseback transaction
depends upon the type of lease involved.

If a sale and leaseback transaction results in a finance lease, any excess of sales
proceeds over the carrying amount shall not be immediately recognised as income by a
seller-lessee. Instead, it shall be deferred and amortised over the lease term.

If the leaseback is a finance lease, the transaction is a means whereby the lessor provides
finance to the lessee, with the asset as security. For this reason it is not appropriate to regard an
excess of sales proceeds over the carrying amount as income. Such excess is deferred and
amortised over the lease term.

If a sale and leaseback transaction results in an operating lease, and it is clear that the
transaction is established at fair value, any profit or loss shall be recognised immediately.
If the sale price is below fair value, any profit or loss shall be recognised immediately
except that, if the loss is compensated for by future lease payments at below market
price, it shall be deferred and amortised in proportion to the lease payments over the
period for which the asset is expected to be used. If the sale price is above fair value, the
excess over fair value shall be deferred and amortised over the period for which the
asset is expected to be used.

If the leaseback is an operating lease, and the lease payments and the sale price are at fair
value, there has in effect been a normal sale transaction and any profit or loss is recognised
immediately.

For operating leases, if the fair value at the time of a sale and leaseback transaction is
less than the carrying amount of the asset, a loss equal to the amount of the difference
between the carrying amount and fair value shall be recognised immediately.

For finance leases, no such adjustment is necessary unless there has been an impairment in
value, in which case the carrying amount is reduced to recoverable amount in accordance with
HKAS 36.

Disclosure requirements for lessees and lessors apply equally to sale and leaseback
transactions. The required description of material leasing arrangements leads to disclosure of
unique or unusual provisions of the agreement or terms of the sale and leaseback transactions.

Sale and leaseback transactions may trigger the separate disclosure criteria in HKAS 1
Presentation of Financial Statements.

Transitional Provisions

67.

Subject to paragraph 68, retrospective application of this Standard is encouraged but not
required. If the Standard is not applied retrospectively, the balance of any pre-existing
finance lease is deemed to have been properly determined by the lessor and shall be
accounted for thereafter in accordance with the provisions of this Standard.

" Effective for annual periods beginning on or after 1 January 2007.
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HKAS 17 (December 26042007)
Appendix

Amendments to Other Pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or after 1 January
2005. If an entity applies this Standard for an earlier period, these amendments shall be applied for that
earlier period.

* k%

The amendments contained in this appendix when this Standard was issued have been incorporated into

the relevant Standards.
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HKAS 19 (December 2007)

Introduction to February 2005 Amendment

IN1.

IN2.

IN3.

IN4.

The amendment to HKAS 19 Employee Benefits issued in February 2005, effective for annual
periods beginning on or after 1 January 2006 (now incorporated in the body of this Standard)
introduces an additional recognition option for actuarial gains and losses arising in post-
employment defined benefit plans. Actuarial gains and losses are defined in HKAS 19 as
experience adjustments (the effects of differences between the previous actuarial assumptions
and what has actually occurred) and the effects of changes in actuarial assumptions. They
include changes in the fair value of plan assets other than those explained by the expected
return. Before this amendment, HKAS 19 required actuarial gains and losses to be recognised
in profit or loss either in the period in which they occur, or on a deferred basis.

The Hong Kong Institute of Certified Public Accountants (Institute) has reservations about
aspects of HKAS 19, including concerns about deferred recognition of actuarial gains and
losses. The Institute believes that deferred recognition is inconsistent with the Institute’s
Framework for the Preparation and Presentation of Financial Statements because it results in
amounts presented in the balance sheet that do not meet the definition of a liability or an asset.
The Institute notes the intention of the International Accounting Standards Board (IASB) to
undertake a major project on accounting for post-employment benefits.

The Institute also notes that the UK standard on post-employment benefits, FRS 17 Retirement
Benefits, requires recognition of all actuarial gains and losses as they occur, outside profit or
loss in a statement of total recognised gains and losses. The Institute does not necessarily
regard this as an ideal solution, but notes that FRS 17 produces transparent information about
defined benefit plans in the financial statements. The Institute believes that, pending (a) a
comprehensive reconsideration of the accounting for postemployment benefits by the IASB
and (b) the development of a new format for the income statement by the IASB, an option
similar to the approach in FRS 17 should be available as an alternative to deferred recognition
or immediate recognition in profit or loss.

The other features of the amendment are:

(@) clarification that a contractual agreement between a multi-employer plan and
participating employers that determines how a surplus is to be distributed or a deficit
funded will give rise to an asset or liability.

(b) accounting requirements for group defined benefit plans in the separate or individual
financial statements of entities within a group.

(c) additional disclosures that:

() provide information about trends in the assets and liabilities in a defined
benefit plan and the assumptions underlying the components of the defined
benefit cost; and

(i) bring the disclosures in HKAS 19 closer to those required by the US

standard SFAS 132 Employers’ Disclosures about Pensions and Other
Postretirement Benefits, which was revised in December 2003.

3A



25.

26.

27.

28.

HKAS 19 (December 20042007)

Post-employment benefit plans are classified as either defined contribution plans or defined
benefit plans, depending on the economic substance of the plan as derived from its principal
terms and conditions. Under defined contribution plans:

(@ the entity's legal or constructive obligation is limited to the amount that it agrees to
contribute to the fund. Thus, the amount of the post-employment benefits received by
the employee is determined by the amount of contributions paid by an entity (and
perhaps also the employee) to a post-employment benefit plan or to an insurance
company, together with investment returns arising from the contributions; and

(b) in consequence, actuarial risk (that benefits will be less than expected) and

investment risk (that assets invested will be insufficient to meet expected benefits) fall
on the employee.

Examples of cases where an entity's obligation is not limited to the amount that it agrees to
contribute to the fund are when the entity has a legal or constructive obligation through:

(@ a plan benefit formula that is not linked solely to the amount of contributions;

(b) a guarantee, either indirectly through a plan or directly, of a specified return on
contributions; or

(c) those informal practices that give rise to a constructive obligation. For example, a
constructive obligation may arise where an entity has a history of increasing benefits
for former employees to keep pace with inflation even where there is no legal
obligation to do so.

Under defined benefit plans:

@) the entity's obligation is to provide the agreed benefits to current and former
employees; and

(b) actuarial risk (that benefits will cost more than expected) and investment risk fall, in
substance, on the entity. If actuarial or investment experience are worse than
expected, the entity's obligation may be increased.

Paragraphs 29 to 42 below explain the distinction between defined contribution plans and
defined benefit plans in the context of multremployer plans, state plans and insured benefits.

Multi-employer Plans

20.

30.

An entity shall classify a multi-employer plan as a defined contribution plan or a defined
benefit plan under the terms of the plan (including any constructive obligation that goes
beyond the formal terms). Where a multi-employer plan is a defined benefit plan, an
entity shall:

(@ account for its proportionate share of the defined benefit obligation, plan assets

and cost associated with the plan in the same way as for any other defined
benefit plan; and

(b) disclose the information required by paragraph $23120A.

When sufficient information is not available to use defined benefit accounting for a
multi-employer plan that is a defined benefit plan, an entity shall:

(@ account for the plan under paragraphs 44 - 46 as if it were a defined
contribution plan;

(b) disclose:
@) the fact that the plan is a defined benefit plan; and
(i) the reason why sufficient information is not available to enable the

entity to account for the plan as a defined benefit plan; and

(c) to the extent that a surplus or deficit in the plan may affect the amount of future
contributions, disclose in addition:

10



31.

32.

32A.

32B.

HKAS 19 (December-20042007)

@) any available information about that surplus or deficit;
(i) the basis used to determine that surplus or deficit; and
(iii) the implications, if any, for the entity.

One example of a defined benefit multi-employer plan is one where:

(@ the plan is financed on a pay-as-you-go basis such that: contributions are set at a
level that is expected to be sufficient to pay the benefits falling due in the same period;
and future benefits earned during the current period will be paid out of future
contributions; and

(b) employees' benefits are determined by the length of their service and the participating
entities have no realistic means of withdrawing from the plan without paying a
contribution for the benefits earned by employees up to the date of withdrawal. Such a
plan creates actuarial risk for the entity: if the ultimate cost of benefits already earned
at the balance sheet date is more than expected, the entity will have to either increase
its contributions or persuade employees to accept a reduction in benefits. Therefore,
such a plan is a defined benefit plan.

Where sufficient information is available about a multi-employer plan which is a defined benefit
plan, an entity accounts for its proportionate share of the defined benefit obligation, plan assets
and post-employment benefit cost associated with the plan in the same way as for any other
defined benefit plan. However, in some cases, an entity may not be able to identify its share of
the underlying financial position and performance of the plan with sufficient reliability for
accounting purposes. This may occur if:

(@ the entity does not have access to information about the plan that satisfies the
requirements of this Standard; or

(b) the plan exposes the participating entities to actuarial risks associated with the current
and former employees of other entities, with the result that there is no consistent and
reliable basis for allocating the obligation, plan assets and cost to individual entities
participating in the plan.

In those cases, an entity accounts for the plan as if it were a defined contribution plan and
discloses the additional information required by paragraph 30.

There may be a contractual agreement between the multi-employer plan and its participants
that determines how the surplus in the plan will be distributed to the participants (or the deficit
funded). A participant in a multi-employer plan with such an agreement that accounts for the
plan as a defined contribution plan in accordance with paragraph 30 shall recognise the asset
or liability that arises from the contractual agreement and the resulting income or expense in
profit or loss.

Example illustrating paragraph 32A

An entity participates in a multi-employer defined benefit plan that does not prepare plan
valuations on an HKAS 19 basis. It therefore accounts for the plan as if it were a defined
contribution plan. A non-HKAS 19 funding valuation shows a deficit of 100 million in the plan.
The plan has agreed under contract a schedule of contributions with the participating
employers in the plan that will eliminate the deficit over the next five years. The entity’s total
contributions under the contract are 8 million.

The entity recognises a liability for the contributions adjusted for the time value of money and
an equal expense in profit or loss.

HKAS 37 Provisions, Contingent Liabilities and Contingent Assets requires an entity to
recognise, or disclose information about, certain contingent liabilities. In the context of a multi-
employer plan, a contingent liability may arise from, for example:

(@) actuarial losses relating to other participating entities because each entity that

participates in a multi-employer plan shares in the actuarial risks of every other
participating entity; or
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(b) any responsibility under the terms of a plan to finance any shortfall in the plan if other
entities cease to participate.

Multi-employer plans are distinct from group administration plans. A group administration plan
is merely an aggregation of single employer plans combined to allow participating employers to
pool their assets for investment purposes and reduce investment management and
administration costs, but the claims of different employers are segregated for the sole benefit of
their own employees. Group administration plans pose no particular accounting problems
because information is readily available to treat them in the same way as any other single
employer plan and because such plans do not expose the participating entities to actuarial
risks associated with the current and former employees of other entities. The definitions in this
Standard require an entity to classify a group administration plan as a defined contribution plan
or a defined benefit plan in accordance with the terms of the plan (including any constructive
obligation that goes beyond the formal terms).

Defined benefit plans that share risks between various entities under
common control

34.

34A.

34B.

35.

Defined benefit plans that peel-the-assets-eentributed-by-share risks between various entities

under common control, for example, a parent and its subsidiaries, are not multi-employer plans.

An entity participating in such a plan shall obtain information about the plan as a whole
measured in accordance with HKAS 19 on the basis of assumptions that apply to the plan as a
whole. If there is a contractual agreement or stated policy for charging the net defined benefit
cost for the plan as a whole measured in accordance with HKAS 19 to individual group entities,
the entity shall, in its separate or individual financial statements, recognise the net defined
benefit cost so charged. If there is no such agreement or policy, the net defined benefit cost
shall be recognised in the separate or individual financial statements of the group entity that is
legally the sponsoring employer for the plan. The other group entities shall, in their separate or
individual financial statements, recognise a cost equal to their contribution payable for the
period.

Participation in such a plan is a related party transaction for each individual group entity. An
entity shall therefore, in its separate or individual financial statements, make the following
disclosures:

(@) the contractual agreement or stated policy for charging the net defined benefit cost or
the fact that there is no such policy.

(b) the policy for determining the contribution to be paid by the entity.
(c) if the entity accounts for an allocation of the net defined benefit cost in accordance

with paragraph 34A, all the information about the plan as a whole in accordance with
paragraphs 120-121.

(d) if the entity accounts for the contribution payable for the period in accordance with
paragraph 34A, the information about the plan as a whole required in accordance with
paragraphs 120A(b)-(e), (i), (n), (0), (g) and 121. The other disclosures required by
paragraph 120A do not apply.
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(b) total of:
@) any cumulative unrecognised net actuarial losses and past service cost
(see paragraphs 92, 93 and 96); and
(i) the present value of any economic benefits available in the form of

refunds from the plan or reductions in future contributions to the plan.
The present value of these economic benefits shall be determined
using the discount rate specified in paragraph 78.

The application of paragraph 58 shall not result in a gain being recognised solely as a
result of an actuarial loss or past service cost in the current period or in a loss being
recognised solely as aresult of an actuarial gain in the current period. The entity shall
therefore recognise immediately under paragraph 54 the following, to the extent that
they arise while the defined benefit asset is determined in accordance with paragraph
58(b):

(@ net actuarial losses of the current period and past service cost of the current
period to the extent that they exceed any reduction in the present value of the
economic benefits specified in paragraph 58(b)(ii). If there is no change or an
increase in the present value of the economic benefits, the entire net actuarial
losses of the current period and past service cost of the current period shall be
recognised immediately under paragraph 54.

(b) net actuarial gains of the current period after the deduction of past service cost
of the current period to the extent that they exceed any increase in the present
value of the economic benefits specified in paragraph 58(b)(ii). If there is no
change or a decrease in the present value of the economic benefits, the entire
net actuarial gains of the current period after the deduction of past service cost
of the current period shall be recognised immediately under paragraph 54.

Paragraph 58A applies to an entity only if it has, at the beginning or end of the accounting
period, a surplus in a defined benefit plan and cannot, based on the current terms of the plan,
recover that surplus fully through refunds or reductions in future contributions. In such cases,
past service cost and actuarial losses that arise in the period, the recognition of which is
deferred under paragraph 54, will increase the amount specified in paragraph 58(b)(i). If that
increase is not offset by an equal decrease in the present value of economic benefits that
qualify for recognition under paragraph 58(b)(ii), there will be an increase in the net total
specified by paragraph 58(b) and, hence, a recognised gain. Paragraph 58A prohibits the
recognition of a gain in these circumstances. The opposite effect arises with actuarial gains
that arise in the period, the recognition of which is deferred under paragraph 54, to the extent
that the actuarial gains reduce cumulative unrecognised actuarial losses. Paragraph 58A
prohibits the recognition of a loss in these circumstances. For examples of the application of
this paragraph, see Appendix C.

An asset may arise where a defined benefit plan has been overfunded or in certain cases
where actuarial gains are recognised. An entity recognises an asset in such cases because:

(@ the entity controls a resource, which is the ability to use the surplus to generate future
benefits;
(b) that control is a result of past events (contributions paid by the entity and service

rendered by the employee); and

(c) future economic benefits are available to the entity in the form of a reduction in future
contributions or a cash refund, either directly to the entity or indirectly to another plan
in deficit.

The limit in paragraph 58(b) does not over-ride the delayed recognition of certain actuarial
losses (see paragraphs 92 and 93) and certain past service cost (see paragraph 96), other
than as specified in paragraph 58A. However, that limit does over-ride the transitional option in
paragraph 155(b). Paragraph £20(e)}+)120A(f)(iii) requires an entity to disclose any amount
not recognised as an asset because of the limit in paragraph 58(b).

A surplus is an excess of the fair value of the plan assets over the present value of the defined benefit
obligation.

15



HKAS 19 (December-20042007)

Example Illustrating Paragraph 60

A defined benefit plan has the following characteristics:

Present value of the obligation 1,100
Fair value of plan assets (1,190)
(90)
Unrecognised actuarial losses (110)
Unrecognised past service cost (70)
Unrecognised increase in the liability on initial adoption of the (50)
Standard under paragraph 155(b)
Negative amount determined under paragraph 54 (320)
Present value of available future refunds and reductions in 90

future contributions

The limit under paragraph 58(b) is computed as follows:

Unrecognised actuarial losses 110
Unrecognised past service cost 70
Present value of available future refunds and 90

reductions in future contributions

Limit 270

270 is less than 320. Therefore, the entity recognises an asset of 270 and discloses that the
limit reduced the carrying amount of the asset by 50 (see paragraph-320(e}v)120A(f)(iii)).

treome-StatementProfit and Loss

61.

62.

An entity shall recognise the net total of the following amounts as-expense-or{subject
A i i i , except to the extent that another
Standard requires or permits their inclusion in the cost of an asset:

(@ current service cost (see paragraphs 63 - 91);
(b) interest cost (see paragraph 82);
(c) the expected return on any plan assets (see paragraphs 105 - 107) and on any

reimbursement rights (see paragraph 104A);

(d) actuarial gains and losses, te—the—extentthat they—are—recognised—under—as
required in accordance with the entity’s accounting policy (see paragraphs 92
and-93_-93D);

(e) past service costto-the-extentthatparagraph-96reqtires-an-entity-to-recoghise
it (see paragraph 96); anct

()] the effect of any curtailments or settlements (see paragraphs 109 and 110)_and

(@) the effect of the limit in paragraph 58(b), unless it is recognised outside profit or

loss in accordance with paragraph 93C.

Other Standards require the inclusion of certain employee benefit costs within the cost of
assets such as inventories or property, plant and equipment (see HKAS 2, Inventories, and
HKAS 16 Property, Plant and Equipment). Any post-employment benefit costs included in the
cost of such assets include the appropriate proportion of the components listed in paragraph 61.
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The level and frequency of claims is particularly sensitive to the age, health status and sex of
employees (and their dependants) and may be sensitive to other factors such as geographical
location. Therefore, historical data is adjusted to the extent that the demographic mix of the
population differs from that of the population used as a basis for the historical data. It is also
adjusted where there is reliable evidence that historical trends will not continue.

Some post-employment health care plans require employees to contribute to the medical costs
covered by the plan. Estimates of future medical costs take account of any such contributions,
based on the terms of the plan at the balance sheet date (or based on any constructive
obligation that goes beyond those terms). Changes in those employee contributions result in
past service cost or, where applicable, curtailments. The cost of meeting claims may be
reduced by benefits from state or other medical providers (see paragraphs 83(c) and 87).

Actuarial Gains and Losses

92.

93.

93A.

93B.

93C.

93D.

94

In measuring its defined benefit liability urder in accordance with paragraph 54, an
entity shall, subject to paragraph 58A, recognise a portion (as specified in paragraph 93)
of its actuarial gains and losses as income or expense if the net cumulative
unrecognised actuarial gains and losses at the end of the previous reporting period
exceeded the greater of:

@) 10% of the present value of the defined benefit obligation at that date (before
deducting plan assets); and

(b) 10% of the fair value of any plan assets at that date.
These limits shall be calculated and applied separately for each defined benefit plan.

The portion of actuarial gains and losses to be recognised for each defined benefit plan
is the excess determined uréder_in accordance with paragraph 92, divided by the
expected average remaining working lives of the employees participating in that plan.
However, an entity may adopt any systematic method that results in faster recognition
of actuarial gains and losses, provided that the same basis is applied to both gains and
losses and the basis is applied consistently from period to period. An entity may apply
such systematic methods to actuarial gains and losses even if they falt are within the
limits specified in paragraph 92.

If. as permitted bv paraaraph 93. an entitv adopts a policv of recoanisina actuarial aains
and losses in the period in which they occur, it may recoanise them outside profit or
loss, in accordance with paragraphs 93B-93D, providing it does so for:

(@) all of its defined benefit plans; and
(b) all of its actuarial gains and losses.

Actuarial gains and losses recoanised outside profit or loss as permitted by paragraph 93A
shall be presented in a statement of chanaes in eauitv titled ‘statement of recoanised income
and expense’ that comprises only the items specified in paragraph 96 of HKAS 1. The entity
shall not present the actuarial aains and losses in a statement of chanaes in eauitv in the
columnar format referred to in paragraph 101 of HKAS 1 or any other format that includes the
items specified in paragraph 97 of HKAS 1.

An entity that recoanises actuarial aains and losses in accordance with paraaranh 93A shall
also recognise any adjustments arising from the limit in paragraph 58(b) outside profit or loss in
the statement of recognised income and expense.

Actuarial gains and losses and adiustments arisina from the limit in paraaraph 58(b) that have
been recognised directly in the statement of recognised income and expense shall be
recoanised immediately in retained earnings. They shall not be recognised in profit or loss in a
subsequent period.

Actuarial gains and losses may result from increases or decreases in either the present value
of a defined benefit obligation or the fair value of any related plan assets. Causes of actuarial
gains and losses include, for example:

(@ unexpectedly high or low rates of employee turnover, early retirement or mortality or
of increases in salaries, benefits (if the formal or constructive terms of a plan provide
for inflationary benefit increases) or medical costs;

(b) the effect of changes in estimates of future employee turnover, early retirement or

mortality or of increases in salaries, benefits (if the formal or constructive terms of a
plan provide for inflationary benefit increases) or medical costs;
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(c) the effect of changes in the discount rate; and

(d) differences between the actual return on plan assets and the expected return on plan
assets (see paragraphs 105-107).

In the long term, actuarial gains and losses may offset one another. Therefore, estimates of
post-employment benefit obligations are-best may be viewed as a range (or ‘corridor’) around
the best estimate. An entity is permitted, but not required, to recognise actuarial gains and
losses that fall within that range. This Standard requires an entity to recognise, as a minimum,
a specified portion of the actuarial gains and losses that fall outside a ‘corridor' of plus or minus
10%. [Appendix A illustrates the treatment of actuarial gains and losses, among other things]
The Standard also permits systematic methods of faster recognition, provided that those
methods satisfy the conditions set out in paragraph 93. Such permitted methods include, for
example, immediate recognition of all actuarial gains and losses, both within and outside the
‘corridor'. Paragraph 155(b)(iii) explains the need to consider any unrecognised part of the
transitional liability in accounting for subsequent actuarial gains.

Past Service Cost

96.

97.

98.

In measuring its defined benefit liability under paragraph 54, an entity shall, subject to
paragraph 58A, recognise past service cost as an expense on a straight-line basis over
the average period until the benefits become vested. To the extent that the benefits are
already vested immediately following the introduction of, or changes to, a defined
benefit plan, an entity shall recognise past service cost immediately.

Past service cost arises when an entity introduces a defined benefit plan or changes the
benefits payable under an existing defined benefit plan. Such changes are in return for
employee service over the period until the benefits concerned are vested. Therefore, past
service cost is recognised over that period, regardless of the fact that the cost refers to
employee service in previous periods. Past service cost is measured as the change in the
liability resulting from the amendment (see paragraph 64).

Example Illustrating Paragraph 97

An entity operates a pension plan that provides a pension of 2% of final salary for each year of
service. The benefits become vested after five years of service. On 1 January 20X5 the entity
improves the pension to 2.5% of final salary for each year of service starting from 1 January
20X1. At the date of the improvement, the present value of the additional benefits for service
from 1 January 20X1 to 1 January 20X5 is as follows:

Employees with more than five years' service at 1/1/X5 150

Employees with less than five years' service at 1/1/X5 (average 120
period until vesting: three years)

The entity recognises 150 immediately because those benefits are already vested. The entity
recognises 120 on a straight-line basis over three years from 1 January 20X5.

Past service cost excludes:

(@ the effect of differences between actual and previously assumed salary increases on
the obligation to pay benefits for service in prior years (there is no past service cost
because actuarial assumptions allow for projected salaries);

(b) under and over estimates of discretionary pension increases where an entity has a
constructive obligation to grant such increases (there is no past service cost because
actuarial assumptions allow for such increases);

(c) estimates of benefit improvements that result from actuarial gains that have already
been recognised in the financial statements if the entity is obliged, by either the formal
terms of a plan (or a constructive obligation that goes beyond those terms) or
legislation, to use any surplus in the plan for the benefit of plan participants, even if
the benefit increase has not yet been formally awarded (the resulting increase in the
obligation is an actuarial loss and not past service cost, see paragraph 85(b));
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(d) the increase in vested benefits when, in the absence of new or improved benefits,
employees complete vesting requirements (there is no past service cost because the
estimated cost of benefits was recognised as current service cost as the service was
rendered); and

(e) the effect of plan amendments that reduce benefits for future service (a curtailment).

An entity establishes the amortisation schedule for past service cost when the benefits are
introduced or changed. It would be impracticable to maintain the detailed records needed to
identify and implement subsequent changes in that amortisation schedule. Moreover, the effect
is likely to be material only where there is a curtailment or settlement. Therefore, an entity
amends the amortisation schedule for past service cost only if there is a curtailment or
settlement.

Where an entity reduces benefits payable under an existing defined benefit plan, the resulting
reduction in the defined benefit liability is recognised as (negative) past service cost over the
average period until the reduced portion of the benefits becomes vested.

Where an entity reduces certain benefits payable under an existing defined benefit plan and, at
the same time, increases other benefits payable under the plan for the same employees, the
entity treats the change as a single net change.

Recognition and Measurement: Plan Assets

Fair Value of Plan Assets

102.

103.

104.

The fair value of any plan assets is deducted in determining the amount recognised in the
balance sheet under paragraph 54. When no market price is available, the fair value of plan
assets is estimated; for example, by discounting expected future cash flows using a discount
rate that reflects both the risk associated with the plan assets and the maturity or expected
disposal date of those assets (or, if they have no maturity, the expected period until the
settlement of the related obligation).

Plan assets exclude unpaid contributions due from the reporting entity to the fund, as well as
any non-transferable financial instruments issued by the entity and held by the fund. Plan
assets are reduced by any liabilities of the fund that do not relate to employee benefits, for
example, trade and other payables and liabilities resulting from derivative financial instruments.

Where plan assets include qualifying insurance policies that exactly match the amount and
timing of some or all of the benefits payable under the plan, the fair value of those insurance
policies is deemed to be the present value of the related obligations, as described in paragraph
54 (subject to any reduction required if the amounts receivable under the insurance policies are
not recoverable in full).

Reimbursements

104A.

104B.

104C.

When, and only when, it is virtually certain that another party will reimburse some or all
of the expenditure required to settle a defined benefit obligation, an entity shall
recognise its right to reimbursement as a separate asset. The entity shall measure the
asset at fair value. In all other respects, an entity shall treat that asset in the same way
as plan assets. In the income statement, the expense relating to a defined benefit plan
may be presented net of the amount recognised for a reimbursement.

Sometimes, an entity is able to look to another party, such as an insurer, to pay part or all of
the expenditure required to settle a defined benefit obligation. Qualifying insurance policies, as
defined in paragraph 7, are plan assets. An entity accounts for qualifying insurance policies in
the same way as for all other plan assets and paragraph 104A does not apply (see paragraphs
39- 42 and 104).

When an insurance policy is not a qualifying insurance policy, that insurance policy is not a
plan asset. Paragraph 104A deals with such cases: the entity recognises its right to
reimbursement under the insurance policy as a separate asset, rather than as a deduction in
determining the defined benefit liability recognised under paragraph 54; in all other respects,
the entity treats that asset in the same way as plan assets. In particular, the defined benefit
liability recognised under paragraph 54 is increased (reduced) to the extent that net cumulative
actuarial gains (losses) on the defined benefit obligation and on the related reimbursement
right remain unrecognised under paragraphs 92 and 93. Paragraph $26{e)}{vi)}120A(f)(iv)
requires the entity to disclose a brief description of the link between the reimbursement right
and the related obligation.
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Example lllustrating Paragraphs 104A-C

Present value of obligation 1,241
Unrecognised actuarial gains 17
Liability recognised in balance sheet 1,258

Rights under insurance policies that exactly match the amount and timing of
some of the benefits payable under the plan. Those benefits have a present 1,092
value of 1,092 ====

The unrecognised actuarial gains of 17 are the net cumulative actuarial gains on the
obligation and on the reimbursement rights.

104D. |If the right to reimbursement arises under an insurance policy that exactly matches the amount
and timing of some or all of the benefits payable under a defined benefit plan, the fair value of
the reimbursement right is deemed to be the present value of the related obligation, as
described in paragraph 54 (subject to any reduction required if the reimbursement is not
recoverable in full).

Return on Plan Assets

105. The expected return on plan assets is one component of the expense recognised in the income
statement. The difference between the expected return on plan assets and the actual return on
plan assets is an actuarial gain or loss; it is included with the actuarial gains and losses on the
defined benefit obligation in determining the net amount that is compared with the limits of the
10% 'corridor’ specified in paragraph 92.

106. The expected return on plan assets is based on market expectations, at the beginning of the
period, for returns over the entire life of the related obligation. The expected return on plan
assets reflects changes in the fair value of plan assets held during the period as a result of
actual contributions paid into the fund and actual benefits paid out of the fund.

Example lllustrating Paragraph 106

At 1 January 20X1, the fair value of plan assets was 10,000 and net cumulative unrecognised
actuarial gains were 760. On 30 June 20X1, the plan paid benefits of 1,900 and received
contributions of 4,900. At 31 December 20X1, the fair value of plan assets was 15,000 and the
present value of the defined benefit obligation was 14,792. Actuarial losses on the obligation for
20X1 were 60.

At 1 January 20X1, the reporting entity made the following estimates, based on market prices at

that date:

%
Interest and dividend income, after tax payable by the fund 9.25
Realised and unrealised gains on plan assets (after tax) 2.00
Administration costs (1.00)
Expected rate of return 10.25

continued...
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...continued

For 20X1, the expected and actual return on plan assets are as follows:

Return on 10,000 held for 12 months at 10.25% 1,025
Return on 3,000 held for six months at 5% (equivalent to 10.25% 150
annually, compounded every six months)

Expected return on plan assets for 20X1 1,175
Fair value of plan assets at 31 December 20X1 15,000
Less fair value of plan assets at 1 January 20X1 (10,000)
Less contributions received (4,900)
Add benefits paid 1,900
Actual return on plan assets 2,000

The difference between the expected return on plan assets (1,175) and the actual return on
plan assets (2,000) is an actuarial gain of 825. Therefore, the cumulative net unrecognised
actuarial gains are 1,525 (760 plus 825 less 60). Under paragraph 92, the limits of the corridor
are set at 1,500 (greater of: (i) 10% of 15,000 and (ii) 10% of 14,792). In the following year
(20X2), the entity recognises in the income statement an actuarial gain of 25 (1,525 less 1,500)
divided by the expected average remaining working life of the employees concerned.

The expected return on plan assets for 20X2 will be based on market expectations at 1/1/X2
for returns over the entire life of the obligation.

In determining the expected and actual return on plan assets, an entity deducts expected
administration costs, other than those included in the actuarial assumptions used to measure
the obligation.

Business Combinations

108.

In a business combination, an entity recognises assets and liabilities arising from post-
employment benefits at the present value of the obligation less the fair value of any plan assets
(see HKFRS 3 Business Combinations). The present value of the obligation includes all of the
following, even if the acquiree had not yet recognised them at the acquisition date:

(@ actuarial gains and losses that arose before the acquisition date (whether or not they
fell inside the 10% ‘corridor");

(b) past service cost that arose from benefit changes, or the introduction of a plan, before
the acquisition date; and

(c) amounts that, under the transitional provisions of paragraph 155(b), the acquiree had
not recognised.
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120. An entity shall disclose information that enables users of financial statements to
evaluate the nature of its defined benefit plans and the financial effects of changes in

I I g 0 .

120A. An entity shall disclose the following information about defined benefit plans:

@
()
()

the entity’s accounting policy for recognising actuarial gains and losses;.
a general description of the type of plan;,

a reconcmatlon of ODenlnq and closing balances of the present value of the

he Qerlod attrlbutable to each of the foIIowmg

(i) current service cost,

(i) interest cost,

iii contributions by plan participants

currencv dlfferent from the entltv S Dresentatlon currencv

vi benefi :

(vii) past service cost,

(viii) business combinations.
ix rtailment

(x) settlements.

an_analysis of the defined benefit obligation into amounts arising from plans
that are wholly unfunded and amounts arising from plans that are wholly or

(ef)

assets and of the ogenlng and closmg balances of any relmbursement ngh
recoqnlsed as an asset in accordance Wlth Daraqraph 104A showing separatelv

i expected return on plan assets

ii actuarial gains and losses

currencv dlfferent from the entltv S Dresentatlon currencv

iv) F— I

(v) contributions by plan participants,

(vi) benefits paid,

Vii business combinations and

|
a reconcmatlon of the present value of the defined benefit obligation in (c) and

the assets and liabilities recognised in
the balance sheet, showing at least:
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(iv)

(iv)

(ivvi)

the net actuarial gains or losses not recognised in the balance sheet
(see paragraph 92);

the past service cost not yet recognised in the balance sheet (see
paragraph 96);

any amount not recognised as an asset, because of the limit in
paragraph 58(b);

the fair value at the balance sheet date of any reimbursement right
recognised as an asset in accordance with paragraph 104A (with a brief
description of the link between the reimbursement right and the related
obligation); and

the other amounts recognised in the balance sheet;,

(g the total expense recognised in the-ireemestatement profit or loss for each of
the following, and the line item(s) ef-theireeme—statement in which they are
included:

@) current service cost;
(i) interest cost;
(iii) expected return on plan assets;
(iv) expected return on any reimbursement right recognised as an asset
whderin accordance with paragraph 104A;
(v) actuarial gains and losses;
(vi) past service cost; and
(vii) the effect of any curtailment or settlement; and
(viii)  the effect of the limit in paragraph 58(b).
(h) the total amount recoanised in the statement of recognised income and

expense for each of the following:

actuarial gains and losses: and

the effect of the limit in paragraph
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recoagnised income and expense in accordance with paraaraph 93A. the
cumulative amount of actuarial gains and losses recognised in the statement of
recognised income and expense.

) for each major category of plan assets, which shall include, but is not limited to,
equity instruments. debt instruments. property. and all other assets. the
percentage or amount that each major category constitutes of the fair value of

the total plan assets.
k the amounts included in the fair value of plan assets for:
() each category of the entity’s own financial instruments: and
(i) any property occupied by. or other assets used by. the entity.
(D) a narrative description of the basis used to determine the overall expected rate

[ including the eff o . ‘es of

(gm) the actual return on plan assets, as well as the actual return on any

reimbursement right recognised as an asset under in accordance with
paragraph 104A ;anéd

(hn)  the principal actuarial assumptions used as at the balance sheet date, including,
whente applicable:

0] the discount rates;

(i) the expected rates of return on any plan assets for the periods
presented in the financial statements;

(iii) the expected rates of return for the periods presented in the financial
statements on any reimbursement right recognised as an asset urder
in_ accordance with paragraph 104A;

(iv) the expected rates of salary increases (and of changes in an index or
other variable specified in the formal or constructive terms of a plan as
the basis for future benefit increases);

(v) medical cost trend rates; and

(vi) any other material actuarial assumptions used.

An entity shall disclose each actuarial assumption in absolute terms (for
example, as an absolute percentage) and not just as a margin between different

percentages or other variables.

(0) the effect of an increase of one percentage point and the effect of a decrease of

— T e

i the agagregate of the current service cost and interest cost components

(ii) the accumulated post-employment benefit obligation for medical costs.

For the purposes of this disclosure, all other assumptions shall be held
constant. For Dlans operating in a hlqh |nflat|on enwronment the dlsclosure

ost trend rate of a S|gn|f|cance 5|m|Iar to one Qercentage pomt in a Iow
inflation environment.
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(i) the present value of the defined benefit obligation, the fair value of the
plan assets and the surplus or deficit in the plan: and

(i) the experience adjustments arising on:

A the plan liabilities ex ressed elther as (1) an amount or (2) a

B the plan assets expressed either as (1) an amount or (2) a
percentage of the plan assets at the balance sheet date.
(a) the emplover’s best estimate as soon as it can reasonably be determined, of

beglnmng after the balance sheet date

Paragraph 120A(b) requires a general description of the type of plan. Such a description
distinguishes, for example, flat salary pension plans from final salary pension plans and from

post-employment medical plans. The description of the plan shall include informal practices

that give rise t nstructiv ligations incl in the m rement of th fin nefit
obligation in accordance with paragraph 52. Further detail is not required.

When an entity has more than one defined benefit plan, disclosures may be made in total,
separately for each plan, or in such groupings as are considered to be the most useful. It may

be useful to distinguish groupings by criteria such as the following:

(@ the geographical location of the plans, for example, by distinguishing domestic plans
from foreign plans; or

(b) whether plans are subject to materially different risks, for example, by distinguishing
flat salary pension plans from final salary pension plans and from post-employment
medical plans.

When an entity provides disclosures in total for a grouping of plans, such disclosures are
provided in the form of weighted averages or of relatively narrow ranges.

Paragraph 30 requires additional disclosures about multi-employer defined benefit plans that
are treated as if they were defined contribution plans.

Where required by HKAS 24 Related Party Disclosures, an entity discloses information about:
(@ related party transactions with post-employment benefit plans; and

(b) post-employment benefits for key management personnel.

Where required by HKAS 37 Provisions, Contingent Liabilities and Contingent Assets, an entity

discloses information about contingent liabilities arising from postemployment benefit
obligations.

Other Long-term Employee Benefits

126.

Other long-term employee benefits include, for example:

@ long-term compensated absences such as long-service or sabbatical leave;
(b) jubilee or other long-service benefits;
(c) long-term disability benefits;
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Effective Date

157. This Standard becomes operative for financial statements covering periods beginning
on or after 1 January 2005. Earlier application is encouraged.

158. This Standard supersedes SSAP 34 Employee Benefits (revised in May 2003).
159. [Not used]
159A. [Not used]

159B. An entity shall apply the amendments in paragraphs 32A, 34-34B, 61 and 120-
121 for annual periods beginning on or after 1 January 2006. Earlier application
is encouraged. If an entity applies these amendments for a period beginning
before 1 January 2006, it shall disclose that fact.

159C. The option in paragraphs 93A-93D may be used for annual periods ending on or after 16
December 2004 if an entity decides to early adopt this Standard for a period beqinning
before 1 January 2005. An entity using the option for annual periods beginning before 1
January 2006 shall also apply the amendments in paragraphs 32A, 34-34B, 61 and 120-
121.

160. HKAS 8 applies when an entity changes its accounting policies to reflect the changes
specified in paragraphs 159B and 159C. In applying those changes retrospectively, as
required by HKAS 8, the entity treats those changes as if they had been applied at the
same time as the rest of this Standard, except that an entity may disclose the amounts
required bv paragraph 120A(D) as the amounts are determlned for each annual period

WhICh the entity first applies theamendments in paragragh 120A
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Average expected remaining working lives 10 10 10
(years) [B]

Actuarial gain (loss) to be recognised [A/B] 4 - 5
Unrecognised actuarial gains (losses) at 1 140 107 170
January

Actuarial gain (loss) for year - obligation (61) 87 (42)
Actuarial gain (loss) for year - plan assets 32 (24) (50)
Subtotal 111 170 78
Actuarial (gain) loss recognised 4) - (5)
Unrecognised actuarial gains (losses) at 31 107 170 73
December

Amounts Recognised in the Balance Sheet and ireeme-Statement Profit
or Loss, and Related Analyses

The final step is to determine the amounts to be recognised in the balance sheet and ineome-statement
profit or loss, and the related analyses to be disclosed uhder in accordance with paragraph 120A(e){e):
(f)Land (9) a nd (Lm) of the Standard (the analvses requrred to be dlsclosed in accordance with paragraph

Obllgatlon and |ntheFa|r Value of the Plan Assets ). These areas foIIows

20X1 20X2 20X3
Present value of the obligation 1,141 1,197 1,295
Fair value of plan assets (1,092) (1,109) (1,093)
49 88 202
Unrecognised actuarial gains (losses) 107 170 73
Unrecognised past service cost—non-vested
benefits - (20) (10)
Liability recognised in balance sheet 156 238 265
Current service cost 130 140 150
Interest cost 100 103 96
Expected return on plan assets (120) (121) (114)
Net actuarial (gain) loss recognised in year (4) - (5)
Past service cost—non-vested benefits - 10 10
Past service cost—vested benefits - 50 -
Expense recognised in the-thcome-statement
profit or loss 106 182 137
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paragraph-126(e}:
Expense-as-abeve 166 182 13+

Actual return on plan assetste-be-diselosed

shderparagraph-120(g)

Expected return on plan assets 120 121 114
Actuarial gain (loss) on plan assets 32 (24) (50)
Actual return on plan assets 152 97 64

Note: see example illustrating paragraphs 104A-104C for presentation of reimbursements.
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Appendix B

Illustrative Disclosures

Fhe-This appendix accompanies, but is not part of, HKAS 19. Extracts from notes show how the
required disclosures may be aggregated in the case of a large multi-national group that provides a
variety of employee benefits. These extracts do not necessarily conform with all the disclosure and
presentation requirements of HKAS 19 and other Standards. In particular, they do not illustrate the
disclosure of:

@) accounting policies for employee benefits (see HKAS 1 Presentation of Financial Statements).
YUnderpParagraph 120A(a) of the Standard; requires this disclosure to shalt include the entity’s
accounting policy for recognising actuarial gains and losses.

b a general description of the type of plan (paragraph 120A(b)).

narrativ ription of th i t termine the overall expected rate of return on

assets (paragraph 120A(1)).

(db) employee benefits granted to directors and key management personnel (see HKAS 24 Related
Party Disclosures).

Employee Benefit Obligations

The amounts recognised in the balance sheet are as follows:

Defined benefit Post-employment
pension plans medical benefits
20X2 20X1 20X2 20X1
Present value of funded obligations 20.300 17.400 : :
Fair value of plan assets 18,420 17,280 - -
1,880 120 | |
Present value of unfunded obligations 2,000 1,000 7,337 6,405
Unrecognised actuarial gains (losses) 1.605 840 (2.707) (2.607)
Unrecognised past service cost (450) (650) - -
Net liability in-balaneesheet 1.825 1.310 4.630 3.798
Amounts in the balance sheet:
liabilities 1.825 1.400 4,630 3.798
assets | (90) g |
Net liability ir-balancesheet 1,825 1,310 4,630 3.798
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The pension plan assets include ordinary shares issued by [name of reporting entity] with a fair value of
317 (20X1: 281). Plan assets also include property occupied by [name of reporting entity] with a fair
value of 200 (20X1:185).

The amounts recognised in the-inceme-statement profit or loss are as follows:

Defined benefit Post-employment
pension plans medical benefits
20X2 20X1 20X2 20X1
Current service cost 850 750 479 411
Interest on obligation 950 1000 803 705
Expected return on plan assets (900) (650)
Net actuarial losses (gains) recognised
in year (z0) (20) 150 140
Past service cost 200 200
Losses (gains) on curtailments and
settlements 175 (390)
Total, included in ‘employee benefits
expense’ 1.205 890 1,432 1.256
Actual return on plan assets 600 2.250 - -
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Changes in the present value of the defined benefit obligation are as follows:

Opening defined benefit obligation
Service cost
Interest cost

Actuarial losses (gains)
s .
Liabilities extinguished on settlements

iabilit | in a busi
combination

Exchange differences on foreign plans

Benefits paid
Closing defined benefit obligation

Defined benefit
pension plans

Post-employment
medical benefits

Opening fair value of plan assets
Expected return

Actuarial gains (losses

Assets distributed on settlements

Contributions by employer

Assets acquired in a business combination

Exchange differences on foreign plans
i id

20X2 20X1 20X2 20X1
18,400 11,600 6,405 5,439
850 750 479 411
950 1.000 803 705
2,350 950 250 400
(500) :
- 350
- 5,000
900 150
(650) (400) (600) (550)
22.300 18.400 7,337 6.405
Defined benefit
pension plans
20X2 20X1
17,280 9.200
900 650
(300) 1.600
(400) -
700 350
g 6.000
890 120
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The group expects to contribute 900 to its defined benefit pension plans in 20X3.

The major categories of plan assets as a 20X2 20x1
percentage of total plan assets are as follows:

European equities 30% 35%

North American equities 16% 15%

European bonds 31% 28%

North American bonds 18% 17%

Property 5% 5%

Principal actuarial assumptions at the balance sheet date (expressed as weighted averages):

20X2 20X1
Discount rate at 31 December 5.0% 6.5%
Expected return on plan assets at 31 December 5.4% 7.0%
Future salary increases 5% 4%
Future pension increases 3% 2%
Proportion of employees opting for early retirement 30% 30%
Annual increase in healthcare costs 8% 8%
Future changes in maximum state healthcare benefits 3% 2%

A one percentage point change |n assumed healthcare cost trend rates Would have the foIIowrng effects

One percentage One percentage
point increase point decrease
Effect on the aggregate of the
rvi nd inter 190 (150)
Effect on defined benefit obligation 1.000 900
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Amounts for the current and previous four periods are as follows:

fined | i : I

20X2 20X1 20X0 20W9 20W8

Plan assets 18,420 17,280 9,200 8,502 10,000

Surplus/(deficit) (3.880) (1.120) (2.400) (2,080) 856
Experience adjustments on plan
Experience adjustments on plan

assets (300) 1.600 (1.078) (2.890) 2177

Post-employment medical benefits

20X2 20X1 20X0 20W9 20W8

Defined benefit obligation 7.337 6,405 5,439 4,923 4,221
Experience adjustments on plan

liabilities 232 829 490 174 103

The group also participates in an industry-wide defined benefit plan whiehthat provides pensions linked
to final salaries and is funded on a pay-as-you-go basis. It is not practicable to determine the present
value of the group’s obligation or the related current service cost as the plan computes its obligations on
a basis that differs materially from the basis used in [name of reporting entity]'s financial statements.
[describe basis] On that basis, the plan’s financial statements to 30 June 20X0 show an unfunded
liability of 27,525. The unfunded liability will result in future payments by participating employers. The
plan has approximately 75,000 members, of whom approximately 5,000 are current or former
employees of [name of reporting entity] or their dependants. The expense recognised in the income
statement, which is equal to contributions due for the year, and is not included in the above amounts,
was 230 (20X1: 215). The group’s future contributions may be increased substantially if other entities
withdraw from the plan.

43




HKAS 19 (December-20042007)

Appendix C

The appendix accompanies, but is not part of, HKAS 19.
lllustration of the application of paragraph 58A

The issue

Paragraph 58 of the Standard imposes a ceiling on the defined benefit asset that can be recognised.

58. The amount determined under paragraph 54 may be negative (an asset). An entity shall
measure the resulting asset at the lower of:

(@ the amount determined under paragraph 54 [ie the surplus/deficit in the plan plus
(minus) any unrecognised losses (gains)]; and

(b) the total of:

() any cumulative unrecognised net actuarial losses and past service cost
(see paragraphs 92, 93 and 96); and

(i) the present value of any economic benefits available in the form of
refunds from the plan or reductions in future contributions to the plan.
The present value of these economic benefits shall be determined
using the discount rate specified in paragraph 78.

Without paragraph 58A (see below), paragraph 58(b)(i) has the following consequence: sometimes
deferring the recognition of an actuarial loss (gain) in determining the amount specified by paragraph 54
leads to a gain (loss) being recognised in the income statement.

The following example illustrates the effect of applying paragraph 58 without paragraph 58A. The
example assumes that the entity's accounting policy is not to recognise actuarial gains and losses within
the 'corridor' and to amortise actuarial gains and losses outside the 'corridor'. (Whether the 'corridor' is
used is not significant. The issue can arise whenever there is deferred recognition under paragraph 54.)

Example 1
A B C D E F G
=A+C =B+C =lower of
D and E
Year Surplus | Economic Losses Paragraph |[Paragraph| Asset Gain
in benefits |unrecognised 54 58(b) ceiling, |[recognised
plan available under ie in year 2
(paragraph |paragraph 54 recognised
58(b)(ii)) asset
1 100 0 0 100 0 0
2 70 0 30 100 30 30 30

At the end of year 1, there is a surplus of 100 in the plan (column A in the table above), but no economic
benefits are available to the entity either from refunds or reductions in future contributions (column B).
There are no unrecognised gains and losses under paragraph 54 (column C). So, if there were no asset
ceiling, an asset of 100 would be recognised, being the amount specified by paragraph 54 (column D).
The asset ceiling in paragraph 58 restricts the asset to nil (column F).

In year 2 there is an actuarial loss in the plan of 30 that reduces the surplus from 100 to 70 (column A)
the recognition of which is deferred under paragraph 54 (column C). So, if there were no asset ceiling,
an asset of 100 (column D) would be recognised. The asset ceiling without paragraph 58A would be 30
(column E). An asset of 30 would be recognised (column F), giving rise to a gain in income (column G)
even though all that has happened is that a surplus from which the entity cannot benefit has decreased.

A similarly counter-intuitive effect could arise with actuarial gains (to the extent that they reduce
cumulative unrecognised actuarial losses).

"based on the current terms of the plan.
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Paragraph 58A

Paragraph 58A prohibits the recognition of gains (losses) that arise solely from past service cost and
actuarial losses (gains).

58A. The application of paragraph 58 shall not result in a gain being recognised solely as a
result of an actuarial loss or past service cost in the current period or in a loss being
recognised solely as a result of an actuarial gain in the current period. The entity shall
therefore recognise immediately under paragraph 54 the following, to the extent that
they arise while the defined benefit asset is determined in accordance with paragraph
58(b):

@) net actuarial losses of the current period and past service cost of the current
period to the extent that they exceed any reduction in the present value of the
economic benefits specified in paragraph 58(b)(ii). If there is no change or an
increase in the present value of the economic benefits, the entire net actuarial
losses of the current period and past service cost of the current period shall be
recognised immediately under paragraph 54.

(b) net actuarial gains of the current period after the deduction of past service cost
of the current period to the extent that they exceed any increase in the present
value of the economic benefits specified in paragraph 58(b)(ii). If there is no
change or a decrease in the present value of the economic benefits, the entire
net actuarial gains of the current period after the deduction of past service cost
of the current period shall be recognised immediately under paragraph 54.

Examples

The following examples illustrate the result of applying paragraph 58A. As above, it is assumed that the
entity’s accounting policy is not to recognise actuarial gains and losses within the ‘corridor’ and to
amortise actuarial gains and losses outside the ‘corridor’. For the sake of simplicity the periodic
amortisation of unrecognised gains and losses outside the corridor is ignored in the examples.

Example 1 continued — Adjustment when there are actuarial losses and no change in the economic
benefits available

F= lower of

A B C D=A+C E=B+C D and E G
Economic
Surol benefits Losse§ d |p hip h Asset ceiling, Gain
Year irlnjgl);ns available unrelj:r?ézgrlse ara5g4rap a{r__)as%a;p ie recognised rt_acognised
(psagrggzﬁl)[;h paragraph 54 asset in year 2
100 0 0 100 0 0 -
2 70 0 0 70 0 0 0

The facts are as in example 1*above. Applying paragraph 58A, there is no change in the economic
benefits available to the entity so the entire actuarial loss of 30 is recognised immediately under
paragraph 54 (column D). The asset ceiling remains at nil (column F) and no gain is recognised.

In effect, the actuarial loss of 30 is recognised immediately, but is offset by the reduction in the effect of
the asset ceiling.

Balance sheet asset under paragraph 54 | Effect of the asset | Asset ceiling (column

(column D above) ceiling F above)
Year 1 100 (100) 0
Year 2 70 (70) 0
Gain/(loss) (30) 30 0

’ The term ‘economic benefits available to the entity’ is used to refer to those economic benefits that qualify for
recognition under paragraph 58(b)(ii).
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In the above example, there is no change in the present value of the economic benefits available to the
entity. The application of paragraph 58A becomes more complex when there are changes in present
value of the economic benefits available, as illustrated in the following examples.

Example 2 - adjustment when there are actuarial losses and a decrease in the economic benefits
available

A B C D E F G
=A+C =B+C =lower of
Dand E
Year | Surplusin | Economic Losses Paragraph | Paragraph Asset Gain
plan benefits unrecognised 54 58(b) ceiling, ie |recognised
available under recognised | in year 2
(paragraph | paragraph 54 asset
58(b)(ii))
1 60 30 40 100 70 70
2 25 20 50 75 70 70 0

At the end of year 1, there is a surplus of 60 in the plan (column A) and economic benefits available to
the entity of 30 (column B). There are unrecognised losses of 40 under paragraph 54 (column C). So, if
there were no asset ceiling, an asset of 100 would be recognised (column D). The asset ceiling restricts
the asset to 70 (column F).

In year 2, an actuarial loss of 35 in the plan reduces the surplus from 60 to 25 (column A). The
economic benefits available to the entity fall by 10 from 30 to 20 (column B). Applying paragraph 58A,
the actuarial loss of 35 is analysed as follows:

Actuarial loss equal to the reduction in economic benefits 10

Actuarial loss that exceeds the reduction in economic benefits 25

In accordance with paragraph 58A, 25 of the actuarial loss is recognised immediately under paragraph
54 (column D). The reduction in economic benefits of 10 is included in the cumulative unrecognised
losses that increase to 50 (column C). The asset ceiling, therefore, also remains at 70 (column E) and

no gain is recognised.

In effect, an actuarial loss of 25 is recognised immediately, but is offset by the reduction in the effect of
the asset ceiling.

Balance sheet asset Effect of the asset Asset ceiling (column
under paragraph 54 ceiling F above)
(column D above)
Year 1 100 (30) 70
Year 2 75 (5) 70
Gain/(loss) (25) 25 0

" The application of paragraph 58A allows the recognition of some actuarial gains and losses to be
deferred under paragraph 54 and, hence, to be included in the calculation of the asset ceiling. For
example, cumulative unrecognised actuarial losses that have built up while the amount specified by
paragraph 58(b) is not lower than the amount specified by paragraph 54 will not be recognised
immediately at the point that the amount specified by paragraph 58(b) becomes lower. Instead their
recognition will continue to be deferred in line with the entity's accounting policy. The cumulative
unrecognised losses in this example are losses the recognition of which is deferred even though
paragraph 58A applies.
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Example 3 - adjustment when there are actuarial gains and a decrease in the economic benefits
available to the entity

A B C D E F G
=A+C =B+C =lower of
Dand E
Year Surplus in | Economic Losses Paragraph Paragraph Asset Gain
plan benefits | unrecognised 54 58(b) ceiling, ie |recognised
available under recognised | inyear 2
(paragraph | paragraph 54 asset
58(b)(ii))
1 60 30 40 100 70 70
2 110 25 40 150 65 65 (5)

At the end of year 1 there is a surplus of 60 in the plan (column A) and economic benefits available to
the entity of 30 (column B). There are unrecognised losses of 40 under paragraph 54 that arose before
the asset ceiling had any effect (column C). So, if there were no asset ceiling, an asset of 100 would be
recognised (column D). The asset ceiling restricts the asset to 70 (column F).

In year 2, an actuarial gain of 50 in the plan increases the surplus from 60 to 110 (column A). The
economic benefits available to the entity decrease by 5 (column B). Applying paragraph 58A, there is no
increase in economic benefits available to the entity. Therefore, the entire actuarial gain of 50 is
recognised immediately under paragraph 54 (column D) and the cumulative unrecognised loss under
paragraph 54 remains at 40 (column C). The asset ceiling decreases to 65 because of the reduction in
economic benefits. That reduction is not an actuarial loss as defined by HKAS 19 and therefore does not
qualify for deferred recognition.

In effect, an actuarial gain of 50 is recognised immediately, but is (more than) offset by the increase in
the effect of the asset ceiling.

Balance sheet asset Effect of the asset Asset ceiling (column
under paragraph 54 ceiling F above)
(column D above)
Year 1 100 (30) 70
Year 2 150 (85) 65
Gain/(loss) 50 (55) (5)

In both examples 2 and 3 there is a reduction in economic benefits available to the entity. However, in
example 2 no loss is recognised whereas in example 3 a loss is recognised. This difference in treatment
is consistent with the treatment of changes in the present value of economic benefits before paragraph
58A was introduced. The purpose of paragraph 58A is solely to prevent gains (losses) being recognised
because of past service cost or actuarial losses (gains). As far as is possible, all other consequences of
deferred recognition and the asset ceiling are left unchanged.

Example 4 - adjustment in a period in which the asset ceiling ceases to have an effect

A B C D E F G
=A+C =B+C =lower of
D and E
Year Surplus in | Economic Losses Paragraph | Paragraph Asset Gain
plan benefits | unrecognised 54 58(b) ceiling, ie |recognised
available under recognised | in year 2
(paragraph | paragraph 54 asset
58(b)(ii))
1 60 25 40 100 65 65
2 (50) 0 115 65 115 65 0
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At the end of year 1 there is a surplus of 60 in the plan (column A) and economic benefits are available
to the entity of 25 (column B). There are unrecognised losses of 40 under paragraph 54 that arose
before the asset ceiling had any effect (column C). So, if there were no asset ceiling, an asset of 100
would be recognised (column D). The asset ceiling restricts the asset to 65 (column F).

In year 2, an actuarial loss of 110 in the plan reduces the surplus from 60 to a deficit of 50 (column A).
The economic benefits available to the entity decrease from 25 to 0 (column B). To apply paragraph 58A
it is necessary to determine how much of the actuarial loss arises while the defined benefit asset is
determined in accordance with paragraph 58(b). Once the surplus becomes a deficit, the amount
determined by paragraph 54 is lower than the net total under paragraph 58(b). So, the actuarial loss that
arises while the defined benefit asset is determined in accordance with paragraph 58(b) is the loss that
reduces the surplus to nil, ie 60. The actuarial loss is, therefore, analysed as follows:

Actuarial loss that arises while the defined benefit asset is measured under paragraph 58(b):

Actuarial loss that equals the reduction in economic benefits 25
Actuarial loss that exceeds the reduction in economic benefits 35

60
Actuarial loss that arises while the defined benefits asset is measured under paragraph 54 50
Total actuarial loss 110

In accordance with paragraph 58A, 35 of the actuarial loss is recognised immediately under paragraph
54 (column D); 75 (25+50) of the actuarial loss is included in the cumulative unrecognised losses which
increase to 115 (column C). The amount determined under paragraph 54 becomes 65 (column D) and
under paragraph 58(b) becomes 115 (column E). The recognised asset is the lower of the two, ie 65
(column F), and no gain or loss is recognised (column G).

In effect, an actuarial loss of 35 is recognised immediately, but is offset by the reduction in the effect of
the asset ceiling.

Balance sheet asset Effect of the asset Asset ceiling (column
under paragraph 54 ceiling F (above)
(column D above)
Year 1 100 (35) 65
Year 2 65 0 65
Gain/(loss) (35) 35 0
Notes
1 In applying paragraph 58A in situations when there is an increase in the present value of the

economic benefits available to the entity, it is important to remember thlat the present value of
the economic benefits available cannot exceed the surplus in the plan.

2 In practice, benefit improvements often result in a past service cost and an increase in
expected future contributions due to increased current service costs of future years. The
increase in expected future contributions may increase the economic benefits available to the
entity in the form of anticipated reductions in those future contributions. The prohibition against
recognising a gain solely as a result of past service cost in the current period does not prevent
the recognition of a gain because of an increase in economic benefits. Similarly, a change in
actuarial assumptions that causes an actuarial loss may also increase expected future
contributions and, hence, the economic benefits available to the entity in the form of anticipated
reductions in future contributions. Again, the prohibition against recognising a gain solely as a
result of an actuarial loss in the current period does not prevent the recognition of a gain
because of an increase in economic benefits.

! The example following paragraph 60 of HKAS 19 is corrected so that the present value of available future refunds
and reductions in contributions equals the surplus in the plan of 90 (rather than 100), with a further correction to
make the limit 270 (rather than 280).
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Appendix E
Amendments to other pronouncements
The amendments in this appendix shall be applied for annual periods beginning on or after 1 January

2005. If an entity applies this Standard for an earlier period, these amendments shall be applied for that
earlier period.

The amendments contained in this appendix when this Standard was issued have been incorporated
into the relevant Standards.

50



HKAS 19 (December 2007)
Appendix F

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued

HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated
into the text of this Standard and this appendix will be deleted. In the amended paragraphs shown below,
new text is underlined and deleted text is struck through.

HKFRS 8 Operating Segments (issued in March 2007) -
effective for annual periods beginning on or after 1 January
2009

The example illustrating paragraph 115 is amended as follows:

Example illustrating paragraph 115

An entity discontinues a-busiress—-an operating segment and employees of the discontinued segment
will earn no further benefits...

HKAS 1 Presentation of Financial Statements (issued in
December 2007) - effective for annual periods beginning on or
after 1 January 2009

In the rubric, the first sentence is amended as described below.

Hong Kong Accounting Standard 19 Employee Benefits (HKAS 19) is set out in paragraphs 4—
460 1-161. All the paragraphs ...

In paragraph 69, ‘at each successive balance sheet date’ is amended to ‘at the end of each successive
reporting period’.

Paragraphs 93A-93D are amended as follows:

93A If, as permitted by paragraph 93, an entity adopts a policy of recognising
actuarial gains and losses in the period in which they occur, it may recognise
them eutside-prefitorloss in other comprehensive income. in accordance with
paragraphs 93B—93D, providing ..

93B  Actuarial gains and losses recognised eutsideprofiterloss in other comprehensive
income as permitted by paragraph 93A shall be presented in the & statement of
omprehenswe income. ehanges—m—eq&ﬂy—ﬁﬂed—sta%emeﬂ%ef—reee@%ed—meemeﬁﬂd

93C  An entity that recognises actuarial gains and losses in accordance with paragraph 93A
shall also recognise any ad|ustments arising from the limit in paraqraph 58(b) in_other
comprehensive income
and-expense.

93D Actuarial gains and losses and adjustments arising from the limit in paragraph 58(b)
that have been recognised directly-in-thestatementof recoghised-income-and-expense

in other comprehensive income shall be recognised immediately in retained earnings.
They shall not be reecegrised-n reclassified to profit or loss in a subsequent period.
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In paragraph 105 and in the third paragraph of the Example illustrating paragraph 106, ‘the income
statement’ is amended to ‘profit or loss’.

Paragraph 120A is amended as follows:

120A An entity shall disclose the following information about defined benefit plans: ...

(h) the total amount recognised in other comprehensive income-the
s+atemem—e#—reeeg-ﬁ+sed—meeme—aﬁd-e*peﬂsefor each of the
following: .

(i) for entities that recognise actuarial gains and losses in the-statement-of

recoghised-income-and-expense other comprehensive income in
accordance with paragraph 93A, the cumulative amount of actuarial

gains and losses recognised in the-statement-ofrecegnised-inceme
and-expense other comprehensive income.

Paragraph 161 is added as follows:

161 HKAS 1 (as revised in 2007) amended the terminoloay used throughout HKFRSs.
In addition it amended paragraphs 93A-93D, 106 (Example) and 120A. An entity
shall apply those amendments for annual periods beginning on or after 1
January 2009. If an entity applies HKAS 1 (revised 2007) for an earlier period, the
amendments shall be applied for that earlier period.

Appendices B and C accompanying HKAS 19 are amended as described below.

In the last paragraph of Appendix B and in the second paragraph of Appendix C, ‘the income
statement’ is amended to ‘profit or loss’.
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Appendix G

Dissenting opinion (2002 amendment)

Ms O’Malley dissents from this amendment of IAS 19. In her view, the perceived problem being
addressed is an inevitable result of the interaction of two fundamentally inconsistent notions in IAS 19.
The corridor approach allowed by IAS 19 permits the recognition of amounts on the balance sheet that
do not meet the Framework’s definition of assets. The asset ceiling then imposes a limitation on the
recognition of some of those assets based on a recoverability notion. A far preferable limited
amendment would be to delete the asset ceiling in paragraph 58. This would resolve the identified
problem and at least remove the internal inconsistency in IAS 19.

It is asserted that the amendment to the standard will result in a more representationally faithful
portrayal of economic events. Ms O’Malley believes that it is impossible to improve the representational
faithfulness of a standard that permits recording an asset relating to a pension plan that actually has a
deficiency, or a liability in respect of a plan that actually has a surplus.
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Appendix H

Dissenting opinions (2004 amendment)

Dissenting opinions on December 2004 Amendment to IAS 19 Employee Benefits—Actuarial Gains and
Losses, Group Plans and Disclosures

Dissent of James J Leisenring

DO1

DO2

DO3

Mr Leisenring dissents from the issue of the Amendment to IAS 19 Employee Benefits—
Actuarial Gains and Losses, Group Plans and Disclosures.

Mr Leisenring dissents because he disagrees with the deletion of the last sentence in
paragraph 34 and the addition of paragraphs 34A and 34B. He believes that group entities that
give a defined benefit promise to their employees should account for that defined benefit
promise in their separate or individual financial statements. He further believes that separate or
individual financial statements that purport to be prepared in accordance with IFRSs should
comply with the same requirements as other financial statements that are prepared in
accordance with IFRSs. He therefore disagrees with the removal of the requirement for group
entities to treat defined benefit plans that share risks between entities under common control
as defined benefit plans and the introduction instead of the requirements of paragraph 34A.

Mr Leisenring notes that group entities are required to give disclosures about the plan as a
whole but does not believe that disclosures are an adequate substitute for recognition and
measurement in accordance with the requirements of 1AS 19.

Dissent of Tatsumi Yamada

DO4

DO5

DO6

DO7

DO8

Mr Yamada dissents from the issue of the Amendment to IAS 19 Employee Benefits—Actuarial
Gains and Losses, Group Plans and Disclosures.

Mr Yamada agrees that an option should be added to IAS 19 that allows entities that recognise
actuarial gains and losses in full in the period in which they occur to recognise them outside
profit or loss in a statement of recognised income and expense, even though under the existing
IAS 19 they can be recognised in profit or loss in full in the period in which they occur. He
agrees that the option provides more transparent information than the deferred recognition
options commonly chosen under IAS 19. However, he also believes that all items of income
and expense should be recognised in profit or loss in some period. Until they have been so
recognised, they should be included in a component of equity separate from retained earnings.
They should be transferred from that separate component of equity into retained earnings
when they are recognised in profit or loss. Mr Yamada does not, therefore, agree with the
requirements of paragraph 93D.

Mr Yamada acknowledges the difficulty in finding a rational basis for recognising actuarial
gains and losses in profit or loss in periods after their initial recognition in a statement of
recognised income and expense when the plan is ongoing. He also acknowledges that, under
IFRSs, some gains and losses are recognised directly in a separate component of equity and
are not subsequently recognised in profit or loss. However, Mr Yamada does not believe that
this justifies expanding this treatment to actuarial gains and losses.

The cumulative actuarial gains and losses could be recognised in profit or loss when a plan is
wound up or transferred outside the entity. The cumulative amount recognised in a separate
component of equity would be transferred to retained earnings at the same time. This would be
consistent with the treatment of exchange gains and losses on subsidiaries that have a
measurement currency different from the presentation currency of the group.

Therefore, Mr Yamada believes that the requirements of paragraph 93D mean that the option

is not an improvement to financial reporting because it allows gains and losses to be excluded
permanently from profit or loss and yet be recognised immediately in retained earnings.
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HKAS 19 is based on IAS 19, Employee Benefits. In approving HKAS 19, the Council of the Hong Kong
Institute of Certified Public Accountants considered and agreed with the IASB’s basis for conclusions on
IAS 19 (as revised 2003). Accordingly, there are no significant differences between HKAS 19 and IAS
19. The IASB’s basis for conclusions is reproduced below for reference. The paragraph numbers of IAS
19 referred to below generally correspond with those in HKAS 19.
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, HKAS 19.

[The original text has been marked up to reflect the revision of IAS 39 (as revised in 2003) and
subsequently IFRS 2; new text is underlined and deleted text is struck through.]

Paragraphs 9A-9D, 10A-10K, 48A—48EE and 85A—85E are added in relation to the amendment to
IAS 19 issued in December 2004.

Background

1.

The IASC Board (the 'Board') approved IAS 19 Accounting for Retirement Benefits in the
Financial Statements of Employers, in 1983. Following a limited review, the Board approved a
revised Standard IAS 19 Retirement Benefit Costs (‘the old IAS 19'), in 1993. The Board began
a more comprehensive review of IAS 19 in November 1994. In August 1995, the IASC Staff
published an Issues Paper on Retirement Benefit and Other Employee Benefit Costs. In
October 1996, the Board approved E54 Employee Benefits, with a comment deadline of 31
January 1997. The Board received more than 130 comment letters on E54 from over 20
countries. The Board approved IAS 19 Employee Benefits (‘the new IAS 19') in January 1998.

The Board believes that the new IAS 19 is a significant improvement over the old IAS 19.
Nevertheless, the Board believes that further improvement may be possible in due course. In
particular, several Board members believe that it would be preferable to recognise all actuarial
gains and losses immediately in a statement of financial performance. However, the Board
believes that such a solution is not feasible for actuarial gains and losses until the Board makes
further progress on various issues relating to the reporting of financial performance. When the
Board makes further progress with those issues, it may decide to revisit the treatment of
actuarial gains and losses.

Summary of Changes to IAS 19

3.

The most significant feature of the new IAS 19 is a market based approach to measurement.
The main consequences are that the discount rate is based on market yields at the balance
sheet date and any plan assets are measured at fair value. In summary, the main changes
from the old IAS 19 are the following:

(@ there is a revised definition of defined contribution plans and related guidance (see
paragraphs 5-6 below), including more detailed guidance than the old IAS 19 on multi-
employer plans and state plans (see paragraphs 7-10 below) and on insured plans;

(b) there is improved guidance on the balance sheet treatment of liabilities and assets
arising from defined benefit plans (see paragraphs 11-14 below).

(c) defined benefit obligations should be measured with sufficient regularity that the
amounts recognised in the financial statements do not differ materially from the
amounts that would be determined at the balance sheet date (see paragraphs 15-16
below);

(d) projected benefit methods are eliminated and there is a requirement to use the
accrued benefit method known as the Projected Unit Credit Method (see paragraphs
17-22 below). The use of an accrued benefit method makes it essential to give
detailed guidance on the attribution of benefit to individual periods of service (see
paragraphs 23-25 below);

(e) the rate used to discount post-employment benefit obligations and other long-term
employee benefit obligations (both funded and unfunded) should be determined by
reference to market yields at the balance sheet date on high quality corporate bonds.
In countries where there is no deep market in such bonds, the market yields (at the
balance sheet date) on government bonds should be used. The currency and term of
the corporate bonds or government bonds should be consistent with the currency and
estimated term of the post-employment benefit obligations (see paragraphs 26-34
below);
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defined benefit obligations should consider all benefit increases that are set out in the
terms of the plan (or result from any constructive obligation that goes beyond those
terms) at the balance sheet date (see paragraphs 35-37 below);

an entity should recognise, as a minimum, a specified portion of those actuarial gains
and losses (arising from both defined benefit obligations and any related plan assets)
that fall outside a ‘corridor’. An entity is permitted, but not required, to adopt certain
systematic methods of faster recognition. Such methods include, among others,
immediate recognition of all actuarial gains and losses (see paragraphs 38-48 below);

an entity should recognise past service cost on a straight-line basis over the average
period until the benefits become vested. To the extent that the benefits are already
vested immediately, an entity should recognise past service cost immediately (see
paragraphs 49-62 below);

plan assets should be measured at fair value. Fair value is estimated by discounting
expected future cash flows only if no market price is available (see paragraphs 66-75

below);

amounts recognised by the reporting entity as an asset should not exceed the net
total of:

0] any unrecognised actuarial losses and past service cost; and

(i) the present value of any economic benefits available in the form of refunds
from the plan or reductions in contributions to the plan (see paragraphs 76-
78 below);

curtailment and settlement losses should be recognised not when it is probable that
the settlement or curtailment will occur, but when the settlement or curtailment occurs
(see paragraphs 79-80 below);

improvements have been made to the disclosure requirements (see paragraphs 81-85
below);

the new IAS 19 deals with all employee benefits, whereas IAS 19 deals only with
retirement benefits and certain similar postemployment benefits (see paragraphs 86-
94 below); and

the transitional provisions for defined benefit plans are amended (see paragraphs 95-
96 below).

The Board rejected a proposal to require recognition of an ‘additional minimum liability' in
certain cases (see paragraphs 63-65 below).

Summary of Changes to E54

4, The new IAS 19 makes the following principal changes to the proposals in E54:

@

(b)

an entity should attribute benefit to periods of service following the plan's benefit
formula, but the straight-line basis should be used if employee service in later years
leads to a materially higher level of benefit than in earlier years (see paragraphs 23-25
below);

actuarial assumptions should include estimates of benefit increases not if there is
reliable evidence that they will occur, but only if the increases are set out in the terms
of the plan (or result from any constructive obligation that goes beyond those terms) at

the balance sheet date (see paragraphs 35-37 below);
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actuarial gains and losses that fall outside the 10% ‘corridor' need not be recognised
immediately as proposed in E54. The minimum amount that an entity should
recognise for each defined benefit plan is the part that fell outside the 'corridor' as at
the end of the previous reporting period, divided by the expected average remaining
working lives of the employees participating in that plan. The new IAS 19 also permits
certain systematic methods of faster recognition. Such methods include, among
others, immediate recognition of all actuarial gains and losses (see paragraphs 38-48
below);

E54 set out two alternative treatments for past service cost and indicated that the
Board would eliminate one of these treatments after considering comments on the
Exposure Draft. One treatment was immediate recognition of all past service cost.
The other treatment was immediate recognition for former employees, with
amortisation for current employees over the remaining working lives of the current
employees. The new IAS 19 requires that an entity should recognise past service
cost on a straight-line basis over the average period until the benefits become vested.
To the extent that the benefits are already vested immediately an entity should
recognise past service cost immediately (see paragraphs 49-59 below);

the effect of 'negative plan amendments' should not be recognised immediately (as
proposed in E54) but treated in the same way as past service cost (see paragraphs
60-62 below);

non-transferable securities issued by the reporting entity have been excluded from the
definition of plan assets (see paragraphs 67-68 below);

plan assets should be measured at fair value rather than market value, as defined in
E54 (see paragraphs 69-70 below);

plan administration costs (not just investment administration costs, as proposed in
E54), are to be deducted in determining the return on plan assets (see paragraph 75
below);

the limit on the recognition of plan assets has been changed in two respects from the
proposals in E54. The limit does not over-ride the corridor for actuarial losses or the
deferred recognition of past service cost. Also, the limit refers to available refunds or
reductions in future contributions. E54 referred to the expected refunds or reductions
in future contributions (see paragraphs 76-78 below);

unlike E54, the new IAS 19 does not specify whether an income statement should
present interest cost and the expected return on plan assets in the same line item as
current service cost. The new IAS 19 requires an entity to disclose the line items in
which they are included;

improvements have been made to the disclosure requirements (see paragraphs 81-85
below);

the guidance in certain areas (particularly termination benefits, curtailments and
settlements, profit sharing and bonus plans and various references to constructive
obligations) has been conformed to the proposals in E59, Provisions, Contingent
Liabilities and Contingent Assets. Also, the Board has added explicit guidance on the
measurement of termination benefits, requiring discounting for termination benefits not
payable within one year (see paragraphs 91-93 below); and

on initial adoption of the new IAS 19, there is a transitional option to recognise an
increase in defined benefit liabilities over not more than five years. The new IAS 19 is
operative for financial statements covering periods beginning on or after 1 January
1999, rather than 2001 as proposed in E54 (see paragraphs 95-96 below).
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Defined Contribution Plans (paragraphs 24-47 of the Standard)
5. The old IAS 19 defined:

(@ defined contribution plans as retirement benefit plans under which amounts to be
paid as retirement benefits are determined by reference to contributions to a fund
together with investment earnings thereon; and

(b) defined benefit plans as retirement benefit plans under which amounts to be paid as
retirement benefits are determined by reference to a formula usually based on
employees' remuneration and/or years of service.

The Board considers these definitions unsatisfactory because they focus on the benefit
receivable by the employee, rather than on the cost to the entity. The definitions in paragraph
7 of the new IAS 19 focus on the downside risk that the cost to the entity may increase. The
definition of defined contribution plans does not exclude the upside potential that the cost to the
entity may be less than expected.

6. The new IAS 19 does not change the accounting for defined contribution plans, which is
straightforward because there is no need for actuarial assumptions and an entity has no
possibility of any actuarial gain or loss. The new IAS 19 gives no guidance equivalent to
paragraphs 20 (past service costs in defined contribution plans) and 21 (curtailment of defined
contribution plans) of the old IAS 19. The Board believes that these issues are not relevant to
defined contribution plans.

Multi-employer Plans and State Plans (paragraphs 29-38 of
the Standard)

7. An entity may not always be able to obtain sufficient information from mult-employer plans to
use defined benefit accounting. The Board considered three approaches to this problem:

(@ use defined contribution accounting for some and defined benefit accounting for
others;
(b) use defined contribution accounting for all mult-employer plans, with additional

disclosure where the multi-employer plan is a defined benefit plan; or

(c) use defined benefit accounting for those multi-employer plans that are defined benefit
plans. However, where sufficient information is not available to use defined benefit
accounting, an entity should disclose that fact and use defined contribution accounting.

8. The Board believes that there is no conceptually sound, workable, and objective way to draw a
distinction so that an entity could use defined contribution accounting for some multi-employer
defined benefit plans and defined benefit accounting for others. Also, the Board believes that it
is misleading to use defined contribution accounting for multi-employer plans that are defined
benefit plans. This is illustrated by the case of French banks that used defined contribution
accounting for defined benefit pension plans operated under industry-wide collective
agreements on a pay-as-you-go basis. Demographic trends made these plans unsustainable
and a major reform in 1993 replaced these by defined contribution arrangements for future
service. At this point, the banks were compelled to quantify their obligations. Those
obligations had previously existed, but had not been recognised as liabilities.

9. The Board concluded that an entity should use defined benefit accounting for those multi-
employer plans that are defined benefit plans. However, where sufficient information is not
available to use defined benefit accounting, an entity should disclose that fact and use defined
contribution accounting. The Board agreed to apply the same principle to state plans. The
new IAS 19 notes that most state plans are defined contribution plans.
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Multi-employer plans: amendment issued by the IASB in
December 2004

9A. In April 2004 the Internatlonal Financial Reportlnq InterDretatlons Commlttee(IFRIC) published

muIt| -employer plans should apply deflned beneflt accountlng, |f possible:

a the plan should be measured in accordance with IAS 19 using assumptions
appropriate for the plan as a whole

b the plan should be allocated to plan participants so that they recognise an asset or
liability that reflects the impact of the surplus or deficit on the future contributions from
I "
9B. The concerns raised bv resnondents to D6 about the availability of the |nformat|on about the

sefulness of the |nformat|on Qrovrded by defrned benefrt accountrng were such that the IFRIC
decided not to proceed with the proposals.

9C. The International Accounting Standards Board (IASB). when discussing group plans (see
paragraphs 10A-10K) noted that, if there were a contractual aqreement between a multr-

same erncugle that applled to group plans should apply to muIt| emgloyer plans, ie th
participants should recognise an asset or liability. In relation to the funding of a deficit, the IASB

regarded this principle as consistent with the recognition of a provision in accordance with IAS

37.
nefit multi-
employer plan:
nts for th rticipation on fin ntribution isin rdance with
paragraph 30 of IAS 19 because it had insufficient information to apply defined benefit
accounting but
(b) has a contractual agreement that determined how a surplus would be distributed or
Jeficit fund

it recognises the asset or liability arising from that contractual agreement.

10. In response to comments on E54, the Board considered a proposal to exempt wholly owned
subsidiaries (and their parents) participating in group defined benefit plans from the recognition
and measurement requirements in their individual non-consolidated financial statements, on
cost-benefit grounds. The Board concluded that such an exemption would not be appropriate.

Application of IAS 19 in the separate or individual financial
statements of entities in a consolidated group: amendment

Issued by the IASB in December 2004

10A. Some constituents asked the IASB to conS|der whether entltles partlcmatrnq in a group defined

» nguallfled exemptron from deflned benefrt accountlng or be able to treat the plan as a multi-
employer plan.

10B. In developlng the exgosure draft, the IASB did not agree that an unguallfred exemptlon from

statem e ts of grgup e nt|t|e§ wa§ aQQrQQ ate . In principle, the regulreme nts Qf Inte atlgnal
Financial Reporting Standards (IERSs) should apply to separate or individual financial
statements in the same way as they apply to any other financial statements. Following that

principle would mean amending IAS 19 to allow group entities that participate in a plan that
meets the deflnrtlon of a multl emDIover plan, except that the partrcroants are under common

flnanC|aI statements

5A



10C.

HKAS 19 BC (December 2007)

However, in the exposure draft, the IASB concluded that entities within a group should alwavs

10D.

mplles that, |n accordance wrth the regurrements for muItr emp on er Qlans deflned benefit
accounting should be applied if there is a consistent and reliable basis for allocating the assets
bligati f the pl

In the exDosure draft, the IASB acknowledqed that entities within a qrouo might not be able to

10E.

ecogmsmg an asset or I|ab|llty that reflects the extent to wh|ch a surplus or deficit in the plan
would affect their future contrlbutrons This is because there may be uncertalntv in the terms of

However, the IASB concluded that entltles wrthln a group should always be able to make a
least a consistent and reasonable allocation, for example on the basis of a percentage of

pensionable pay.

The IASB then con5|dered whether for some qroup entities, the benef|ts of defmed beneflt

n obtalnlng the |nformat|on The IASB decrdedthat this was not the case for entltles that meet
criteria similar to those in IAS 27 Consolidated and Separate Financial Statements for the

xemption from pr rin nsolidated financial statements.

10F.  The exposure draft therefore proposed that:

(a) entities that participate |n a plan that would meet the deflnltlon of a multi- emplover

et out in paragraph 34 of IAS 19 as proposed to be amended |n the exposure draft,
should be treated as |f they were Dartlcroants in a multi- eleover Dlan This means

he plan, the entity should use deflned contnbutlon accountlng and provrde addrtlonal
disclosures.

b all other entities that participate in a plan that would meet the definition of a multi-
employer plan except that the participants are under common control should be

r ir | fin nefi ntin makin nsistent and r nabl
allocation of the assets and liabilities of the plan.

egurrements in IAS 19 on multl-emgloyer Qlans to group entltles However, many disagreed
with the criteria proposed in the exposure draft, for the following reasons:

(a) the proposed amendments and the interaction with D6 were unclear.

b the provisions for multi-employer accounting should be extended to a listed parent
company.

C the provisions for multi-employer accounting should be extended to group entities with
listed debt.

d the provisions for multi-employer plan accounting should be extended to all

entities, including partly-owned subsidiaries.

(e) there should be a blanket exemption from defined benefit accounting for all group

entities.

10H. The IASB agreed that the proposed requirements for group plans were unnecessarily complex.

The IASB also concluded that it would be better to treat group plans separately from multi

emplover plans because of the difference in information available to the participants: in a group

plan information about the plan as a whole should generally be available. The IASB further
noted that if the parent wishes to complv W|th IFRSs in |ts separate flnanC|aI statements or

obtain and provide the necessary information for the purposes of disclosure, at least.
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The IASB noted that, if there Were acontractual aqreement or stated policy on chardlnq the net

10J.

ach entrg( If there is no such contractual agreement or stated polrcy ,the entity that is the
sponsoring employer by default bears the risk relating to the Dlan The IASB therefore

accordance wrth any contractual agreement or stated polrcy If there is no such agreement or
Dohcv, the net deﬁned benefit cost is aIIocated to the sponsoring employer. The other group

10K.

24 reguwes an entlty to dlsclose the nature of the related party relatlonsh|g as WeII a
information about the transactions and outstanding balances necessary for an understanding of

the potential effect of the relationship on the financial statements. The IASB noted that
nformatron about each of (a) the pollcy on charging the defined benefit cost, (b) the gollcy on

rtnln fth tntll ffect fth rt|| t|n|nth lan on the entity’
separate or individual financial statements.

Defined Benefit Plans

Recognition and Measurement: Balance Sheet (paragraphs 49-60 of the
Standard)

11.

12.

Paragraph 54 of the new IAS 19 summarises the recognition and measurement of liabilities
arising from defined benefit plans and paragraphs 55-107 of the new IAS 19 describe various
aspects of recognition and measurement in greater detail. Although the old IAS 19 did not deal
explicitly with the recognition of retirement benefit obligations as a liability, it is likely that most
entities would recognise a liability for retirement benefit obligations at the same time under both
Standards. However, the two Standards differ in the measurement of the resulting liability.

Paragraph 54 of the new IAS 19 is based on the definition of, and recognition criteria for, a
liability in IASC's Framework for the Preparation and Presentation of Financial Statements (the
'Framework’). The Framework defines a liability as a present obligation of the entity arising
from past events, the settlement of which is expected to result in an outflow from the entity of
resources embodying economic benefits. The Framework states that an item which meets the
definition of a liability should be recognised if:

@) it is probable that any future economic benefit associated with the item will flow from
the entity; and

(b) the item has a cost or value that can be measured with reliability.
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allowing entities to use different mechanisms, the needs of users are not likely to be
compromised if faster (and systematic) recognition methods are permitted.

47. The Board noted that changes in the fair value of any plan assets are, in effect, the results of
changing estimates by market participants and are, therefore, inextricably linked with changes
in the present value of the obligation. Consequently, the Board decided that changes in the fair
value of plan assets are actuarial gains and losses and should be treated in the same way as
the changes in the related obligation.

48. The width of a 'corridor’ (i.e. the point at which it becomes necessary to recognise gains and
losses) is arbitrary. To enhance comparability, the Board decided that the width of the ‘corridor'
should be consistent with the current requirement in those countries that have already adopted
a 'corridor' approach, notably the USA. The Board noted that a significantly narrower ‘corridor’
would suffer from the disadvantages of the ‘corridor’, without being large enough to generate
the advantages. On the other hand, a significantly wider ‘corridor' would lack credibility.

An _additional option for the recognition of actuarial
gains and losses: amendment adopted by the IASB in
December 2004

48A. In 2004 the IASB published an exposure draft proposing an additional option for the recognition
of actuarral gains and Iosses The DroDosed option allowed an entity that recoansed actuanal

Ioss ina statement of recognlsed |ncome and expense

48B. The argument for immediate recognition of actuarial gains and losses is that they are economic
events of the nerrod Recoansrnq them when they occur provides a faithful representation of

contrast, when recognrtron is deferred, the mformatron provrded is partial and potentially
mrsleadrnd Furthermore, any net cumulative deferred actuanal Iosses can drve rise to a debit

cumulative deferred actuarral garns can give rise to a credit |tem |n the balance sheet that does
not meet the definition of a liability.

48C. The arguments put forward for deferred recognition of actuarial gains and losses are, as noted
above:

a immediate recognition can cause volatile fluctuations in the balance sheet and income
statement It |mDI|es a deqree of accuracy of measurement that rarelv applies in

he deflned benefrt asset or Irabrllty, but may smgly reflect an unavordable |nab|I|tyt
predict accurately the future events that are anticipated in making period-to-period

measurements.

(b) in the long term, actuarial gains and losses may offset one another.

[ whether or not the volatility resulting from immediate recognition reflects economic

Id overwhelm the profit or | nd financial ition of other in rations.

belreves that the deflned beneflt asset or Irabrlrty can be measured with suffrcrent relrabrlrtyt
justify its recoantron Recoantron |n a transparent manner of the current best estrmate of the

recognrtron of an arbrtrary amount of that current best estrmate Further, it is not reasonable to
assume that existing actuarial gains and losses will be offset in future years. This implies an

bil lict f | -
48E. The IASB also does not accept argument (c) in relation to the balance sheet. If the post
mploymen nefit amounts are lar nd volatile, th -employment plan m lar

and risky compared with other business operations. However, the IASB accepts that requiring
actuarral gains and Iosses to be recognised in full in profit or loss in the period in which thev

presentatron of profrt or Ioss and other |tems of recognrsed |ncome and expense
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48F. The IASB noted that the UK standard FRS 17 Retirement Benefits requires recognition of

profit or Ioss is necessarily |deaI However, it Qrowdes more transparent |nformat|on tha ‘
deferred recognition. The IASB therefore decided to propose such an option pending further

recognised outs|de proflt or Ioss to be presented ina statement of changes in egwtv The
statement of chanqes in equrtv must present the total income and expense for the beriod being

K ANC
reduwed or oermitted by other Standards or Interpretations, is recoonised dlrectlv |n eourtv (IAS
1 paragraph 96(a)-(c)). IAS 1 also permits these items, together with the effect of changes in
accounting policies and the correction of errors, to be the only items shown in the statement of
changes in equity.

48l. To emphasise its view that actuarial gains and | re items of income or expense, th
IASB decided that actuarial gains and losses that are recognised outside profit or Ioss must b

holders actlng in their cagacim as equity hoIders The IASB decrded that thls statement should
be titled ‘the statement of recognised income and expense’.

48J. The responses from the UK to the exposure draft strongly supported the proposed option. The
responses from outside the UK were divided. The main concerns expressed were:

(@) the option is not a conceptual improvement compared with immediate recognition of
actuarial gains and losses in profit or loss.

(b) the option prejudges issues relating to IAS 1 that should be resolved in the project on
reporting comprehensive income.

(c) adding options to Standards is not desirable and obstructs comparability.

ne IASLH SNOUIC
the Standard.

(e) the option could lead to divergence from US GAAP.
£ [ o [ : i o

48K. The IASB adrees that actuarial gains and Iosses are |tems of income and exoense However, it

before a comprehensrve review of both accounting for Qost-employment benefits and reporting
comprehensrve income. The regurrement that actuanal gains and Iosses that are recognised

does not pre|udge any of the discussmns the IASB is yet to have on reporting comprehensrv
income. Rather, the IASB is aIIowmq an accountlnq treatment currentlv accepted by a national

ne I1A A ) A A
resulting Iack of combarabillty between entities However, IAS 19 Qermits an entlty to choos
any systematic method of recognition for actuarial gains and losses that results in faster

recognition than the minimum required by the Standard. Furthermore, the amount to be
recognised under any deferral method will depend on when that method was first applied. ie
when an entity first adopted IAS 19 or started a defined benefit plan. There is, therefore, little or
n mparabilit f the existin tions in IAS 19.

is n _However. such a review is likely to tak ime to complete. In the meantim
the IASB believes that it would be wronq to prohibit a method of recoqnismq actuarial gains

nformatlon about the costs andrisks ofrunningadeflnedbeneflt plan
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Ithough IAS 19 and US GAAP share the same basrc app roach, they drffer |n several respects.
The IASB has decided not to address these issues now. Furthermore, the option is just that. No

ity is obliged T

480. LastIv, as dlscussed above, the IASB does not agree that deferred recoantron is better than

method are opaque and not representatronally faithful. and the |nclusron of deferral method
creates a complex difficult standard.

48P. The IASB considered whether actuarial gains and losses that have been recognised outside
profrt or loss shouId be recoqnlsed in Drofrt or loss i ina Iater period (|e recvcled) The IASB

an |ssue to be resolved in |ts ororect on reporting comorehenswe |ncome Furthermore it |s

difficult to see a rational basis on which actuarial gains and losses could be recycled. The
exposure draft therefore proposed prohibiting recycling of actuarial gains and losses that have
been recognised in the statement of recognised income and expense.

48Q. Most r ndent rted not r lin tuarial gains and | . However, many ar
in favour of recycling, for the following reasons:

a all income and expense should be recognised in profit or loss at some time.

assumptlons

48R. The IASB notes that most items under IFRSs that are r ni tsi rofit or |
recycled, but not all. Revaluation gains and losses on property. plant and equipment and
intangibles are not recycled. The guestion of recycling therefore remains open in IFRSs. The
IASB n lieve th neral ision on the m r shoul m in th ntext of

these amendments. The decision in these amendments not to recycle actuarial gains and
Iosses is made because of the Draqmatlc |nab|I|tv to |dent|fv a surtable basis and does not

mcome
48S. In the meantime, the IASB acknowledges the concern of some respondents that some items of

|ncome or expense will not be recoansed in profit or Ioss |n any oerrod The IASB has therefore

ncome and expense so that users of the frnancral statements can assess the effect of thr

policy.
48T. The IASB also notes the argument that to ban recycling could lead to abuse in setting over-

ptrmlstrc assumgtrons A lower cost could be recognised in proflt or loss with resulting

Some of the new drsclosures help to counter such concerns, for example the narratrv
descrlotron of the basis for the expected rate of return and the five- vear history of exoerrence

QtImIStIC assumptions are used, a Iower cost |s recognrsed |mmed|ately proflt or Ioss and
the resultrnq experience Iosses are recognised only gradually over the next 10-15 years. The

recognition outsrde profrt or Ioss

48U, The IASB also considered whether actuarial gains and losses recognised outside profit or loss
should be recognised immediately in a separate component of equity and transferred to
retained earnings at a later period. Aqain the IASB concluded that there is no rational basis for
transfer to retain rnings in later . Hence, the ex| re draft pr that
actuarial gains and losses that are recognrsed outside profit or loss should be recognised in
- . - liatel

48V. A small majority of the respondents supported this proposal. The arguments put forward
against immediate recognition in retained earnings were:
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should be regg gnised beme a fundamental rewew of the i ssue.

(b) retained earnings should be the cumulative total of profit or loss less amounts

distributed to owners.

(c) the volatility of the amounts means that separate presentation would be helpful.
the impact on distributions n t nsider
e actuarial gains and losses are temporary in nature and hence should be excluded

from retained earnings.

48W. In IFRSs, the phrase ‘retained earnings’ is not defined and the IASB has not discussed what it
should mean. In partlcular retalned earnings |s not deflned as the cumulatlve total of profit or

component of egurty, for example exchange galns and Iosses on forelgn subS|d|ar|es Othe
such amounts are not, for example gains and losses on available-for-sale financial assets.

48X. The IASB does not believe that it is appropriate to introduce a definition of retained earnings in
the context of these amendments to IAS 19. The proposal in the exposure draft was based on

i sec ve, th IA Bh » r |rmntt I th mIt|v n

recognised in the statement of recognised income and expense to provide users with further
information.

48Y. ConS|derat|on of the |mpI|cat|ons of IFRSs on the abllltv of an entity to make distributions to

etarned earnrngs

487. Finally, the IASB considered whether, if actuarial gains and losses are recognised when they
occur, entities should be required to present separately in retained earnings an amount equal
to the defined benefit asset or liability. Such a presentation is required by FRS 17. The IASB
noted that such a presentation is not required by IFRSs for any other item, however significant

Mzmmmmmnmmw [ ded . I .

48AA. |AS 19 limits the amount of a surplus that can be recognised as an asset (‘the asset ceiling’) to
the present value of any economic benefits available to an entity in the form of refunds from the
plan or reductions in future contributions to the plan.” The IASB considered whether the effect
of this I|m|t should be recognised out5|de profit or Ioss if that is the entity’s accounting policy

48BB. The IASB decided that the effect of the limit is similar to an actuarial gain or loss because it
arises from a remeasurement of the benefits available to an entity from a surplus in the plan.
The IASB therefore concluded that, if the entity’s accounting policy is to recognise actuarial
gains and losses as they occur outside profit or loss, the effect of the limit should also be
recognised outside profit or loss in the statement of recognised income and expense.

a the adjustment arising from the asset ceiling is not necessarily caused by actuarial
gains and losses and should not be treated in the same way.

(b) it is not consistent with FRS 17, which allocates the change in the recoverable surplus
to various events and hence to different components of the defined benefit cost.

ctuarlal galns and Iosses The asset ceiling effectlvely imposes a dlﬁerent measurement basis
for the asset to be recognised (present value of refunds and reductions in future contributions)

from that used to derive the actuarial gains and losses and other components of the defined
benefit cost (fair value of plan assets less projected unit credit value of plan liabilities).

*
The limit also includes unrecognised actuarial gains and losses and past service costs.
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r ions in futur ntributions. h chan n vents of th m
those that cause actuarial gains and losses, for example changes in interest rates or

assumptions about longevity, or by events that do not cause actuarial gains and losses, for
example trustees agreeing to a refund in exchange for benefit enhancements or a

management decision to curtail the plan.

recoagnised, the IASB does not believe it is possible to allocate the effect of the asset ceiling to
the components of the defined benefit cost other than on an arbitrary basis. The IASB
reaffirmed its view that the adjustment arising from the asset ceiling should, therefore, be
regarded as a remeasurement and similar to an actuarial gain or loss. This treatment also has
the advantages of (a) being simple and (b) giving transparent information because the cost of
the defined benefit promise (ie the service costs and interest cost) remains unaffected by the
funding of the plan.

Past Service Cost (paragraphs 96-101 of the Standard)

49.

50.

51.

52.

E54 included two alternative treatments for past service cost. The first approach was similar to
that used in the old IAS 19 (amortisation for current employees and immediate recognition for
former employees). The second approach was immediate recognition of all past service cost.

Those who support the first approach argue that:

@) an entity introduces or improves employee benefits for current employees in order to
generate future economic benefits in the form of reduced employee turnover,
improved productivity, reduced demands for increases in cash compensation and
improved prospects for attracting additional qualified employees;

(b) although it may not be feasible to improve benefits for current employees without also
improving benefits for former employees, it would be impracticable to assess the
resulting economic benefits for an entity and the period over which those benefits will
flow to the entity; and

(c) immediate recognition is too revolutionary. It would also have undesirable social
consequences because it would deter companies from improving benefits.

Those who support immediate recognition of all past service cost argue that:

(@ amortisation of past service cost is inconsistent with the view of employee benefits as
an exchange between an entity and its employees for services rendered: past service
cost relates to past events and affects the employer's present obligation arising from
employees' past service. Although an entity may improve benefits in the expectation
of future benefits, an obligation exists and should be recognised,;

(b) deferred recognition of the liability reduces comparability; an entity that retrospectively
improves benefits relating to past service will report lower liabilities than an entity that
granted identical benefits at an earlier date, yet both have identical benefit obligations.
Also, deferred recognition encourages entities to increase pensions instead of salaries;

(c) past service cost does not give an entity control over a resource and thus does not
meet the Framework's definition of an asset. Therefore, it is not appropriate to defer
recognition of the expense; and

(d) there is not likely to be a close relationship between cost - the only available measure
of the effect of the amendment - and any related benefits in the form of increased
loyalty.

Under the old IAS 19, past service cost for current employees was recognised as an expense
systematically over the expected remaining working lives of the employees concerned.
Similarly, under the first approach set out in E54, past service cost was to be amortised over
the average expected remaining working lives of the employees concerned. However, E54
also proposed that the attribution period for current service cost should end when the
employee's entitlement to receive all significant benefits due under the plan is no longer
conditional on further service. Some commentators on E54 felt that these two provisions were
inconsistent.
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83.

84.

85.

HKAS 19 BC (December 200842007)

Information about defined benefit plans is particularly important to users of financial statements
because other information published by an entity will not allow users to estimate the nature and
extent of defined benefit obligations and to assess the risks associated with those obligations.
The disclosure requirements are based on the following principles:

(@ the most important information about employee benefits is information about the
uncertainty attaching to measures of employee benefit obligations and costs and
about the potential consequences of such uncertainty for future cash flows;

(b) employee benefit arrangements are often complex, and this makes it particularly
important for disclosures to be clear, concise and relevant;

(c) given the wide range of views on the treatment of actuarial gains and losses and past
service cost, the required disclosures should highlight their impact on the income
statement and the impact of any unrecognised actuarial gains and losses and
unamortised past service cost on the balance sheet; and

(d) the benefits derived from information should exceed the cost of providing it.
The Board agreed the following changes to the disclosure requirements proposed in E54:

@) the description of a defined benefit plan need only be a general description of the type
of plan: for example, flat salary pension plans should be distinguished from final salary
plans and from post-employment medical plans. Further detail would not be required,;

(b) an entity should disclose the amounts, if any, included in the fair value of plan assets
not only for each category of the reporting entity's own financial instruments, but also
for any property occupied by, or other assets used by, the entity;

(c) an entity should disclose not just the expected return on plan assets, but also the
actual return on plan assets;

(d) an entity should disclose a reconciliation of the movements in the net liability (or asset)
recognised in its balance sheet; and

(e) an entity should disclose any amount not recognised as an asset because of the new
limit in paragraph 58(b) of the Standard.

Some commentators on E54, especially preparers, felt that the disclosures were excessive. A
particular concern expressed by several respondents was aggregation: how should an entity
aggregate information about many different plans in a concise, meaningful and cost-effective
way? Two disclosures that seemed to cause special concern were the analysis of the overall
charge in the income statement and the actuarial assumptions. In particular, a number of
commentators felt that the requirement to disclose expected rates of salary increases would
cause difficulties with employees. However, the Board concluded that all the disclosures were
essential.

The Board considered whether smaller or non-public entities could be exempted from any of
the disclosure requirements. However, the Board concluded that any such exemptions would
either prevent disclosure of essential information or do little to reduce the cost of the
disclosures.

Disclosures: amendment issued by the IASB in
December 2004

The IASB believed that these reconcmatlons glve clearer |nf0rmat|0n about the plan.
Unlike the reconcmatlon previously requwed by IAS 19 that showed the changes in the

recognltlon has been deferred The reconcmatlon prewously regwred was eliminated.
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b information about plan assets. The IASB believed that more information is needed
about the plan assets because, without such information, users cannot assess the

sk int o I f —

(i) disclosure of the percentage that the major classes of assets held by the
(i) disclosure of the expected rate of return for each class of asset; and

iii a narrative description of the basis used to determine the overall expected
rate of return on assets.

[ information about the sensitivity of defined benefit plans to changes in medical cost
trend rates. The IASB believed that this is necessary because the effects of changes

[ ne d d
cost assumbtlons |nteract Wrth cabs cost sharlnq br0V|S|ons and other factors in the

plan precludes reasonable estimates of the effects of those changes. The IASB also

noted that the disclosure of a change of one percentage point would be appropriate
for plans operating in low inflation environments but would not provide useful
inf ion f ing in high inflati 5

d mformatlon about trends in the Ian The IASB believed that information about trends

sheet date Wlthout such |nformat|on, users may misinterpret the future cash flow
|mplrcat|ons of the plan. The exposure draft Droposed disclosure of frve—vear histories

(e) |nformat|on about contributions to the plan The IASB beheved that th|s will provide

etermlned from the other dlsclosures about the plan. It prop osed the dlsclosure of
the employer’s best estimate, as soon as it can reasonably be determined, of

ntributions expected t id to the plan during the next fiscal r innin
after the balance sheet date.

information he nature of the plan. The IASB pr n ition ragraph

121 of IAS 19 to ensure that the description of the plan is complete and includes all
the terms of the plan that are used in the determination of the defined benefit

bligat

85B. The proposed disclosures were generally supported by respondents to the exposure draft,

except for the expected rate of return for each major category of plan assets, sensitivity
information about medical cost trend rates and the information about trends in the plan.

85C. In relation to the expected rate of return for each major category of plan assets, respondents
rgued that the problems of aggregatlon for entities wrth many plans in different geographical

anddecrded not to p roceed with the proposed dlsclosure However, the IASBdecrded t
specify that the narrative description of the basis for the overall expected rate of return should

nclud ffect of ; ies of

85D. Respondents also exbressed concerns that the sensitivity mformatron about medrcal cost trend

|gn|f|cant comp ared with other deflned beneflt costs. The IASB noted that the sensrtrvrty
information need be given only if the medical costs are material and that IAS 1 requires

85E. Finally, some respondents argued that requiring five-year histories would give rise to
information overload and was unnecessary because the information was available from
previous financial statements. The IASB reconfirmed its view that the trend information was

useful and noted that it was considerably easier for an entity to take the information from
previous financial statements and present it in the current financial statements than it would be

for rs to find the figures for previ ri . However, the IASB agr that
transitional measure entities should be permitted to build up the trend information over time.
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Benefits other than Post-Employment Benefits

Compensated Absences (paragraphs 11-16 of the Standard)

86.

87.

88.

Some argue that an employee's entitlement to future compensated absences does not create
an obligation if that entitlement is conditional on future events other than future service.
However, the Board believes that an obligation arises as an employee renders service which
increases the employee's entitlement (conditional or unconditional) to future compensated
absences; for example, accumulating paid sick leave creates an obligation because any
unused entitlement increases the employee's entitiement to sick leave in future periods. The
probability that the employee will be sick in those future periods affects the measurement of
that obligation, but does not determine whether that obligation exists.

The Board considered three alternative approaches to measuring the obligation that results
from unused entitlement to accumulating compensated absences:

@) recognise the entire unused entitlement as a liability, on the basis that any future
payments are made first out of unused entittement and only subsequently out of
entitlement that will accumulate in future periods (a FIFO approach);

(b) recognise a liability to the extent that future payments for the employee group as a
whole are expected to exceed the future payments that would have been expected in
the absence of the accumulation feature (a group LIFO approach); or

(c) recognise a liability to the extent that future payments for individual employees are
expected to exceed the future payments that would have been expected in the
absence of the accumulation feature (an individual LIFO approach).

These methods are illustrated by the following example.

Example

An entity has 100 employees, who are each entitled to five working days of paid sick leave for
each year. Unused sick leave may be carried forward for one year. Such leave is taken first
out of the current year's entittement and then out of any balance brought forward from the
previous year (a LIFO basis). At 31 December 20X1, the average unused entitlement is two
days per employee. The entity expects, based on past experience which is expected to
continue, that 92 employees will take no more than four days of paid sick leave in 20X2 and
that the remaining 8 employees will take an average of six and a half days each.

Method (a) The entity recognises a liability equal to the undiscounted amount of 200
days of sick pay (two days each, for 100 employees). Itis assumed that the
first 200 days of paid sick leave result from the unused entitiement.

Method (b) The entity recognises no liability because paid sick leave for the employee
group as a whole is not expected to exceed the entitlement of five days each
in 20X2.

Method (c) The entity recognises a liability equal to the undiscounted amount of 12 days

of sick pay (one and a half days each, for 8 employees).

The Board selected method (c), the individual LIFO approach, because that method measures
the obligation at the present value of the additional future payments that are expected to arise
solely from the accumulation feature. The new IAS 19 notes that, in many cases, the resulting
liability will not be material.

Death-in-service Benefits

89.

E54 gave guidance on cases where death-in-service benefits are not insured externally and
are not provided through a post-employment benefit plan. The Board concluded that such
cases will be rare. Accordingly, the Board agreed to delete the guidance on death-in-service
benefits.
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Other Long-term Employee Benefits (paragraphs 126-131 of the
Standard)

90.

The Board decided, for simplicity, not to permit or require a ‘corridor' approach for other long-
term employee benefits, as such benefits do not present measurement difficulties to the same
extent as post-employment benefits. For the same reason, the Board decided to require
immediate recognition of all past service cost for such benefits and not to permit any
transitional option for such benefits.

Termination Benefits (paragraphs 132-143 of the Standard)

91.

92.

93.

Under some national standards, termination benefits are not recognised until employees have
accepted the offer of the termination benefits. However, the Board decided that the
communication of an offer to employees (or their representatives) creates an obligation and
that obligation should be recognised as a liability if there is a detailed formal plan. The detailed
formal plan both makes it probable that there will be an outflow of resources embodying
economic benefits and also enables the obligation to be measured reliably.

Some argue that a distinction should be made between:
(a) termination benefits resulting from an explicit contractual or legal requirement; and
(b) termination benefits resulting from an offer to encourage voluntary redundancy.

The Board believes that such a distinction is irrelevant; an entity offers termination benefits to
encourage voluntary redundancy because the entity already has a constructive obligation. The
communication of an offer enables an entity to measure the obligation reliably. E54 proposed
some limited flexibility to allow that communication to take place shortly after the balance sheet
date. However, in response to comments on E54, and for consistency with E59, Provisions,
Contingent Liabilities and Contingent Assets, the Board decided to remove that flexibility.

Termination benefits are often closely linked with curtailments and settlements and with
restructuring provisions. Therefore, the Board decided that there is a need for recognition and
measurement principles to be similar. The guidance on the recognition of termination benefits
(and of curtailments and settlements) has been conformed to the proposals in E59 Provisions,
Contingent Liabilities and Contingent Assets. The Board agreed to add explicit guidance (not
given in E54) on the measurement of termination benefits, requiring discounting for termination
benefits not payable within one year.

Equity Compensation Benefits (paragraphs 144-152 of the Standard)

Transition and Effective Date (paragraphs 153-158 of the
Standard)

95.

96.

The Board recognises that the new IAS 19 will lead to significant changes for some entities.
E54 proposed to mitigate this problem by delaying the effective date of the new IAS 19 until 3
years after its approval. In response to comments on E54, the Board introduced a transitional
option to amortise an increase in defined benefit liabilities over not more than five years. In
consequence, the Board decided that it was not necessary to delay the effective date.

E54 proposed no specific transitional provisions. Consequently, an entity applying the new IAS
19 for the first time would have been required to compute the effect of the ‘corridor’
retrospectively. Some commentators felt that this would be impracticable and would not
generate useful information. The Board agreed with these comments. Accordingly, the new
IAS 19 confirms that, on initial adoption, an entity does not compute the effect of the 'corridor’
retrospectively.

! Paragraphs 144-152 of IAS 19 were deleted by IFRS 2 Share-based Payment.
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Appendix

Amendments resulting from other Basis for Conclusions

The following sets out amendments required for this Basis for Conclusions resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Basis for Conclusions and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) — effective for annual periods beginning on
or after 1 January 2009

The rubric preceding the Basis for Conclusions is amended as follows:
[The original text has been marked up to reflect the revision of IAS 39 Einancial Instruments:

Recoanition and Measurement {asrevised in 2003} and subsequently the issue of IFRS 2
Share-based Payment in 2004; new text is underlined and deleted text is struck through. The

Einancial Statements (as reV|sed in 2007)

Paragraph 38 is footnoted as follows:

38 The Board considered five methods of accounting for actuarial gains and losses:
(@)
(b) immediate recognition both in the balance sheet and outside the income

statement in equity (IAS 1 Presentation of Financial Statements sets out
requirements for the presentation or disclosure of such movements in equity)*
(see paragraphs 40 and 41 below); ...

* |AS 1 (as revised in 2007) requires non-owner transactions to be presented
separately from owner transactions in a statement of comprehensive income.

Paragraph 48H is amended and footnoted as follows:

48H IAS 1 Presentation-ofFinancial-Statements (as revised in 2003) requires income and
expense recognised outside profit or loss to be presented in a statement of changes in
equity.* The statement of changes in equity must present the total income and
expense for the period, being the profit or loss for the period and each item of income
and expense for the period that, as required or permitted by other Standards-or
trterpretations |ERSS, is recognised directly in equity AS-tparagraph-96{a)-e)). IAS
1 also permits these items, together with the effect of changes in accounting policies
and the correction of errors, to be the only items shown in the statement of changes in
equity.

B ion of Financi ised | : -

transactions to be presented separately from owner transactions in a statement of
comprehensive income.

28



HKAS 20 (December-20042007)
Contents

Hong Kong Accounting Standard 20

Accounting for Government Grants and Disclosure of
Government Assistance
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paragraphs 1-41A. All the paragraphs have equal authority. HKAS 20
shall be read in the context of its objective, the Preface to Hong Kong
Financial Reporting Statements and the Framework for the Preparation
and Presentation of Financial Statements. HKAS 8 Accounting Policies,
Changes in Accounting Estimates and Errors provides a basis for
selecting and applying accounting policies in the absence of explicit
guidance.
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Appendix

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated
into the text of this Standard and this appendix will be deleted. In the amended paragraphs shown below,
new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) - effective for annual periods beginning on or
after 1 January 2009

In the rubric, the first sentence is amended as described below.

Hong Kong Accounting Standard 20 Accounting for Government Grants and Disclosure of
Government Assistance (HKAS 20) is set out in paragraphs +—4% 1-42. All the paragraphs ...

In paragraphs 14 and 15, ‘the income statement’ is amended to ‘profit or loss’.

In paragraph 28, ‘for the purpose of balance sheet presentation’ is amended to ‘for presentation
purposes in the statement of financial position’.

Paragraph 29A is added as follows:

29A If an entity presents the components of profit or loss in a separate income statement as
described in paragraph 81 of HKAS 1 (as revised in 2007), it presents grants related to
income as required in paragraph 29 in that separate statement.

Paragraph 42 is added as follows:

42 HKAS 1 (as revised in 2007) amended the terminoloay used throughout HKFRSs.
In addition it added paragraph 29A. An entity shall apply those amendments for
annual periods beginning on or after 1 January 2009. If an entity applies HKAS 1
(revised 2007) for an earlier period, the amendments shall be applied for that
earlier period.
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HKAS 21 (Mareh—2004December 2007)

WITHDRAWAL OF OTHER PRONOUNCEMENTS

Comparison with International Accounting Standards
Amendments to Other Pronouncements

Amendments resulting from other HKFRSs

BASIS FOR CONCLUSIONS

Amendments resulting from other Basis for Conclusions

Hong Kong Accounting Standard 21 The Effects of Changes
in Foreign Exchange Rates (HKAS 21) is set out in
paragraphs 1-62 and the Appendix. All the paragraphs have
equal authority. HKAS 21 should be read in the context of its
objective and the Basis for Conclusions, the Preface to Hong
Kong Financial Reporting Standards and the Framework for
the Preparation and Presentation of Financial Statements.
HKAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors provides a basis for selecting and
applying accounting policies in the absence of explicit
guidance.

61-62



14.

HKAS 21 (Mareh—2004December 2007)

If the functional currency is the currency of a hyperinflationary economy, the entity’s
financial statements are restated in accordance with HKAS 29 Financial Reporting in
Hyperinflationary Economies. An entity cannot avoid restatement in accordance with
HKAS 29 by, for example, adopting as its functional currency a currency other than
the functional currency determined in accordance with this Standard (such as the
functional currency of its parent).

Net Investment in a Foreign Operation

15.

15A.

An entity may have a monetary item that is receivable from or payable to a foreign
operation. An item for which settlement is neither planned nor likely to occur in the
foreseeable future is, in substance, a part of the entity’s net investment in that foreign
operation, and is accounted for in accordance with paragraphs 32 and 33. Such
monetary items may include long-term receivables or loans. They do not include
trade receivables or trade payables.

The entity that has a monetary item receivable from or payable to a foreign operation

described in paragraph 15 may be any subsidiary of the group. For example, an entity
has two subsidiaries, A and B. Subsidiary B is a foreign operation. Subsidiary A
grants a loan to Subsidiary B. Subsidiary A’s loan receivable from Subsidiary B
would be part of the entity’s net investment in Subsidiary B if settlement of the loan
is neither planned nor likely to occur in the foreseeable future. This would also be
true if Subsidiary A were itself a foreign operation.

Monetary Items

16.

The essential feature of a monetary item is a right to receive (or an obligation to
deliver) a fixed or determinable number of units of currency. Examples include:
pensions and other employee benefits to be paid in cash; provisions that are to be
settled in cash; and cash dividends that are recognised as a liability. Similarly, a
contract to receive (or deliver) a variable number of the entity’s own equity
instruments or a variable amount of assets in which the fair value to be received (or
delivered) equals a fixed or determinable number of units of currency is a monetary
item. Conversely, the essential feature of a non-monetary item is the absence of a
right to receive (or an obligation to deliver) a fixed or determinable number of units
of currency. Examples include: amounts prepaid for goods and services (eg prepaid
rent); goodwill; intangible assets; inventories; property, plant and equipment; and
provisions that are to be settled by the delivery of a non-monetary asset.

Summary of the Approach Required by this Standard

17.

18.

In preparing financial statements, each entity—whether a stand-alone entity, an entity
with foreign operations (such as a parent) or a foreign operation (such as a subsidiary
or branch)—determines its functional currency in accordance with paragraphs 9-14.
The entity translates foreign currency items into its functional currency and reports
the effects of such translation in accordance with paragraphs 20-37 and 50.

Many reporting entities comprise a number of individual entities (eg a group is made
up of a parent and one or more subsidiaries). Various types of entities, whether
members of a group or otherwise, may have investments in associates or joint
ventures. They may also have branches. It is necessary for the results and financial
position of each individual entity included in the reporting entity to be translated into
the currency in which the reporting entity presents its financial statements. This
Standard permits the presentation currency of a reporting entity to be any currency (or
currencies). The results and financial position of any individual entity within the
reporting entity whose functional currency differs from the presentation currency are
translated in accordance with paragraphs 38-50.



29.

30.

31.

32.

33.

HKAS 21 (Mareh—2004December 2007)

When monetary items arise from a foreign currency transaction and there is a change
in the exchange rate between the transaction date and the date of settlement, an
exchange difference results. When the transaction is settled within the same
accounting period as that in which it occurred, all the exchange difference is
recognised in that period. However, when the transaction is settled in a subsequent
accounting period, the exchange difference recognised in each period up to the date of
settlement is determined by the change in exchange rates during each period.

When a gain or loss on a non-monetary item is recognised directly in equity, any
exchange component of that gain or loss shall be recognised directly in equity.
Conversely, when a gain or loss on a non-monetary item is recognised in profit or
loss, any exchange component of that gain or loss shall be recognised in profit or
loss.

Other Standards require some gains and losses to be recognised directly in equity. For
example, HKAS 16 requires some gains and losses arising on a revaluation of
property, plant and equipment to be recognised directly in equity. When such an asset
is measured in a foreign currency, paragraph 23(c) of this Standard requires the
revalued amount to be translated using the rate at the date the value is determined,
resulting in an exchange difference that is also recognised in equity.

Exchange differences arising on a monetary item that forms part of a reporting
entity’s net investment in a foreign operation (see paragraph 15) shall be

recognised in profit or loss in the separate financial statements of the reporting
entity or the individual financial statements of the foreign operation, as appropriate.
In the financial statements that include the foreign operation and the reporting
entity (eg consolidated financial statements when the foreign operation is a
subsidiary), such exchange differences shall be recognised initially in a separate
component of equity and recognised in profit or loss on disposal of the net
investment in accordance with paragraph 48.

When a monetary item forms part of a reporting entity’s net investment in a foreign
operation and is denominated in the functional currency of the reporting entity, an
exchange difference arises in the foreign operation’s individual financial statements
in accordance with paragraph 28. SimHarhy-1f such an item is denominated in the
functional currency of the foreign operation, an exchange difference arises in the
reporting entity’s separate financial statements in accordance with paragraph 28. If
such an item is denominated in a currency other than the functional currency of either
the reporting entity or the foreign operation, an exchange difference arises in the
reporting entity’s separate financial statements and in the foreign operation’s
individual financial statements in accordance with paragraph 28. Such exchange
differences are reclassified to the separate component of equity in the financial
statements that include the foreign operation and the reporting entity (ie financial
statements in which the foreign operation is consolidated, proportionately
consolidated or accounted for using the equity method). Hewevera-menetary-item-

10
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S7.

HKAS 21 (Mareh—2004December 2007)

An entity sometimes presents its financial statements or other financial information in
a currency that is not its functional currency without meeting the requirements of
paragraph 55. For example, an entity may convert into another currency only selected
items from its financial statements. Or, an entity whose functional currency is not the
currency of a hyperinflationary economy may convert the financial statements into
another currency by translating all items at the most recent closing rate. Such
conversions are not in accordance with Hong Kong Financial Reporting Standards
and the disclosures set out in paragraph 57 are required.

When an entity displays its financial statements or other financial information in a
currency that is different from either its functional currency or its presentation
currency and the requirements of paragraph 55 are not met, it shall:

() clearly identify the information as supplementary information to
distinguish it from the information that complies with Hong Kong
Financial Reporting Standards;

(b) disclose the currency in which the supplementary information is displayed;
and

(© disclose the entity’s functional currency and the method of translation used
to determine the supplementary information.

Effective Date and Transition

58.

S8A.

An entity shall apply this Standard for annual periods beginning on or after 1
January 2005. Earlier application is encouraged. If an entity applies this Standard
for a period beginning before 1 January 2005, it shall disclose that fact.

Net Investment in a Foreign Operation (Amendment to HKAS 21), issued in

59.

60.

60A.

January 2006, added paragraph 15A and amended paragraph 33. An entity shall
apply those amendments for annual periods beginning on or after 1 January 2006.
Earlier application is encouraged.

An entity shall apply paragraph 47 prospectively to all acquisitions occurring after
the beginning of the financial reporting period in which this Standard is first
applied. Retrospective application of paragraph 47 to earlier acquisitions is
permitted. For an acquisition of a foreign operation treated prospectively but which
occurred before the date on which this Standard is first applied, the entity shall not
restate prior years and accordingly may, when appropriate, treat goodwill and fair
value adjustments arising on that acquisition as assets and liabilities of the entity
rather than assets and liabilities of the foreign operation. Therefore, those goodwill
and fair value adjustments either are already expressed in the entity’s functional
currency or are hon-monetary foreign currency items, which are reported using the
exchange rate at the date of the acquisition.

All other changes resulting from the application of this Standard shall be
accounted for in accordance with the requirements of HKAS 8 Accounting Policies,
Changes in Accounting Estimates and Errors.

If an entity decides to apply this Standard for an earlier period, it is not required to
apply all the HKASs with the effective date for that same period. However, it is
required to apply the amendments set out in the appendix on amendments to other
pronouncements for that earlier period.

15
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Appendix

Amendments to Other Pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or
after 1 January 2005. If an entity applies this Standard for an earlier period, these
amendments shall be applied for that earlier period.

* k%

The amendments contained in this appendix when this Standard was issued have been
incorporated into the relevant Standards.
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Appendix

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Standard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) - effective for annual periods beginning on
or after 1 January 2009

In paragraph 7, "... a cash flow statement of cash flows arising ..." isamended to ... a
statement of cash flows of the cash flows arising...".

In the heading above paragraph 23, ‘Reporting at subsequent balance sheet dates’ is
amended to ‘Reporting at the ends of subsequent reporting periods’.

In paragraph 27, ‘reported initially in equity’ is amended to ‘recognised initially in other
comprehensive income’.

In paragraphs 30 and 31, ‘recognised directly in equity” and ‘recognised in equity’ are
amended to ‘recognised in other comprehensive income’.

In paragraph 32, ‘recognised initially in a separate component of equity and recognised in
profit or loss’ is amended to ‘recognised initially in other comprehensive income and
reclassified from equity to profit or loss’.

In paragraph 33, ‘reclassified to the separate component of equity’ is amended to ‘recognised
in other comprehensive income’.

Paragraph 37 is amended as follows:

37 The effect ... Exchange differences arising from the translation of a foreign
operation previously elassified-in-eguity recognised in other comprehensive
income in accordance with paragraphs 32 and 39(c) are not recegnised-in
reclassified from equity to profit or loss until the disposal of the operation.

In paragraph 39(a), ‘at the closing rate at the date of that balance sheet’ is amended to ‘at
the closing rate at the date of that statement of financial position’.

In paragraph 39(b), ‘each income statement’ is amended to ‘each statement of
comprehensive income or separate income statement presented’.

In paragraph 39(c), ‘as a separate component of equity’ is amended to ‘in other
comprehensive income’.
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Paragraphs 41, 45, 46, 48 and 52 are amended as follows:

41

45

46

48

52

The exchange differences referred to in paragraph 39(c) result from:

@) translating income and expenses at the exchange rates at the dates of
the transactions and assets and liabilities at the closing rate. Sueh-

equity:

These exchange differences are not recognised in profit or loss
because the changes in exchange rates have little or no direct effect
on the present and future cash flows from operations. The cumulative
amount of the exchange differences is presented in a separate
component of equity until disposal of the foreign operation. When
the exchange differences relate to a foreign operation that is
consolidated but not wholly-owned, ...

The incorporation ... Accordingly, in the consolidated financial statements
of the reporting entity, such an exchange difference centinuesto-be is
recognised in profit or loss or, if it arises from the circumstances described
in paragraph 32, it is elassified-as-equity recognised in other comprehensive
income and accumulated in a separate component of equity until the disposal
of the foreign operation.

When ... HKAS 27 allows the use of a different reporting date provided that
the difference is no greater than three months and adjustments are made for
the effects of any significant transactions or other events that occur between
the different dates.

On the disposal of a foreign operation, the cumulative amount of the
exchange differences relating to that foreign operation, deferred
recognised in other comprehensive income and accumulated in a
separate component of equity, relating-to-thatforeigh-operation shall be

recognised-in reclassified from equity to profit or loss (as a
reclassification adjustment) when the gain or loss on disposal is

recognised (see HKAS 1 Presentation of Financial Statements (as revised

in 2007)).

An entity shall disclose: ...

(b) net exchange differences elassified recognised in other
comprehensive income and accumulated in a separate component
of equity, and a reconciliation of the amount of such exchange
differences at the beginning and end of the period.
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Paragraph 60A is added as follows:

60A

HKAS 1 (as revised in 2007) amended the terminology used throughout
HKFRSs. In addition it amended paragraphs 27, 30-33, 37, 39, 41, 45,
48 and 52. An entity shall apply those amendments for annual periods
beginning on or after 1 January 2009. If an entity applies HKAS 1
(revised 2007) for an earlier period, the amendments shall be applied for
that earlier period.
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, HKAS 21.

Paragraph BC1 is amended and paragraphs BC25A-BC25F are added in relation to the
amendment to 1AS 21 issued in December 2005.

HKAS 21 is based on IAS 21 The Effects of Changes in Foreign Exchange Rates. In
approving HKAS 21, the Council of the Hong Kong Society of Accountants considered and
agreed with the IASB’s basis for conclusions on IAS 21 (as revised 2003). Accordingly, there
are no significant differences between HKAS 21 and IAS 21. The IASB’s basis for
conclusions is reproduced below for reference. The paragraph numbers of 1AS 21 referred to
below generally correspond with those in HKAS 21.

Introduction

BCL1.

BC2.

BCa3.

This Basis for Conclusions summarises the International Accounting Standards
Board’s considerations in reaching its conclusions on revising IAS 21 The Effects of
Changes in Foreign Exchange Rates in 2003, and on the amendment to 1AS 21 Net
Investment in a Foreign Operation in December 2005. Individual Board members
gave greater weight to some factors than to others.

In July 2001 the Board announced that, as part of its initial agenda of technical
projects, it would undertake a project to improve a number of Standards, including
IAS 21. The project was undertaken in the light of queries and criticisms raised in
relation to the Standards by securities regulators, professional accountants and other
interested parties. The objectives of the Improvements project were to reduce or
eliminate alternatives, redundancies and conflicts within Standards, to deal with some
convergence issues and to make other improvements. In May 2002 the Board
published its proposals in an Exposure Draft of Improvements to International
Accounting Standards, with a comment deadline of 16 September 2002. The Board
received over 160 comment letters on the Exposure Draft.

Because the Board’s intention was not to reconsider the fundamental approach to
accounting for the effects of changes in foreign exchange rates established by 1AS 21,
this Basis for Conclusions does not discuss requirements in IAS 21 that the Board has
not reconsidered.

Functional Currency

BCA4.

The term ‘reporting currency’ was previously defined as “the currency used in
presenting the financial statements”. This definition comprises two separate notions
(which were identified in SIC-19 Reporting Currency—Measurement and
Presentation of Financial Statements under 1AS 21 and IAS 29):

e the measurement currency (the currency in which the entity measures the items in
the financial statements) and

o the presentation currency (the currency in which the entity presents its financial
statements).

The Board decided to revise the previous version of 1AS 21 to incorporate the SIC-19
approach of separating these two notions. The Board also noted that the term
“functional currency’ is more commonly used than ‘measurement currency’ and
decided to adopt the more common term.

22
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BC22. However, the Board decided not to adopt the SIC-30 approach for the translation of

BC23.

comparatives for an entity whose functional currency is the currency of a
hyperinflationary economy, and for which the comparative amounts are being translated
into a presentation currency of a non-hyperinflationary economy. The Board noted that in
such a case, the SIC-30 approach requires restating the comparative amounts from those
shown in last year’s financial statements for both the effects of inflation and for changes
in exchange rates. If exchange rates fully reflect differing price levels between the two
economies to which they relate, the SIC-30 approach will result in the same amounts for
the comparatives as were reported as current year amounts in the prior year financial
statements. Furthermore, the Board noted that in the prior year, the relevant amounts had
been already expressed in the non-hyperinflationary presentation currency, and there was
no reason to change them. For these reasons the Board decided to require that all
comparative amounts are those presented in the prior year financial statements (ie there is
no adjustment for either subsequent changes in the price level or subsequent changes in
exchange rates).

The Board decided to incorporate into the Standard most of the disclosure requirements
of SIC-30 Reporting Currency—Translation from Measurement Currency to Presentation
Currency that apply when a different translation method is used or other supplementary
information, such as an extract from the full financial statements, is displayed in a
currency other than the functional currency (see paragraph 57 of the Standard). These
disclosures enable users to distinguish information prepared in accordance with IFRSs
from information that may be useful to users but is not the subject of IFRSs, and also tell
users how the latter information has been prepared.

Capitalisation of Exchange Differences

BC24.

BC25.

The previous version of IAS 21 allowed a limited choice of accounting for exchange
differences that arise “from a severe devaluation or depreciation of a currency against
which there is no practical means of hedging and that affects liabilities which cannot be
settled and which arise directly on the recent acquisition of an asset””. The benchmark
treatment was to recognise such exchange differences in profit or loss. The allowed
alternative was to recognise them as an asset.

The Board noted that the allowed alternative (of recognition as an asset) was not in
accordance with the Framework for the Preparation and Presentation of Financial
Statements because exchange losses do not meet the definition of an asset. Moreover,
recognition of exchange losses as an asset is neither allowed nor required by any liaison
standard-setter, so its deletion would improve convergence. Finally, in many cases when
the conditions for recognition as an asset are met, the asset would be restated in
accordance with IAS 29 Financial Reporting in Hyperinflationary Economies. Thus, to
the extent that an exchange loss reflects hyperinflation, this effect is taken into account
by IAS 29. For all of these reasons, the Board removed the allowed alternative treatment
and the related SIC Interpretation is superseded.

" IAS 21 (revised 1993), paragraph 21
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Net investment in a foreign operation

BC25A The principle in paragraph 32 is that exchange differences arising on a monetary item

BC25B

BC25C

BC25D

that is, in substance, part of the reporting entity’s net investment in a foreign
operation are initially recognised in a separate component of equity in the
consolidated financial statements of the reporting entity. Among the revisions to IAS
21 made in 2003 was the provision of guidance on this principle that required the
monetary item to be denominated in the functional currency of either the reporting
entity or the foreign operation. The previous version of 1AS 21 did not include such
guidance.

The requirements can be illustrated by the following example. Parent P owns 100 per
cent of Subsidiary S. Parent P has a functional currency of UK sterling. Subsidiary S
has a functional currency of Mexican pesos. Parent P grants a loan of 100 US dollars
to Subsidiary S, for which settlement is neither planned nor likely to occur in the
foreseeable future. IAS 21 (as revised in 2003) requires the exchange differences
arising on the loan to be recognised in profit or loss in the consolidated financial
statements of Parent P, whereas those differences would be recognised initially in
equity in the consolidated financial statements of Parent P, if the loan were to be
denominated in sterling or Mexican pesos.

After the revised IAS 21 was issued in 2003, constituents raised the following
concerns:

@) It is common practice for a monetary item that forms part of an entity’s
investment in a foreign operation to be denominated in a currency that is not
the functional currency of either the reporting entity or the foreign operation.
An example is a monetary item denominated in a currency that is more
readily convertible than the local domestic currency of the foreign operation.

(b) An investment in a foreign operation denominated in a currency that is not
the functional currency of the reporting entity or the foreign operation does
not expose the group to a greater foreign currency exchange difference than
arises when the investment is denominated in the functional currency of the
reporting entity or the foreign operation. It simply results in exchange
differences arising in the foreign operation’s individual financial statements
and the reporting entity’s separate financial statements.

(©) It is not clear whether the term ‘reporting entity’ in paragraph 32 should be
interpreted as the single entity or the group comprising a parent and all its
subsidiaries. As a result, constituents questioned whether the monetary item
must be transacted between the foreign operation and the reporting entity, or
whether it could be transacted between the foreign operation and any member
of the consolidated group, ie the reporting entity or any of its subsidiaries.

The Board noted that the nature of the monetary item referred to in paragraph 15 is
similar to an equity investment in a foreign operation, ie settlement of the monetary
item is neither planned nor likely to occur in the foreseeable future. Therefore, the
principle in paragraph 32 to recognise exchange differences arising on a monetary
item initially in a separate component of equity effectively results in the monetary
item being accounted for in the same way as an equity investment in the foreign
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BC25F

HKAS 21 (December 2007)

operation when consolidated financial statements are prepared. The Board concluded
that the accounting treatment in the consolidated financial statements should not be
dependent on the currency in which the monetary item is denominated, nor on which
entity within the group conducts the transaction with the foreign operation.

Accordingly, in 2005 the Board decided to amend IAS 21. The amendment requires
exchange differences arising on a monetary item that forms part of a reporting
entity’s net investment in a foreign operation to be recognised initially in a separate
component of equity in the consolidated financial statements. This requirement
applies irrespective of the currency of the monetary item and of whether the monetary
item results from a transaction with the reporting entity or any of its subsidiaries.

The Board also proposed amending IAS 21 to clarify that an investment in a foreign
operation made by an associate of the reporting entity is not part of the reporting
entity’s net investment in that foreign operation. Respondents to the exposure draft
disagreed with this proposal. Many respondents said that the proposed amendment
added a detailed rule that was not required because the principle in paragraph 15 was
clear. In redeliberations, the Board agreed with those comments and decided not to
proceed with that proposed amendment.

Goodwill and Fair Value Adjustments

BC26.

BC27.

BC28.

BC29.

BC30.

The previous version of 1AS 21 allowed a choice of translating goodwill and fair
value adjustments to assets and liabilities that arise on the acquisition of a foreign
entity at (a) the closing rate or (b) the historical transaction rate.

The Board agreed that, conceptually, the correct treatment depends on whether
goodwill and fair value adjustments are part of:

€)) the assets and liabilities of the acquired entity (which would imply translating
them at the closing rate); or

(b) the assets and liabilities of the parent (which would imply translating them at
the historical rate).

The Board agreed that fair value adjustments clearly relate to the identifiable assets
and liabilities of the acquired entity and should therefore be translated at the closing
rate.

Goodwill is more complex, partly because it is measured as a residual. In addition,
the Board noted that difficult issues can arise when the acquired entity comprises
businesses that have different functional currencies (eg if the acquired entity is a
multinational group). The Board discussed how to assess any resulting goodwill for
impairment and, in particular, whether the goodwill would need to be ‘pushed down’
to the level of each different functional currency or could be accounted for and
assessed at a higher level.

One view is that when the parent acquires a multinational operation comprising

businesses with many different functional currencies, any goodwill may be treated as
an asset of the parent/acquirer and tested for impairment at a consolidated level.
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HKAS 21 (December 2007)

Those who support this view believe that, in economic terms, the goodwill is an asset
of the parent because it is part of the acquisition price paid by the parent. Thus, they
believe, it would be incorrect to allocate the goodwill to the many acquired businesses
and translate it into their various functional currencies. Rather, the goodwill, being
treated as an asset of the parent, is not exposed to foreign currency risks, and
translation differences associated with it should not be recognised. In addition, they
believe that such goodwill should be tested for impairment at a consolidated level.
Under this view, allocating or ‘pushing down’ the goodwill to a lower level, such as
each different functional currency within the acquired foreign operation, would not
Serve any purpose.

Others take a different view. They believe that the goodwill is part of the parent’s net
investment in the acquired entity. In their view, goodwill should be treated no
differently from other assets of the acquired entity, in particular intangible assets,
because a significant part of the goodwill is likely to comprise intangible assets that
do not qualify for separate recognition. They also note that goodwill arises only
because of the investment in the foreign entity and has no existence apart from that
entity. Lastly, they point out that when the acquired entity comprises a number of
businesses with different functional currencies, the cash flows that support the
continued recognition of goodwill are generated in those different functional
currencies.

The Board was persuaded by the reasons set out in the preceding paragraph and
decided that goodwill is treated as an asset of the foreign operation and translated at
the closing rate. Consequently, goodwill should be allocated to the level of each
functional currency of the acquired foreign operation. This means that the level to
which goodwill is allocated for foreign currency translation purposes may be different
from the level at which the goodwill is tested for impairment. Entities follow the
requirements in 1AS 36 Impairment of Assets to determine the level at which goodwill
is tested for impairment.
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Amendments resulting from other Basis for Conclusions

The following sets out amendments required for this Basis for Conclusions resulting from
other newly issued HKFRSs that are not yet effective. Once effective, the amendments set out
below will be incorporated into the text of this Basis for Conclusions and this appendix will
be deleted. In the amended paragraphs shown below, new text is underlined and deleted text
is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) — effective for annual periods beginning on
or after 1 January 2009

The rubric preceding the Basis for Conclusions is amended as follows:

This Basis for Conclusions accompanies, but is not part of, IAS 21.

Paragraph BC1 was amended and paragraphs BC25A-BC25F were added in relation to the
amendment to IAS 21 issued in December 2005.

In this Basis for Conclusions the terminology has not been amended to reflect the changes

made by IAS 1 Presentation of Financial Statements (as revised in 2007).

Paragraphs BC25A, BC25B, BC25D and BC25E are footnoted as follows:

BC25A The principle in paragraph 32 is that exchange differences arising on a

BC25B

BC25D

BC25E

monetary item that is, in substance, part of the reporting entity’s net
investment in a foreign operation are initially recognised in a separate
component of equity* in the consolidated financial statements of the
reporting entity. Among...

The requirements ... IAS 21 (as revised in 2003) requires the exchange
differences arising on the loan to be recognised in profit or loss in the
consolidated financial statements of Parent P, whereas those differences
would be recognised initially in equity* in the consolidated financial
statements of Parent P, if the loan were to be denominated in sterling or
Mexican pesos.

The Board noted ... Therefore, the principle in paragraph 32 to recognise
exchange differences arising on a monetary item initially in a separate
component of equity* effectively results in the monetary item being
accounted for in the same way as an equity investment in the foreign
operation when consolidated financial statements are prepared. The
Board ...

Accordingly ... The amendment requires exchange differences arising on a
monetary item that forms part of a reporting entity’s net investment in a
foreign operation to be recognised initially in a separate component of
equity* in the consolidated financial statements. This ...

* As a consequence of the revision of IAS 1 Presentation of Financial Statements in
2007 such differences are recognised in other comprehensive income.
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Appendix
Amendments to other pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or after 1
January 2009. If an entity applies this Standard for an earlier period, the amendments in this
appendix shall be applied for that earlier period. In the amended paragraphs, new text is
underlined and deleted text is struck through.

* % %

The amendments contained in this appendix when this Standard was issued have been
incorporated into the relevant Standards.

9 HKAS 23 (December 2007)
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Appendix

Amendments to Basis for Conclusions on other
pronouncements

This appendix contains amendments to the Basis for Conclusions on other pronouncements that
are necessary in order to ensure consistency with the revised IAS 23.

* k *

The amendments contained in this appendix when this Basis for Conclusions was issued have
been incorporated into the relevant Basis for Conclusions.

18 HKAS 23 (December 2007)
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Amendments to guidance on other pronouncements

The following amendments to guidance on other pronouncements are necessary in order to
ensure consistency with the revised HKAS 23. In the amended paragraphs, new text is underlined
and deleted text is struck through

The amendments contained in this appendix when this Implementation Guidance was issued have
been incorporated into the relevant Implementation Guidance.

19 HKAS 23 (December 2007)



BORROWING COSTS

20 HKAS 23 (December 2007)



HKAS 24 (December 20042007)
Contents

Hong Kong Accounting Standard 24

Related Party Disclosures

paragraphs
OBJECTIVE 1
SCOPE 2-4
PURPOSE OF RELATED PARTY DISCLOSURES 5-8
DEFINITIONS 9-11
DISCLOSURE 12-22
EFFECTIVE DATE 23-23A
WITHDRAWAL OF SSAP 20 (issued 1997) 24
APPENDIX:
A Comparison with International Accounting Standards
B. Amendments resulting from other HKFRSs

BASIS FOR CONCLUSIONS
TABLE OF CONCORDANCE

Hong Kong Accounting Standard 24 Related Party Disclosures
(HKAS 24) is set out in paragraphs 1-24 and the Appendix. All the
paragraphs have equal authority. HKAS 24 should be read in the
context of its objective and the Basis for Conclusions, the Preface
to Hong Kong Financial Reporting Standards and the Framework
for the Preparation and Presentation of Financial Statements.
HKAS 8 Accounting Policies, Changes in Accounting Estimates
and Errors provides a basis for selecting and applying accounting
policies in the absence of explicit guidance.
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or in kind);
(h) provision of guarantees or collateral; and
@ settlement of liabilities on behalf of the entity or by the entity on behalf of another party.

Participation by a parent or subsidiary in a defined benefit plan that shares risks between group
entities is a transaction between related parties (see paragraph 34B of HKAS 19).

Disclosures that related party transactions were made on terms equivalent to those that prevail
in arm’s length transactions are made only if such terms can be substantiated.

Items of a similar nature may be disclosed in aggregate except when separate disclosure
is necessary for an understanding of the effects of related party transactions on the
financial statements of the entity.

Effective Date

23.

23A.

An entity shall apply this Standard for annual periods beginning on or after 1 January
2005. Earlier application is encouraged. If an entity applies this Standard for a period
beginning before 1 January 2005, it shall disclose that fact.

If an entity decides to apply this Standard for an earlier period, it is not required to apply all the
HKASs with the effective date for that same period. However, it is required to apply the
amendments set out in the appendix on amendments to other pronouncements for that earlier
period.

Withdrawal of SSAP 20 (issued 1997)

24.

This Standard supersedes SSAP 20 Related Party Disclosures (issued in 1997).
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Appendix A

Comparison with International Accounting Standards

This comparison appendix, which was prepared as at December 2004 and deals only with significant
differences in the standards extant, is produced for information only and does not form part of the
standards in HKAS 24.

The International Accounting Standard comparable with HKAS 24 is IAS 24 Related Party Disclosures.

There are no major textual differences between HKAS 24 and IAS 24.
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Appendix B

Amendments resulting from other HKFRSs

The following sets out amendments requwed for thls Standard resultlnq from other newly |ssued HKFRSs

fthls Standard and this appendix will be deleted In the amendedparagraphs shown below new text |s
underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in

December 2007) - effective for annual periods beginning on or
after 1 January 2009

8A
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Contents
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Hong Kong Accounting Standard 27 Consolidated and Separate
Financial Statements (HKAS 27) is set out in paragraphs 1-45 and
the Appendix. All the paragraphs have equal authority. HKAS 27
should be read in the context of the Basis for Conclusions, the
Preface to Hong Kong Financial Reporting Standards and the
Framework for the Preparation and Presentation of Financial
Statements. HKAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors provides a basis for selecting and applying
accounting policies in the absence of explicit guidance.
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Hong Kong Accounting Standard 27

Consolidated and Separate Financial Statements

Scope

1. This Standard shall be applied in the preparation and presentation of consolidated
financial statements for a group of entities under the control of a parent.

2. This Standard does not deal with methods of accounting for business combinations and their
effects on consolidation, including goodwill arising on a business combination (see HKFRS 3
Business Combinations).

3. This Standard shall also be applied in accounting for investments in subsidiaries, jointly

controlled entities and associates when an entity elects, or is required by local
regulations, to present separate financial statements.

Definitions

4.

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

Consolidated financial statements are the financial statements of a group presented as
those of a single economic entity.

Control is the power to govern the financial and operating policies of an entity so as to
obtain benefits from its activities.

The cost method is a method of accounting for an investment whereby the investment is
recognised at cost. The investor recognises income from the investment only to the
extent that the investor receives distributions from accumulated profits of the investee
arising after the date of acquisition. Distributions received in excess of such profits are
regarded as arecovery of investment and are recognised as a reduction of the cost of the
investment.

A group is a parent and all its subsidiaries.
Minority interest is that portion of the profit or loss and net assets of a subsidiary

attributable to equity interests that are not owned, directly or indirectly through
subsidiaries, by the parent.
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A subsidiary is not excluded from consolidation because its business activities are dissimilar
from those of the other entities within the group. Relevant information is provided by
consolidating such subsidiaries and disclosing additional information in the consolidated
financial statements about the different business activities of subsidiaries. For example, the
disclosures required by HKAS 14 Segment Reporting help to explain the significance of different
business activities within the group.

A parent loses control when it loses the power to govern the financial and operating policies of
an investee so as to obtain benefit from its activities. The loss of control can occur with or
without a change in absolute or relative ownership levels. It could occur, for example, when a
subsidiary becomes subject to the control of a government, court, administrator or regulator. It
could also occur as a result of a contractual agreement.

Consolidation Procedures

22.

23.

24.

25.

In preparing consolidated financial statements, an entity combines the financial statements of
the parent and its subsidiaries line by line by adding together like items of assets, liabilities,
equity, income and expenses. In order that the consolidated financial statements present
financial information about the group as that of a single economic entity, the following steps are
then taken:

@ the carrying amount of the parent’s investment in each subsidiary and the parent’s
portion of equity of each subsidiary are eliminated (see HKFRS 3, which describes the
treatment of any resultant goodwill);

(b) minority interests in the profit or loss of consolidated subsidiaries for the reporting
period are identified; and

(c) minority interests in the net assets of consolidated subsidiaries are identified
separately from the parent shareholders’ equity in them. Minority interests in the net
assets consist of:

0] the amount of those minority interests at the date of the original combination
calculated in accordance with HKFRS 3; and

(ii) the minority’s share of changes in equity since the date of the combination.

When potential voting rights exist, the proportions of profit or loss and changes in equity
allocated to the parent and minority interests are determined on the basis of present ownership
interests and do not reflect the possible exercise or conversion of potential voting rights.

Intragroup balances, transactions, income and expenses shall be eliminated in full.

Intragroup balances and transactions, including income, expenses and dividends, are
eliminated in full. Profits and losses resulting from intragroup transactions that are recognised in
assets, such as inventory and fixed assets, are eliminated in full. Intragroup losses may indicate
an impairment that requires recognition in the consolidated financial statements. HKAS 12
Income Taxes applies to temporary differences that arise from the elimination of profits and
losses resulting from intragroup transactions.
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) the nature and extent of any significant restrictions (eg resulting from borrowing
arrangements or regulatory requirements) on the ability of subsidiaries to
transfer funds to the parent in the form of cash dividends or to repay loans or
advances.

When separate financial statements are prepared for a parent that, in accordance with
paragraph 10, elects not to prepare consolidated financial statements, those separate
financial statements shall disclose:

€)) the fact that the financial statements are separate financial statements; that the
exemption from consolidation has been used; the name and country of
incorporation or residence of the entity whose consolidated financial statements
that comply with Hong Kong Financial Reporting Standards or International
Financial Reporting Standards have been produced for public use; and the
address where those consolidated financial statements are obtainable;

(b) a list of significant investments in subsidiaries, jointly controlled entities and
associates, including the name, country of incorporation or residence,
proportion of ownership interest and, if different, proportion of voting power
held; and

(c) a description of the method used to account for the investments listed under (b).

When a parent (other than a parent covered by paragraph 41), venturer with an interest in
a jointly controlled entity or an investor in an associate prepares separate financial
statements, those separate financial statements shall disclose:

@ the fact that the statements are separate financial statements and the reasons
why those statements are prepared if not required by law;

(b) a list of significant investments in subsidiaries, jointly controlled entities and
associates, including the name, country of incorporation or residence,
proportion of ownership interest and, if different, proportion of voting power
held; and

(c) a description of the method used to account for the investments listed under (b);

and shall identify the financial statements prepared in accordance with paragraph 9
of this Standard, HKAS 28 and HKAS 31 to which they relate.

Effective Date

43.

43A.

Subjeet-to-paragraph-43B.aAn entity shall apply this Standard for annual periods
beginning on or after 1 January 2005. Earlier application is encouraged. If an entity
applies this Standard for a period beginning before 1 January 2005, it shall disclose that
fact and apply Hong Kong Accounting Standards Interpretation (HK(SIC)-Int 12)
Consolidation — Special Purpose Entities at the same time.

If an entity decides to apply this Standard for an earlier period, it is not required to apply all the
HKASs with the same effective date for that same period. However, it is required to apply the
amendments set out in the appendix on amendments to other pronouncements for that earlier
period(s).
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Withdrawal of Other Pronouncements

44, This Standard supersedes SSAP 32 Consolidated Financial Statements and Accounting for
Investments in Subsidiaries (issued in 2001).

45, This Standard supersedes Interpretation 18 Consolidation and Equity Method — Potential
Voting Rights and Allocation of Ownership Interests.

10
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Appendix

Comparison with International Accounting Standards

This comparison appendix, which was prepared as at 24 November 2005-2004-and deals only with
significant differences in the standards extant, is produced for information only and does not form part of
the standards in HKAS 27.

The International Accounting Standard comparable with HKAS 27 is IAS 27 Consolidated and Separate
Financial Statements.

There are no major textual differences between HKAS 27 and IAS 27.

11
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Appendix

Amendments to Other Pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or after 1 January
2005. If an entity applies this Standard for an earlier period, these amendments shall be applied for that
earlier period.

* k%

The amendments contained in this appendix when this Standard was issued have been incorporated into

the relevant Standards.

12
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Appendix

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued HKFRSs

that are not yet effective. Once effective, the amendments set out below will be incorporated into the text

of this Standard and this appendix will be deleted. In the amended paragraphs shown below, new text is

underlined and deleted text is struck through.

HKFRS 8 Operating Segments (issued in March 2007) -

effective for annual periods beginning on or after 1 January

2009

References to HKAS 14 Segment Reporting are amended to HKFRS 8 Operating Segments in:

paragraph 20 of HKAS 27 Consolidated and Separate Financial Statements

HKAS 1 Presentation of Financial Statements (issued in

December 2007) - effective for annual periods beginning on or

after 1 January 2009

In_paragraph 4, in the definition of the cost method, ‘accumulated profits’ is amended to ‘retained

earnings’.

Paragraphs 26, 27, 30 and 40(e) are amended as follows:

26

The financial statements of the parent and its subsidiaries used in the

27

preparation of the consolidated financial statements shall be prepared as of the
same reporting date. When the reporting-dates-end of the reporting period of the
parent is different from that of and a subsidiary are—different, the subsidiary
prepares, for consolidation purposes, additional financial statements as of the

same date as the financial statements of the parent unless it is impracticable to
do so.

When ... the financial statements of a subsidiary used in the preparation of

30

consolidated financial statements are prepared as of a reperting date different
from that of the parent, adjustments shall be made for the effects of significant
transactions or events that occur between that date and the date of the parent’s
financial statements. In any case, the difference between the repoerting-date end
of the reporting period of the subsidiary and that of the parent shall be no more
than three _months. The length of the reporting periods and any difference
between in the reporting-dates ends of the reporting periods shall be the same
from period to period.

The income ... recognised in eguity other comprehensive income in accordance with

40

HKAS 21 The Effects of Changes in Foreign Exchange Rates, is recognised-in-the
reclassified to consolidated income—statement profit or loss as a reclassification
adjustment as the gain or loss on the disposal of the subsidiary.

The following disclosures ...

(e) the reperting-date end of the reporting period of the financial statements
of a subsidiary when such financial statements are used to prepare
consolidated financial statements and are as of a reperting date or for a
period that is different from that of the parent, and the reason for using
a different reperting date or period; ...

12A
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Paragraph 43C is added as follows:

43C

HKAS 1 Presentation of Financial Statements (as revised in 2007) amended the

terminology used throughout HKFRSs. In addition it amended paragraph 30. An
entity shall apply those amendments for annual periods beginning on or after 1
January 2009. If an entity applies HKAS 1 (revised 2007) for an earlier period, the
amendments shall be applied for that earlier period.

12B
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Appendix

Amendments resulting from other Basis for
Conclusions

The following sets out amendments required for this Basis for Conclusions resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Basis for Conclusions and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKFRS 8 Operating Segments (issued in March 2007) —
effective for annual periods beqginning on or after 1 January
2009

Paragraph BC21 is footnoted as follows:

In 2006 IAS 14 Segment Reporting was replaced by IFRS 8 Operating Segments.

16A
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Hong Kong Accounting Standard 28

Investments in Associates

Scope

This Standard shall be applied in accounting for investments in associates.
However, it does not apply to investments in associates held by:

(€] venture capital organisations, or

(b) mutual funds, unit trusts and similar entities including investment-linked
insurance funds

that upon initial recognition are designated as at fair value through profit or loss or
are classified as held for trading and accounted for in accordance with HKAS 39
Financial Instruments: Recognition and Measurement. Such investments shall be
measured at fair value in accordance with HKAS 39, with changes in fair value
recognised in profit or loss in the period of the change.

Definitions

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

An associate is an entity, including an unincorporated entity such as a partnership,
over which the investor has significant influence and that is neither a subsidiary
nor an interest in a joint venture.

Consolidated financial statements are the financial statements of a group presented
as those of a single economic entity.

Control is the power to govern the financial and operating policies of an entity so
as to obtain benefits from its activities.

The equity method is a method of accounting whereby the investment is initially
recognised at cost and adjusted thereafter for the post-acquisition change in the
investor’s share of net assets of the investee. The profit or loss of the investor
includes the investor's share of the profit or loss of the investee.

Joint control is the contractually agreed sharing of control over an economic
activity-, and exists only when the strategic financial and operating decisions
relating to the activity require the unanimous consent of the parties sharing control

(the venturers).

Separate financial statements are those presented by a parent, an investor in an
associate or a venturer in a jointly controlled entity, in which the investments are
accounted for on the basis of the direct equity interest rather than on the basis of
the reported results and net assets of the investees.
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8. An entity may own share warrants, share call options, debt or equity instruments that
are convertible into ordinary shares, or other similar instruments that have the
potential, if exercised or converted, to give the entity additional voting power or
reduce another party’s voting power over the financial and operating policies of
another entity (ie potential voting rights). The existence and effect of potential voting
rights that are currently exercisable or convertible, including potential voting rights
held by other entities, are considered when assessing whether an entity has significant
influence. Potential voting rights are not currently exercisable or convertible when,
for example, they cannot be exercised or converted until a future date or until the
occurrence of a future event.

9. In assessing whether potential voting rights contribute to significant influence, the
entity examines all facts and circumstances (including the terms of exercise of the
potential voting rights and any other contractual arrangements whether considered
individually or in combination) that affect potential rights, except the intention of
management and the financial ability to exercise or convert.

10. An entity loses significant influence over an investee when it loses the power to
participate in the financial and operating policy decisions of that investee. The loss of
significant influence can occur with or without a change in absolute or relative
ownership levels. It could occur, for example, when an associate becomes subject to
the control of a government, court, administrator or regulator. It could also occur as a
result of a contractual agreement.

Equity Method

11. Under the equity method, the investment in an associate is initially recognised at cost
and the carrying amount is increased or decreased to recognise the investor’s share of
the profit or loss of the investee after the date of acquisition. The investor’s share of
the profit or loss of the investee is recognised in the investor’s profit or loss.
Distributions received from an investee reduce the carrying amount of the investment.
Adjustments to the carrying amount may also be necessary for changes in the
investor’s proportionate interest in the investee arising from changes in the investee’s
equity that have not been recognised in the investee’s profit or loss. Such changes
include those arising from the revaluation of property, plant and equipment and from
foreign exchange translation differences. The investor’s share of those changes is
recognised directly in equity of the investor.

12. When potential voting rights exist, the investor’s share of profit or loss of the investee
and of changes in the investee’s equity is determined on the basis of present
ownership interests and does not reflect the possible exercise or conversion of
potential voting rights.

Application of the Equity Method

13. An investment in an associate shall be accounted for using the equity method
except when:

(@)

j i i the investment is classified as held
for sale in accordance with HKFRS 5 Non-current Assets Held for Sale
and Discontinued Operations;

6
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(b) the exception in paragraph 10 of HKAS 27, allowing a parent that also has
an investment in an associate not to present consolidated financial
statements, applies; or

(© all of the following apply:

(i) the investor is a wholly-owned subsidiary, or is a partially-owned
subsidiary of another entity and its other owners, including those
not otherwise entitled to vote, have been informed about, and do not
object to, the investor not applying the equity method;

(i) the investor’s debt or equity instruments are not traded in a public
market (a domestic or foreign stock exchange or an over-the
counter market, including local and regional markets);

(i) the investor did not file, nor is it in the process of filing, its
financial statements with a securities commission or other
regulatory organisation, for the purpose of issuing any class of
securities in a public market; and

(iv) the ultimate or any intermediate parent of the investor produces
consolidated financial statements available for public use that
comply with Hong Kong Financial Reporting Standards or
International Financial Reporting Standards.

Investments described in paragraph 13(a) shall be elassified-as-held-fortrading-and
accounted for in accordance with-HKAS39HKFERS 5.

eauitvmathad om-the date o auisition{sap HK A

classified as held for sale no longer meets the criteria to be so classified, it shall be

accounted for using the equity method as from the date of its classification as held for

sale. Financial statements for the periods since acguisition-shal-be-
restatedclassification as held for sale shall be amended accordingly.

The recognition of income on the basis of distributions received may not be an
adequate measure of the income earned by an investor on an investment in an
associate because the distributions received may bear little relation to the
performance of the associate. Because the investor has significant influence over the
associate, the investor has an interest in the associate’s performance and, as a result,
the return on its investment. The investor accounts for this interest by extending the
scope of its financial statements to include its share of profits or losses of such an
associate. As a result, application of the equity method provides more informative
reporting of the net assets and profit or loss of the investor.
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23.
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An investor shall discontinue the use of the equity method from the date that it
ceases to have significant influence over an associate and shall account for the
investment in accordance with HKAS 39 from that date, provided the associate does
not become a subsidiary or a joint venture as defined in HKAS 31.

The carrying amount of the investment at the date that it ceases to be an associate
shall be regarded as its cost on initial measurement as a financial asset in
accordance with HKAS 39.

Many of the procedures appropriate for the application of the equity method are
similar to the consolidation procedures described in HKAS 27. Furthermore, the
concepts underlying the procedures used in accounting for the acquisition of a
subsidiary are also adopted in accounting for the acquisition of an investment in an
associate.

A group’s share in an associate is the aggregate of the holdings in that associate by
the parent and its subsidiaries. The holdings of the group’s other associates or joint
ventures are ignored for this purpose. When an associate has subsidiaries, associates,
or joint ventures, the profits or losses and net assets taken into account in applying the
equity method are those recognised in the associate’s financial statements (including
the associate’s share of the profits or losses and net assets of its associates and joint
ventures), after any adjustments necessary to give effect to uniform accounting
policies (see paragraphs 26 and 27).

Profits and losses resulting from ‘upstream’ and ‘downstream’ transactions between
an investor (including its consolidated subsidiaries) and an associate are recognised in
the investor’s financial statements only to the extent of unrelated investors’ interests
in the associate. ‘Upstream’ transactions are, for example, sales of assets from an
associate to the investor. ‘Downstream’ transactions are, for example, sales of assets
from the investor to an associate. The investor’s share in the associate’s profits and
losses resulting from these transactions is eliminated.

An investment in an associate is accounted for using the equity method from the date
on which it becomes an associate. On acquisition of the investment any difference
{whetherpositive-or-negative)-between the cost of the investment and the investor’s
share of the net fair values of the net-associate's identifiable assets, liabilities and
contingent liabilities is accounted for in accordance with HKFRS 3 Business

Combinations. Therefore:-ofthe-asseciate-is-treated-as-goodwit{see- HKAS22).

(@) goodwill relating to an associate is included in the carrying amount of the
investment. However, amortisation of that goodwill is not permitted and is
therefore not included in the determination of the investor’s share of the
associate’s profits or losses.

(b) any excess of the investor’s share of the net fair value of the associate’s
identifiable assets, liabilities and contingent liabilities over the cost of the
investment is excluded from the carrying amount of the investment and is
instead included as income in the determination of the investor’s share of the
associate’s profit or loss in the period in which the investment is acquired.
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Appropriate adjustments to the investor’s share of the associate's profits or losses
after acquisition are also made to account, for example, for depreciation of the
depreciable assets; based on their fair values at the date-ef-acquisition_date. Similarly,
appropriate adjustments to the investor's share of the associate's profits or losses after
acquisition are made for impairment losses recognised by the associate, such as for
goodwill or property, plant and equipment.

The most recent available financial statements of the associate are used by the
investor in applying the equity method. When the reporting dates of the investor
and the associate are different, the associate prepares, for the use of the investor,
financial statements as of the same date as the financial statements of the investor
unless it is impracticable to do so.

When, in accordance with paragraph 24, the financial statements of an associate
used in applying the equity method are prepared as of a different reporting date
from that of the investor, adjustments shall be made for the effects of significant
transactions or events that occur between that date and the date of the investor’s
financial statements. In any case, the difference between the reporting date of the
associate and that of the investor shall be no more than three months. The length
of the reporting periods and any difference in the reporting dates shall be the same
from period to period.

The investor’s financial statements shall be prepared using uniform accounting
policies for like transactions and events in similar circumstances.

If an associate uses accounting policies other than those of the investor for like
transactions and events in similar circumstances, adjustments shall be made to
conform the associate’s accounting policies to those of the investor when the
associate’s financial statements are used by the investor in applying the equity
method.

If an associate has outstanding cumulative preference shares that are held by parties
other than the investor and classified as equity, the investor computes its share of
profits or losses after adjusting for the dividends on such shares, whether or not the
dividends have been declared.

If an investor’s share of losses of an associate equals or exceeds its interest in the
associate, the investor discontinues recognising its share of further losses. The interest
in an associate is the carrying amount of the investment in the associate under the
equity method together with any long-term interests that, in substance, form part of
the investor’s net investment in the associate. For example, an item for which
settlement is neither planned nor likely to occur in the foreseeable future is, in
substance, an extension of the entity’s investment in that associate. Such items may
include preferred shares and long-term receivables or loans but do not include trade
receivables, trade payables or any long-term receivables for which adequate collateral
exists, such as secured loans. Losses recognised under the equity method in excess of
the investor’s investment in ordinary shares are applied to the other components of
the investor’s interest in an associate in the reverse order of their seniority (ie priority
in liquidation).
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After the investor’s interest is reduced to zero, additional losses are provided for, and
a liability is recognised, only to the extent that the investor has incurred legal or
constructive obligations or made payments on behalf of the associate. If the associate
subsequently reports profits, the investor resumes recognising its share of those
profits only after its share of the profits equals the share of losses not recognised.

Impairment Losses

31.

32.

33.

34.

After application of the equity method including recognising the associate’s losses in
accordance with paragraph 29, the investor applies the requirements of HKAS 39 to
determine whether it is necessary to recognise any additional impairment loss with
respect to the investor’s net investment in the associate.

The investor also applies the requirements of HKAS 39 to determine whether any
additional impairment loss is recognised with respect to the investor’s interest in the
associate that does not constitute part of the net investment and the amount of that
impairment loss.

Because goodwill included in the carrying amount of an investment in an associate is
not separatelv recoqnlsed it is not tested for |mpa|rment separatelv #&pp#reatren—ef—

enh%yapphes#l&AS%%&nne%ef—Assets—l#determn& y pplylng the

requirements for impairment testing goodwill in HKAS 36 Impairment of Assets.

Instead, the entire carrying amount of the investment is tested under HKAS 36 for
impairment, by comparing its recoverable amount (higher of value in use and fair
value less costs to sell) with its carrying amount, whenever application of the
requirements in HKAS 39 indicates that the investment may be impaired. In
determining the value in use of the investment, an entity estimates:

@ its share of the present value of the estimated future cash flows expected to be
generated by the-tavesteeassociate, including the cash flows from the
operations of the investeeassociate and the proceeds on the ultimate disposal
of the investment; or

(b) the present value of the estimated future cash flows expected to arise from
dividends to be received from the investment and from its ultimate disposal.

Under approprlate assumptlons both methods glve the same result Any—Fesung-

The recoverable amount of an investment in an associate is assessed for each
associate, unless the associate does not generate cash inflows from continuing use
that are largely independent of those from other assets of the entity.

10
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Separate Financial Statements

35. An investment in an associate shall be accounted for in the investor’s separate
financial statements in accordance with paragraphs 37-42 of HKAS 27.

36. This Standard does not mandate which entities produce separate financial statements
available for public use.

Disclosure

37. The following disclosures shall be made:

() the fair value of investments in associates for which there are published
price quotations;

(b) summarised financial information of associates, including the aggregated
amounts of assets, liabilities, revenues and profit or loss;

(© the reasons why the presumption that an investor does not have significant
influence is overcome if the investor holds, directly or indirectly through
subsidiaries, less than 20 per cent of the voting or potential voting power of
the investee but concludes that it has significant influence;

(d) the reasons why the presumption that an investor has significant influence
is overcome if the investor holds, directly or indirectly through subsidiaries,
20 per cent or more of the voting or potential voting power of the investee
but concludes that it does not have significant influence;

©) the reporting date of the financial statements of an associate, when such
financial statements are used in applying the equity method and are as of a
reporting date or for a period that is different from that of the investor, and
the reason for using a different reporting date or different period;

() the nature and extent of any significant restrictions (eg resulting from
borrowing arrangements or regulatory requirements) on the ability of
associates to transfer funds to the investor in the form of cash dividends, or
repayment of loans or advances;

) the unrecognised share of losses of an associate, both for the period and
cumulatively, if an investor has discontinued recognition of its share of
losses of an associate;

(h) the fact that an associate is not accounted for using the equity method in
accordance with paragraph 13; and

(i) summarised financial information of associates, either individually or in

groups, that are not accounted for using the equity method, including the
amounts of total assets, total liabilities, revenues and profit or loss.

11



38.

39.

40.

HKAS 28 (March 2004)

Investments in associates accounted for using the equity method shall be classified
as non-current assets. The investor’s share of the profit or loss of such associates,
and the carrying amount of those investments, shall be separately disclosed. The
investor’s share of any discontinuing operations of such associates shall also be
separately disclosed.

The investor’s share of changes recognised directly in the associate’s equity shall
be recognised directly in equity by the investor and shall be disclosed in the
statement of changes in equity required by HKAS 1 Presentation of Financial
Statements.

In accordance with HKAS 37 Provisions, Contingent Liabilities and Contingent
Assets, the investor shall disclose:

(@) its share of the contingent liabilities of an associate incurred jointly with
other investors; and

(b) those contingent liabilities that arise because the investor is severally liable
for all or part of the liabilities of the associate.

Effective Date

41.

41A.

An entity shall apply this Standard for annual periods beginning on or after 1
January 2005. Earlier application is encouraged. If an entity applies this Standard
for a period beginning before 1 January 2005, it shall disclose that fact.

If an entity decides to apply this Standard for an earlier period, it is not required to
apply all the HKASs with the same effective date for that same period. However, it
is required to apply the amendments set out in the appendix on amendments to other
pronouncements for that earlier period.

Withdrawal of Other Pronouncements

42.

43.

This Standard supersedes SSAP 10 Accounting for Investments in Associates (revised
in 2001).

This Standard supersedes Interpretation 18, Consolidation and Equity
Method—Potential Voting Rights and Allocation of Ownership Interests.

11A



HKAS 28 (Mareh—2004December 2007)
Appendix

Amendments to Other Pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or after 1
January 2005. If an entity applies this Standard for an earlier period, these amendments shall
be applied for that earlier period.

* % *

The amendments contained in this appendix when this Standard was issued have been
incorporated into the relevant Standards.

13



Appendix

HKAS 28 (December 2007)

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Standard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) - effective for annual periods beginning on
or after 1 January 2009

Paragraphs 11, 24, 25, 37(¢e) and 39 are amended as follows:

11

24

25

Under the equity method ... Adjustments to the carrying amount may also be
necessary for changes in the investor’s proportionate interest in the investee
arising from changes in the investee’s other comprehensive income eguity
that-have-not-beenrecognised-in-the-investee’sprofit-er-loss. Such changes
include those arising from the revaluation of property, plant and equipment
and from foreign exchange translation differences. The investor’s share of
those changes is recognised directhy—in—equity in other comprehensive
income of the investor (see HKAS 1 Presentation of Financial Statements
(as revised in 2007)).

The most recent ... When the reperting—dates end of the reporting
period of the investor and is _different from that of the associate are
different, the associate prepares, for the use of the investor, financial
statements as of the same date as the financial statements of the investor
unless it is impracticable to do so.

When ... the financial statements of an associate used in applying the
equity method are prepared as of a different reperting date from that of
the investor ... In any case, the difference between the reperting-date
end of the reporting period of the associate and that of the investor shall
be no more than three months. The length of the reporting periods and
any difference between in the reperting—dates ends of the reporting
periods shall be the same from period to period.

37  The following disclosures ...

©) the end of the reporting period reporting-date of the financial
statements of an associate, when such financial statements are
used in applying the equity method and are as of a reperting date
or for a period that is different from that of the investor, and the
reason for using a different reperting date or different period;

13A



39

HKAS 28 (December 2007)

The investor’s share of changes recognised directly—in-the-associate’s

equity in_other comprehensive income by the associate shall be
recognised by the investor in other comprehensive income directhy—in

Paragraph 41A is added as follows:

41A

HKAS 1 (as revised in 2007) amended the terminology used throughout
HKFRSs. In addition it amended paragraphs 11 and 39. An entity shall
apply those amendments for annual periods beginning on or after 1
January 2009. If an entity applies HKAS 1 (revised 2007) for an earlier
period, the amendments shall be applied for that earlier period.

13B



HKAS 28 (Mareh—2004December 2007)

‘well-established’ practice in the Exposure Draft was to emphasise that the exclusion
would apply generally to those investments for which fair value is already available.

BC11. Therefore, the Board decided that the availability of the exclusion should be based
only on the nature of an entity’s activities and to delete the reference to
‘well-established’ practices. The Board understands that measurement of these
investments at fair value is ‘well-established’ practice in these industries.

Definition of “Venture Capital Organisations’

BC12. The Board decided not to define further those “venture capital organisations and
similar entities’ excluded from the scope of the Standard. Apart from recognising the
difficulties of arriving at a universally applicable definition, the Board did not want
inadvertently to make it difficult for entities to measure investments at fair value.
However, the Board decided to clarify that the reference to ‘similar entities’ in the
scope exclusion includes investment-linked insurance funds.

BC13. The Board decided, however, that if an investee is a subsidiary in accordance with
IAS 27, it should be consolidated. The Board concluded that if an investor controls an
investee, the investee is part of a group and part of the structure through which the
group operates its business and thus consolidation of the investee is appropriate.

Application of the Equity Method
Temporary Significant Influence

BC14. The Board considered whether to remove the exemption from applying the equity
method when significant influence over an associate is intended to be temporary. The
Board decided to consider this issue as part of a comprehensive standard dealing with
asset disposals. It decided to retain an exemption from applying the equity method
when there is evidence that an associate is acquired with the intention to dispose of it
within twelve months and that management is actively seeking a buyer. The Board’s
Exposure Draft ED 4 Disposal of Non-current Assets and Presentation of
Discontinued Operations proposes to measure and present assets held for sale in a
consistent manner irrespective of whether they are held by an investor in an associate
or in a subsidiary.”

Severe Long-Term Restrictions Impairing Ability to Transfer Funds to the Investor

BC15. The Board decided to remove the exemption from applying the equity method for an
associate that previously applied when severe long-term restrictions impaired an
associate’s ability to transfer funds to the investor. It did so because such
circumstances may not preclude the investor’s significant influence over the associate.
The Board decided that an investor should, when assessing its ability to exercise
significant influence over an entity, consider restrictions on the transfer of funds from
the associate to the investor. In themselves, such restrictions do not preclude the
existence of significant influence.

“ In March 2004, the Board issued IFRS 5 Non-current Assets Held for Sale and Discontinued
Operations. IFRS 5 removes this scope exclusion and now eliminates the exemption from applying the
equity method when significant influence over an associate is intended to be temporary. See IFRS 5
Basis for Conclusions for further discussion.
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HKAS 29 (Mareh—2004December 2007)

Appendix

Amendmentsto Other Pronouncements

The amendments in this appendix become effective for annual periods beginning on or after 1
January 2005. If an entity appliesthis Sandard for an earlier period, these amendments
become effective for that earlier period.

* k% %

The amendments contained in this appendix when this Sandard was i ssued have been
incorporated into the relevant Standards.
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HKAS 29 (December 2007)
Appendix

Amendmentsresulting from other HKFRSs
The following sets out amendments required for this Sandard resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be

incor porated into the text of this Sandard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December
2007) - effective for annual periods beginning on or after 1 January
2009

In paragraph 27, ‘income statement items is amended to ‘items in the statement of
comprehensive income'.

In paragraph 28, ‘income statement items' is amended to ‘income and expense items'.

In paragraph 36, ‘reporting dates' is amended to ‘ ends of the reporting periods'.
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HKAS 31 (December-20042007)
Appendix

Amendments to Other Pronouncements

The amendments in this appendix become effective for annual periods beginning on or after 1 January
2005. If an entity applies this Standard for an earlier period, these amendments become effective for that
earlier period.

* k k

The amendments contained in this appendix when this Standard was issued have been incorporated into
the relevant Standards.
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HKAS 32 (May—2004December 2007)
Hong Kong Accounting Standard 32
Financial I nstruments: * Biselesure-and-Presentation

Objective

Feqalmentsappl-y-The ob| ectlve of thls Standard is to &etabllsh prl nci pI es for
presenting financial instruments as liabilities or equity and for offsetting financial
assets and financial liabilities. It applies to the classification of financial instruments,
from the perspective of the issuer, into financial assets, financial liabilities and equity
instruments; the classification of related interest, dividends, losses and gains; and the
ci rcumsxances in Whl chfi nanC|aI assets and fi nanC|aI liabili |t|&c should be offset Fhe

The principlesin this Standard complement the principles for recognising and
measuring financial assets and financial liabilities in HKAS 39 Financial Instruments:
Recoanition and Measurement, and for disclosing information about them in HKFRS

7 Financial Instruments: Disclosures.

Scope

g, This Standard shall be applied by all entitiesto all types of financial instruments
except:

@ thoseinterestsin subsidiaries, associates and joint ventures that are
accounted for in_accordance with srderHKAS 27 Consolidated and
Separate Financial Statements, HKAS 28 | nvestmentsin Associates or
HKAS 31 Interestsin Joint Ventures. However, in some cases, HKAS 27,
HKAS 28 or HKAS 31 permits an entity to account for_entitiesshat-apphy-
thisStandardte-an interest in a subsidiary, associate or joint venture that
aeeeng%eH%AS%HKAS—Z&eH%%AS%%&aeeeumed#eHMeFua ng

thoseJ—n—th@e cases, entltlesshall applythe dlsclosurerequwementsm
HKAS 27, HKAS 28 and-or HKAS 31 in addition to those in this Standard.
Entities shall also apply this Standard to all derivativeser-linked to
interestsin subsidiaries, associates or joint ventures.

(b) employers' rights and obligations under employee benefit plans, to which
HKAS 19 Employee Benefits applies.

| Effective for annual periods beginning on or after 1 January 2007.
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HKAS 32 (May—2004December 2007)

(do) contracts for contingent consideration in a business combination (see

paragraphs65-67-6FHKAS22HKERS 3 Business Combinations). This
exemption applies only to the acquirer.

(d) insurance contracts as defined in HKFRS 4 | nsurance Contracts. However,
this Standard applies to derivatives that are embedded in insurance

contractsif HKAS 39 reguires the entity to account for them separately.
Moreover, an issuer shall apply this Standard to financial guarantee

contracts if the issuer appliesHKAS 39 in recognising and measuring the

contracts. but shall applv HKFRS 4 if the issuer elects, in accordance with
paragraph 4(d) of HKFERS 4, to apply HKFRS 4 in recognising and

measuring them.

financial instrumentsthat are within th f HKERS 4 th
contain a discretionary participation feature. The issuer of these
instruments is exempt from applving to these features paraaraphs 15-32
and AG25-AG35 of this Standard regarding the distinction between
financial liabilities and equity instruments. However, these instruments are

subject to all other requirements of this Standard. Furthermore, this
Standard applies to derivatives that are embedded in these instruments (see

HKAS 39).

(f) financial instruments, contracts and obligations under share-based
payment transactions to which HKERS 2 Share-based Payment applies.

except for

(i) contracts within the scope of paragraphs 8-10 of this Standard. to
which this Standard applies,

(ii) paragraphs 33 and 34 of this Standard, which shall be applied to
treasury shares purchased. sold. issued or cancelled in connection
with employee share option plans, employee share purchase plans,
and all other share-based payment arrangements.




HKAS 32 (May—2004December 2007)

8. This Standard shall be applied to those contracts to buy or sell a non-financial item
that can be settled net in cash or ancther financial instrument, or by exchanging
financial instruments, asif the contracts were financial instruments, with the
exception of contracts that were entered into and continue to be held for the
purpose of the receipt or delivery of a non-financial item in accordance with the
entity’ s expected purchase, sale or usage requirements.

9. There are various ways in which a contract to buy or sell anon-financial item can be
settled net in cash or ancther financial instrument or by exchanging financial
instruments. These include:

@ when the terms of the contract permit either party to settleit net in cash or
another financial instrument or by exchanging financial instruments;

(b when the ahility to settle net in cash or another financia instrument, or by
exchanging financial instruments, is not explicit in the terms of the contract,
but the entity has a practice of settling similar contracts net in cash or another
financial instrument, or by exchanging financial instruments (whether with
the counterparty, by entering into offsetting contracts or by selling the
contract before its exercise or lapse);

(© when, for similar contracts, the entity has a practice of taking delivery of the
underlying and selling it within a short period after delivery for the purpose
of generating a profit from short-term fluctuationsin price or dealer’ s margin;
and

" Effective for annual periods beginning on or after 1 January 2007.
8



10.

HKAS 32 (December 2007)

(d) when the non-financial item that is the subject of the contract is readily
convertible to cash.

A contract to which (b) or (c) appliesis not entered into for the purpose of the receipt
or ddivery of the non-financia item in accordance with the entity’ s expected
purchase, sale or usage requirements, and, accordingly, is within the scope of this
Standard. Other contracts to which paragraph 8 applies are evaluated to determine
whether they were entered into and continue to be held for the purpose of the receipt
or ddivery of the non-financia item in accordance with the entity’ s expected
purchase, sale or usage reguirement, and accordingly, whether they are within the
scope of this Standard.

A written option to buy or sell anon-financial item that can be settled net in cash or
another financial instrument, or by exchanging financial instruments, in accordance
with paragraph 9(a) or (d) is within the scope of this Standard. Such a contract cannot
be entered into for the purpose of the receipt or delivery of the non-financial itemin
accordance with the entity’ s expected purchase, sale or usage requirements.

Definitions (see also paragraphs AG3-AG243)

11.

Thefollowing terms are used in this Standard with the meanings specified:

Afinancial instrument is any contract that gives rise to a financial asset of one
entity and a financial liability or equity instrument of another entity.

A financial assetisany asset that is:

(@  cash;

(b an equity instrument of another entity;,

(© a contractual right:
(1) to receive cash or another financial asset from another entity; or
(i) to exchange financial assets or financial liabilities with another

entity under conditionsthat are potentially favourable to the entity;
or

8A



12.

(d)

HKAS 32 (May—2004December 2007)

a contract that will or may be settled in the entity’ s own equity instruments

andis

(i)

(ii)

a non-derivative for which the entity is or may be obliged to receive
a variable number of the entity’s own equity instruments; or

a derivative that will or may be settled other than by the exchange
of afixed amount of cash or another financial asset for a fixed
number of the entity’s own equity instruments. For this purpose the
entity’ s own equity instruments do not include instrumentsthat are
themselves contracts for the future receipt or delivery of the entity's
own equity instruments.

Afinancial liabilityisany liability that is:

(@)

(b)

a contractual obligation:

(i)
(ii)

to deliver cash or ancther financial asset to ancther entity; or

to exchange financial assets or financial liabilities with another
entity under conditionsthat are potentially unfavourable to the
entity; or

a contract that will or may be settled in the entity’ s own equity instruments

andis

(i)

(i)

a non-derivative for which the entity is or may be obliged to deliver
avariable number of the entity’s own equity instruments; or

a derivative that will or may be settled other than by the exchange
of a fixed amount of cash or another financial asset for a fixed
number of the entity’s own equity instruments. For this purpose the
entity’ s own equity instruments do not include instrumentsthat are
themselves contracts for the future receipt or delivery of the entity's
own equiity instruments.

An equity instrument is any contract that evidences a residual interest in the assets
of an entity after deducting all of itsliabilities.

Fair valueisthe amount for which an asset could be exchanged, or a liability
settled, between knowledgealde, willing partiesin an arm’ slength transaction.

The following terms are defined in paragraph 9 of HKAS 39 and are used in this
Standard with the meaning specified in HKAS 39.

amortised cost of afinancial asset or financid liability
available-for-sale financial assets

derecognition

derivative

effective interest method

financial asset or financial liability at fair value through profit or loss

financial guarantee contract

firm commitment
forecast transaction
hedge effectiveness



37.

38.

39.

40.

41.

HKAS 32 (May—2004December 2007)

whereas redemptions or refinancings of equity instruments are recognised as changes
in equity. Changesin the fair value of an equity instrument are not recognised in the
financia statements.

An entity typically incurs various costs in issuing or acquiring its own equity
instruments. Those costs might include registration and other regulatory fees,
amounts paid to legal, accounting and other professional advisers, printing costs and
stamp duties. The transaction costs of an equity transaction are accounted for asa
deduction from equity (net of any related income tax benefit) to the extent they are
incremental costs directly attributable to the equity transaction that otherwise would
have been avoided. The costs of an equity transaction that is abandoned are
recognised as an expense.

Transaction costs that relate to the issue of a compound financia instrument are
allocated to the liability and equity components of the instrument in proportion to the
allocation of proceeds. Transaction costs that relate jointly to more than one
transaction (for example, costs of a concurrent offering of some shares and a stock
exchange listing of other shares) are allocated to those transactions using a basis of
allocation that isrational and consistent with similar transactions.

The amount of transaction costs accounted for as a deduction from equity in the
period is disclosed separately under HKAS 1 Presentation of Financial Satements.
The related amount of income taxes recognised directly in equity isincluded in the
aggregate amount of current and deferred income tax credited or charged to equity
that is disclosed under HKAS 12 Income Taxes.

Dividends classified as an expense may be presented in the income statement either
with interest on other liabilities or as a separate item. In addition to the requi rements
of this Standard, disclosure of interest and dividends is subject to the requirements of
HKAS 1 and HKFRS 7-HKAS 30 Disclosdresinthe Financial- Satements-of Banks-
and-SimitarFinaneiaHHastitutions . In some circumstances, because of the differences
between interest and dividends with respect to matters such astax deductibility, it is
desirable to disclose them separately in the income statement. Disclosures of the tax
effects are made in accordance with HKAS 12.

Gains and losses related to changes in the carrying amount of afinancial liability are
recognised as income or expensein profit or loss even when they relate to an
instrument that includes aright to the residual interest in the assets of the entity in
exchange for cash or another financial asset (see paragraph 18(b)). Under HKAS 1
the entity presents any gain or lass arising from remeasurement of such an instrument
separately on the face of the income statement when it is relevant in explaining the
entity’ s performance.

Offsetting a Financial Asset and a Financial Liability
(see also paragraphs AG38 and AG39)

42.

A financial asset and a financial liability shall be offset and the net amount
presented in the balance sheet when, and only when, an entity:

)] currently has a legally enforceable right to set off the recognised amounts;
and

(b) intends either to settle on a net basis, or to realise the asset and settle the
liability smultaneously.

" Effective for annual periods beginning on or after 1 January 2007.
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45,

46.

47.

48.

HKAS 32 (May—2004December 2007)

In accounting for atransfer of afinancial asset that does not qualify for
derecognition, the entity shall not offset the transferred asset and the associated
liability (see HKAS 39, paragraph 36).

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

Offsetting a recognised financial asset and a recognised financial liability and
presenting the net amount differs from the derecognition of afinancia asset or a
financial liability. Although offsetting does not give rise to recognition of again or
loss, the derecognition of afinancial instrument not only resultsin the removal of the
previoudy recognised item from the bal ance sheet but also may result in recognition
of againorloss.

A right of set-off isadebtor’slegal right, by contract or otherwise, to settle or
otherwise eliminate al or a portion of an amount due to a creditor by applying against
that amount an amount due from the creditor. In unusual circumstances, a debtor may
have alegal right to apply an amount due from athird party against the amount due to
acreditor provided that there is an agreement between the three parties that clearly
establishes the debtor’ s right of set-off. Because the right of set-off isalegal right, the
conditions supporting the right may vary from one legal jurisdiction to another and
the laws applicabl e to the rel ationshi ps between the parties need to be considered.

The existence of an enforceable right to set off afinancial asset and afinancial
liability affects the rights and obligations associated with afinancial asset and a
financial liability and may affect an entity’ s exposure to credit and liquidity risk.
However, the existence of the right, by itself, is not a sufficient basis for offsetting. In
the absence of an intention to exercise the right or to settle smultaneoudly, the
amount and timing of an entity’ s future cash flows are not affected. When an entity
intends to exercise the right or to settle simultaneously, presentation of the asset and
liability on anet basis reflects more appropriately the amounts and timing of the
expected future cash flows, as well as the risks to which those cash flows are exposed.
An intention by one or both parties to settle on a net basis without the legal right to do
so is not sufficient to justify offsetting because the rights and abligations associated
with the individual financia asset and financial liability remain unaltered.

An entity’ sintentions with respect to settlement of particular assets and liahilities
may be influenced by its normal business practices, the requirements of the financial
markets and other circumstances that may limit the ability to settle net or to settle
simultaneoudly. When an entity has aright of set-off, but does not intend to settle net
or to realise the asset and settle the liability simultaneously, the effect of the right on
the entity’ s credit risk exposure isdisclosed in accordance with paragraph 7636 of
HKFRS 7.

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

The conditions set out in paragraph 42 are generaly not satisfied and offsetting is
usually inappropriate when:

@ several different financial instruments are used to emulate the features of a
single financial instrument (a‘ synthetic instrument’);

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

(© financial or other assets are pledged as collateral for non-recourse financial
liabilities;

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

(e obligations incurred as aresult of events giving rise to losses are expected to
be recovered from athird party by virtue of a claim made under an insurance-

peltieycontract.

An entity that undertakes a number of financial instrument transactions with asingle
counterparty may enter into a‘ master netting arrangement’ with that counterparty.
Such an agreement provides for a single net settlement of al financial instruments
covered by the agreement in the event of default on, or termination of, any one
contract. These arrangements are commonly used by financial institutions to provide
protection against loss in the event of bankruptcy or other circumstances that result in
a counterparty being unable to meet its obligations. A master netting arrangement
commonly creates aright of set-off that becomes enforceable and aff ects the
reaisation or settlement of individual financia assets and financial liabilities only
following a specified event of default or in other circumstances not expected to arise
in the normal course of business. A master netting arrangement does not provide a
basis for offsetting unless both of the criteriain paragraph 42 are satisfied. When
financial assets and financial liabilities subject to a master netting arrangement are not
offset, the effect of the arrangement on an entity’ s exposure to credit risk is disclosed
in accordance with paragraph-#636 of HKFRS 7.

Disclosyre (51 to 95. [Deleted])
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Effective Date

96.

97.

An entity shall apply this Standard for annual periods beginning on or after
1 January 2005. Earlier application is net permitted. An entity shall not apply this

Standard for annual periods beginning before 1 January 2005 unlessit also applies
HKAS 39. If an entity applies this Standard for a period beginning before 1

January 2005, it shall disclose that fact.

This Sandard shall be applied en-a-prospective basisenbyretrospectively, and
accounting policies adopted in respect of each period presented shall be disclosed.
When comparanve mformatl on for Drlor periodsis not available when this _

shall dISC| ose thatfact ‘

Withdrawal of Other Pronouncements

98.

This Standard, together with HKAS 39 Financial Instruments: Recognition

and Measurement, supersede SSAP 24 Accounting for Investmentsin
Securitiesissued in 1999.

:r Paragraphs 51-95 are deleted for annual periods beginning on or after 1 January 2007.

In October 2005 the Institute relocated all disclosures relating to financial instrumentsto HKFRS 7 Financial Instruments:
Disclosures
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Appendix

Amendmentsresulting from other HKFRSs

The following sets out amendments required for this Sandard resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Sandard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December
2007) - effective for annual periods beginning on or after 1 January
2009

In paragraph 18, ‘on the entity’s balance sheet’ is amended to ‘in the entity’s statement of
financial position’.

In paragraph 29, last sentence, ‘on its balance sheet’ is amended to ‘in its statement of
financial position’.

In paragraph 40, ‘income statement’ is amended to ‘statement of comprehensive income or
separate income statement (if presented)’ (twice).

Paragraph 97A is added asfollows:

97A HKAS 1 (asrevised in 2007) amended the terminology used throughout
HKFRSs. In addition it amended paragraph 40. An entity shall apply
those amendments for annual periods beginning on or after 1 January
2009. If an entity applies HKAS 1 (revised 2007) for an earlier period,

the amendments shall be applied for that earlier period.
The Application Guidance is amended as described below.

In paragraph AG31, ‘on the balance sheet’ is amended to ‘in the statement of financial
position’.

In paragraph AG39, ‘on an entity’s balance sheet’ is amended to ‘in an entity’s statement of
financial position’.
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Appendix

Application Guidance

HKAS 32 Financial | nstruments; Bisclesure-and-Presentation

This appendix is anintegral part of the Standard.

AGL

AG2.

This Application Guidance explains the application of particular aspects of the
Standard.

The Standard does not deal with the recognition or measurement of financial
instruments. Requirements about the recognition and measurement of financial assets
and financial liabilities are set out in HKAS 39 Financial Instruments: Recognition
and Measurement.

Definitions (paragraphs 11-14)

Financial Assets and Financial Liabilities

AGS.

AG4.

AGS.

AGG6.

Currency (cash) isafinancial asset because it represents the medium of exchange and
is therefore the basis on which all transactions are measured and recognised in
financial statements. A deposit of cash with abank or similar financia ingtitutionis a
financial asset because it represents the contractual right of the depositor to obtain
cash from the institution or to draw a cheque or similar instrument against the balance
in favour of acreditor in payment of afinancial liability.

Common examples of financial assets representing a contractual right to receive cash
in the future and corresponding financial liabilities representing a contractual
obligation to deliver cash in the future are:

@ trade accounts receivable and payable;
(b) notes receivable and payable;

(© loans receivable and payable; and

(d) bonds receivable and payable.

In each case, one party’ s contractual right to receive (or obligation to pay) cashis
matched by the other party’ s corresponding obligation to pay (or right to receive).

Another type of financial instrument is one for which the economic benefit to be
received or given up isafinancial asset other than cash. For example, a note payable
in government bonds gives the holder the contractual right to receive and the issuer
the contractua obligation to deliver government bonds, not cash. The bonds are
financial assets because they represent obligations of the issuing government to pay
cash. The noteis, therefore, afinancial asset of the note holder and afinancial
liability of the note issuer.

‘Perpetual’ debt instruments (such as ‘ perpetual’ bonds, debentures and capital notes)
normally provide the holder with the contractual right to receive payments on account
of interest at fixed dates extending into the indefinite future, either with no right to
receive areturn of principal or aright to areturn of principal under terms that make it
very unlikely or very far in the future. For example, an entity may issue afinancia
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AGO.

AGI0.
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instrument requiring it to make annual paymentsin perpetuity equal to a stated
interest rate of 8 per cent applied to a stated par or principa amount of CU1,000.
Assuming 8 per cent to be the market rate of interest for the instrument when issued,
the issuer assumes a contractual obligation to make a stream of future interest
payments having afair value (present value) of CU1,000 on initial recognition. The
holder and issuer of the instrument have a financial asset and afinancia liability,
respectively.

A contractua right or contractual obligation to receive, deliver or exchange financial
instrumentsisitself afinancial instrument. A chain of contractua rights or
contractual obligations meets the definition of afinancial instrument if it will
ultimately lead to the receipt or payment of cash or to the acquisition or issue of an
equity instrument.

The ability to exercise a contractual right or the requirement to satisfy a contractual
obligation may be absolute, or it may be contingent on the occurrence of afuture
event. For example, afinanciad guaranteeis a contractua right of the lender to receive
cash from the guarantor, and a corresponding contractual obligation of the guarantor
to pay the lender, if the borrower defaults. The contractua right and obligation exist
because of a past transaction or event (assumption of the guarantee), even though the
lender’s ahility to exerciseitsright and the requirement for the guarantor to perform
under its obligation are both contingent on afuture act of default by the borrower. A
contingent right and obligation meet the definition of afinancial asset and afinancial
liability, even though such assets and liabilities are not always recognised in the

financial statements. Some of these contingent rights and obligations may be
insurance contracts within the scope of HKFR$A.

Under HKAS 17 Leases afinance lease is regarded as primarily an entitlement of the
lessor to receive, and an obligation of the |essee to pay, a stream of payments that are
substantially the same as blended payments of principal and interest under aloan
agreement. The lessor accounts for its investment in the amount receivable under the
lease contract rather than the leased asset itself. An operating lease, on the other hand,
isregarded as primarily an uncompleted contract committing the lessor to provide the
use of an asset in future periods in exchange for consideration similar to afeefor a
service. The lessor continues to account for the leased asset itself rather than any
amount receivable in the future under the contract. Accordingly, afinanceleaseis
regarded as afinancial instrument and an operating lease is not regarded as afinancia
instrument (except as regards individual payments currently due and payable).

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

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

"Inthis guidance, monetary amounts are denominated in ‘ currency units’ (CU).
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asset. For example, contracts that provide for settlement only by the receipt or
delivery of anon-financial item (e.g. an option, futures or forward contract on silver)
are not financial instruments. Many commodity contracts are of thistype. Some are
standardised in form and traded on organised markets in much the same fashion as
some derivative financial instruments. For example, a commaodity futures contract
may be bought and sold readily for cash becauseit islisted for trading on an
exchange and may change hands many times. However, the parties buying and selling
the contract are, in effect, trading the underlying commodity. The ability to buy or
sell acommodity contract for cash, the ease with which it may be bought or sold and
the possibility of negotiating a cash settlement of the obligation to receive or deliver
the commodity do not alter the fundamental character of the contract in away that
creates afinancial instrument. Nevertheless, some contracts to buy or sell
non-financial items that can be settled net or by exchanging financial instruments, or
in which the non-financial item is readily convertible to cash, are within the scope of
the Standard asif they were financial instruments (see paragraph 8).

A contract that involves the receipt or delivery of physical assets does not giveriseto
afinancial asset of one party and afinancial liability of the other party unless any
corresponding payment is deferred past the date on which the physical assets are
transferred. Such is the case with the purchase or sale of goods on trade credit.

Some contracts are commodity-linked, but do not involve settlement through the
physical receipt or delivery of acommodity. They specify settlement through cash
payments that are determined according to aformulain the contract, rather than
through payment of fixed amounts. For example, the principal amount of a bond may
be calculated by applying the market price of oil prevailing at the maturity of the
bond to a fixed quantity of oil. The principal isindexed by reference to a commodity
price, but is settled only in cash. Such a contract congtitutes a financial instrument.

The definition of afinancial instrument also encompasses a contract that givesrise to
anon-financia asset or non-financial liability in addition to afinancial asset or
financial liability. Such financial instruments often give one party an option to
exchange afinancia asset for a non-financial asset. For example, an oil-linked bond
may give the holder the right to receive a stream of fixed periodic interest payments
and afixed amount of cash on maturity, with the option to exchange the principal
amount for afixed quantity of oil. The desirability of exercising this option will vary
from time to time depending on the fair value of oil relative to the exchange ratio of
cash for ail (the exchange price) inherent in the bond. The intentions of the
bondholder concerning the exercise of the option do not affect the substance of the
component assets. The financial asset of the holder and the financia liability of the
issuer make the bond afinancia instrument, regardless of the other types of assets
and liabilities also created.
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Offsetting a Financial Asset and a Financial Liability (paragraphs
42-50)

AGS8.

AG39.

To offset afinancial asset and afinancial liability, an entity must have a currently
enforceable legal right to set off the recognised amounts. An entity may have a
conditional right to set off recognised amounts, such asin a master netting agreement
or in some forms of non-recourse debt, but such rights are enforceable only on the
occurrence of some future event, usually a default of the counterparty. Thus, such an
arrangement does not meet the conditions for offset.

The Standard does not provide specia treatment for so-called ‘ synthetic instruments’,
which are groups of separate financial instruments acquired and held to emulate the
characteristics of another instrument. For example, afloating rate long-term debt
combined with an interest rate swap that involves receiving floating payments and
making fixed payments synthesises a fixed rate long-term debt. Each of the individual
financial instruments that together constitute a“ synthetic instrument’ represents a
contractua right or obligation with its own terms and conditions and each may be
transferred or settled separately. Each financia instrument is exposed to risks that
may differ from the risks to which other financial instruments are exposed.
Accordingly, when one financial instrument in a‘synthetic instrument’ is an asset and
another is aliability, they are not offset and presented on an entity’ s balance sheet on
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Basisfor Conclusions
This Basis for Conclusions accompanies, but is not part of, HKAS 32.

HKAS 32 isbased on IAS 32 Financial Instruments. Disclosure and Presentation. In
approving HKAS 32, the Council of the Hong Kong Society of Accountants considered and
agreed with the IASB’s basis for conclusions on IAS 32 (as revised 2003). Accordingly, there
are no significant differences between HKAS 32 and IAS 32. The IASB’s basis for
conclusionsis reproduced below for reference. The paragraph numbers of IAS 32 referred to
below generally correspond with thosein HKAS 32.

BC1l. ThisBasisfor Conclusions summarisesthe International Accounting Standard
Board' s considerations in reaching its conclusions on revising IAS 32 Financial
Instruments: Disclosure and Presentation’ in 2003. Individua Board members gave
greater weight to some factors than to others.

BC2. InJuly 2001 the Board announced thet, as part of itsinitial agenda of technical
projects, it would undertake a project to improve a number of Standards, including
IAS 32 and IAS 39 Financial Instruments: Recognition and Measurement. The
objectives of the Improvements project were to reduce the complexity in the
Standards by clarifying and adding guidance, eliminating internal inconsistencies, and
incorporating into the Standards elements of Standing Interpretations Committee (SIC)
Interpretations and I1AS 39 implementation guidance. In June 2002 the Board
published its proposals in an Exposure Draft of proposed amendmentsto IAS 32
Financial Instruments: Disclosure and Presentation and IAS 39 Financial
Instruments. Recognition and Measurement, with a comment deadline of 14 October
2002. The Board received over 170 comment letters on the Exposure Draft.

BC3. Becausethe Board did not reconsider the fundamental approach to the accounting for
financial instruments established by IAS 32 and IAS 39, this Basis for Conclusions
does not discuss requirementsin IAS 32 that the Board has not reconsidered.

Definitions (paragraphs 11-14 and AG3-AG24)

Financial Asset, Financial Liability and Equity I nstrument
(paragraphs 1l and AG3—-AG14)

BC4. Therevised IAS 32 addresses the classification as financial assets, financial liabilities
or equity instruments of financial instruments that are indexed to, or settled in, an
entity’ s own equity instruments. As discussed further in paragraphs BC6-BC15, the
Board decided to preclude equity classification for such contracts when they (a)
involve an abligation to deliver cash or another financial asset or to exchange
financial assets or financid liabilities under conditions that are potentially
unfavourable to the entity, (b) in the case of a non-derivative, are not for the receipt or
delivery of afixed number of sharesor () in the case of a derivative, are not for the
exchange of afixed number of shares for afixed amount of cash or another financial
asset. The Board also decided to preclude equity classification for contracts that are

" In Auqust 2005, the IASB relocated all disclosures relating to financial instruments to IFRS 7. The paragraphs relating to
disclosures that were originally published in this Basis for Conclusions were relocated, if still relevant, to the Basis for
Conclusionson IFRS 7.
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derivatives on derivatives on an entity’ s own equity. Consistently with this decision,
the Board a so decided to amend the definitions of financia asset, financial liability
and equity instrument in IAS 32 to make them consi stent with the guidance about
contracts on an entity’ s own equity instruments. The Board did not reconsider other
aspects of the definitions as part of this project to revise IAS 32, for example the
other changes to the definitions proposed by the Joint Working Group in its Draft
Standard Financial Instruments and Smilar Items published by the Board's
predecessor body, IASC, in 2000.

Presentation (paragraphs 15-50 and AG25-AG39)

Liabilitiesand Equity (paragraphs 15-27 and AG25-AG29)

BCS.

BC6.

Therevised IAS 32 addresses whether derivative and non-derivative contracts
indexed to, or settled in, an entity’ s own equity instruments are financial assets,
financial liabilities or equity instruments. The origina 1AS 32 dealt with aspects of
thisissue piecemeal and it was not clear how various transactions (e.g. net share
settled contracts and contracts with settlement options) should be treated under the
Standard. The Board concluded that it needed to clarify the accounting treatment for
such transactions.

The approach agreed by the Board can be summarised as follows:
A contract on an entity’ s own equity is an equity instrument if, and only if:

€)] it contains no contractua obligation to transfer cash or another financial asset,
or to exchange financia assets or financial liabilities with another entity
under conditions that are potentially unfavourable to the entity; and

(b) if the instrument will or may be settled in the entity’ s own equity instruments,
itiseither (i) anon-derivative that includes no contractual obligation for the
entity to deliver a variable number of its own equity instruments, or (ii) a
derivative that will be settled by the entity exchanging a fixed amount of cash
or another financial asset for a fixed number of its own equity instruments.

No Contractual Obligation to Deliver Cash or Another Financial
Asset (paragraphs 17-20 and AG25-AG26)

Puttable I nstruments (par agraph 18(b))

BC7.

The Board decided that ar-a financial instrument that gives the holder the right to put
the instrument back to the entity for cash or another financial asset is afinancia
liability of the entity. Such financial instruments are commonly issued by mutual
funds, unit trusts, co-operative and similar entities, often with the redemption amount
being equal to a proportionate share in the net assets of the entity. Although the legal
form of such financial instruments often includes aright to the residual interest in the
assets of an entity available to holders of such instruments, the inclusion of an option
for the holder to put the instrument back to the entity for cash or another financial
asset means that the instrument meets the definition of afinancial liability. The
classification as afinancia liability isindependent of considerations such as when the
right is exercisable, how the amount payable or receivable upon exercise of the right
is determined, and whether the puttable instrument has a fixed maturity.
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This approach removes the need to estimate inputs to, and apply, complex option
pricing models to measure the equity component of some compound financid
instruments. The Board also noted that the absence of a prescribed approach led to a
lack of comparability among entities applying IAS 32 and that it therefore was
desirable to specify a single approach.

The Board noted that a requirement to use the with-and-without method, under which
the liability component is determined firgt, is consistent with the proposals of the
Joint Working Group of Standard Settersin its Draft Standard and Basis for
Conclusionsin Financial Instruments and Smilar Items, published by HKASC in
December 2000 (see Draft Standard, paragraphs 74 and 75 and Application
Supplement, paragraph 318).

Treasury Shares (paragraphs 33, 34 and AG36)

BC32.

The revised Standard incorporates the guidance in SIC-16 Share
Capital—Reacquired Own Equity Instruments (Treasury Shares). The acquisition and
subsequent resale by an entity of its own equity instruments represents a transfer
between those holders of equity instruments who have given up their equity interest
and those who continue to hold an equity instrument, rather than again or lossto the
entity.

Interest, Dividends, L osses and Gains (paragraphs 35-41 and AG37)

Costs of an equity transaction (paragraphs 35 and 37-39)

BC33.

BC34.

The revised Standard incorporates the guidance in SIC-17 Equity— Costs of an
Equity Transaction. Transaction costs incurred as a necessary part of completing an
equity transaction are accounted for as part of the transaction to which they relate.
Linking the equity transaction and costs of the transaction reflects in equity the total
cost of the transaction.

[Deleted].
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when determining if the group as awhole has an obligation that would give
riseto afinancial liability. To the extent there is such an obligation, the
instrument (or component of the instrument that is subject to the obligation)
isafinancid liability in consolidated financial statements.

(k) In Auqust 2005, the IASB issued IFRS 7 Financia Instruments: Disclosures.
As aresult, disclosures relating to financial instruments, if still relevant, were
relocated to IFRS 7.

Dissenting Opinion

Dissent of James J Leisenring

DOL1.

DO2.

DOs.

Mr Leisenring dissents from |AS 32 because, in his view, the conclusions about the
accounting for forward purchase contracts and written put options on an issuer’s
equity instruments that require physical settlement in exchange for cash are
inappropriate. IAS 32 requires aforward purchase contract to be recognised as though
the future transaction had already occurred. Similarly it requires awritten put option
to be accounted for as though the option had aready been exercised. Both of these
contracts result in combining the separate forward contract and the written put option
with outstanding shares to create a synthetic liability.

Recording aliability for the present value of the fixed forward price as aresult of a
forward contract isinconsistent with the accounting for other forward contracts.
Recording aliability for the present value of the strike price of an option resultsin
recording aliability that isinconsistent with the Framework asthereis no present
obligation for the strike price. In both instances the shares considered to be subject to
the contracts are outstanding, have the same rights as any other shares and should be
accounted for as outstanding. The forward and option contracts meet the definition of
aderivative and should be accounted for as derivatives rather than create an exception
to the accounting required by IAS 39. Similarly, if the redemption featureis
embedded in the equity instrument (for example, aredeemable preference share)
rather than being a free-standing derivative contract, the redemption feature should be
accounted for as a derivative.

Mr Leisenring also objects to the conclusion that a purchased put or call option on a
fixed number of an issuer’s equity instrumentsis not an asset. The rights created by
these contracts meet the definition of an asset and should be accounted for as assets
and not as areduction in equity. These contracts a so meet the definition of
derivatives that should be accounted for as such consistently with IAS 39.
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Amendmentsresulting from other Basisfor Conclusions

The following sets out amendments required for this Basis for Conclusions resulting from
other newly issued HKFRSs that are not yet effective. Once effective, the amendments set out
below will be incorporated into the text of this Basis for Conclusions and this appendix will

be deleted. In the amended paragraphs shown below, new text is underlined and del eted text
is struck through.

HKAS 1 Presentation of Financial Statements (issued in December

2007) —effective for annual periods beginning on or after 1 January
2009

Paragraphs BC8 and BC22 arefootnoted as follows:

BC8 The Board ... also agreed that it should provide examples of how such
entities might present their income statement* and balance sheeti (see
Illustrative Examples 7 and 8).

* |AS1 Presentation of Financial Statements (as revised in 2007) requires an
entity to present al income and expense items in one statement of
comprehensive income or in two statements (a separate income statement

and a statement of comprehensive income).

" IAS 1 (revised 2007) replaced the term ‘balance sheet’ with ‘statement of
financial position’.

BC22 The Standard requires the separate presentation es in an entity’s balance
sheet* of liability and equity components of asingle financial instrument. ...

* 1AS 1 (as revised in 2007) replaced the term ‘balance sheet” with
‘ statement of financial position’.
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Amendmentsresulting from other I mplementation Guidance

The following sets out amendments required for this Guidance resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorpor ated into the text of this Guidance and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Satements (issued in December
2007) —effective for annual periods beginning on or after 1 January
2009

In paragraphs IE32 and IE33, ‘an income statement and balance sheet format’ is amended to
‘aformat of a statement of comprehensive income and statement of financial position’.

In the statement of financia position following paragraph IE33, ‘RESERVES' is amended to
‘OTHER COMPONENTSOF EQUITY".

In paragraph IE45, ‘income statement’ is amended to ‘ profit or loss'.
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APPENDI X:

Comparison with International Accounting Standards
Appendix A.  Application Guidance

Appendix B.  Amendmentsto Other Pronouncements

Appendix C.  Amendmentsresulting from other HKFRSs

BASISFOR CONCLUSIONS

ILLUSTRATIVE EXAMPLES

TABLE OF CONCORDANCE

Hong Kong Accounting Standard 33 Earnings per Share
(HKAS 33) is set out in paragraphs 1-76 and the Appendices
A and B. All the paragraphs have equal authority. HKAS 33
should be read in the context of its objective and the Basis for
Conclusions, the Preface to Hong Kong Financial Reporting
Sandards and the Framework for the Preparation and
Presentation of Financial Statements. HKAS 8 Accounting
Policies, Changesin Accounting Estimates and Errors
provides a basis for selecting and applying accounting
policiesin the absence of explicit guidance.
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24.
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27.
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(9 ordinary sharesissued for the rendering of servicesto the entity are included
as the services are rendered.

Thetiming of the inclusion of ordinary sharesis determined by the terms and
conditions attaching to their issue. Due consideration is given to the substance of any
contract associated with the issue.

Ordinary shares issued as part of the purehase-eensideratiorcost of a business

combi nation thatts-an-aeguisitien-are included in the wei ghted average number of
shares from the date-ef-the-acquisition date. This is because the acquirer incorporates
theresdlts-of-the-eperations-of-the-acguireeinto its income statement the acquiree's
profits and losses from that date. —efdmary—sha%ls&ied—as—paﬁ—ef—a-bum
combinationthat-isauniing of-interests’are tnchuded-Hh the-caleulation-of-the-

Ordinary sharesthat will be issued upon the conversion of a mandatorily convertible

instrument are included in the calculation of basic earnings per share from the date
the contract is entered into.

Contingently issuable shares are treated as outstanding and are included in the
calculation of basic earnings per share only from the date when all necessary
conditions are satisfied (ie the events have occurred). Shares that are issuable solely
after the passage of time are not contingently issuable shares, because the passage of
timeis acertainty. Outstanding ordinary shares that are contingently returnable (ie
subject to recall) are not treated as outstanding and are excluded from the calculation
of basic earnings per share until the date the shares are no longer subject to recall.

[Deleted]

The weighted average number of ordinary shares outstanding during the period
and for all periods presented shall be adjusted for events, other than the conversion
of potential ordinary shares, that have changed the number of ordinary shares
outstanding without a corresponding changein resources.

Ordinary shares may be issued, or the number of ordinary shares outstanding may be
reduced, without a corresponding change in resources. Examples include:

€) a capitalisation or bonus issue (sometimes referred to as a stock dividend);

(b) abonus element in any other issue, for example a bonus element in arights
issue to existing shareholders;

(© ashare split; and

(d) areverse share split (consolidation of shares).




HKAS 33 (March-2004December 2007)

46. Options and warrants are dilutive when they would result in the issue of ordinary
shares for less than the average market price of ordinary shares during the period.
The amount of the dilution is the average market price of ordinary shares during the
period minus the issue price. Therefore, to calculate diluted earnings per share,
potential ordinary shares are treated as consisting of both the following:

@ acontract to issue a certain number of the ordinary shares at their average
market price during the period. Such ordinary shares are assumed to be fairly
priced and to be neither dilutive nor antidilutive. They areignored in the
calculation of diluted earnings per share.

(b) a contract to issue the remaining ordinary shares for no consideration. Such
ordinary shares generate no proceeds and have no effect on profit or loss
attributable to ordinary shares outstanding. Therefore, such shares are
dilutive and are added to the number of ordinary shares outstanding in the
calculation of diluted earnings per share.

47. Options and warrants have a dilutive effect only when the average market price of
ordinary shares during the period exceeds the exercise price of the options or
warrants (ie they are ‘in the money’). Previously reported earnings per share are not
retroactively adjusted to reflect changesin prices of ordinary shares.

47A. For share options and other share-based payment arrangements to which HKFRS 2
Share-based Payment applies, the issue price referred to in paragraph 46 and the
exercise price referred to in paragraph 47 shall includethe fair value of any goods or
services to be supplied to the entity in the future under the share option or other
share-based payment arrangement.

48. Employee share options with fixed or determinable terms and non-vested ordinary
shares are treated as options in the calculation of diluted earnings per share, even
though they may be contingent on vesting. They are treated as outstanding on the
grant date. Performance-based employee share options are treated as contingently
issuable shares because their issue is contingent upon satisfying specified conditions
in addition to the passage of time.

Convertible instruments

49, Thedilutive effect of convertible instruments shall be reflected in diluted earnings
per share in accordance with paragraphs 33 and 36.

50. Convertible preference shares are antidilutive whenever the amount of the dividend
on such shares declared in or accumulated for the current period per ordinary share
obtainable on conversion exceeds basic earnings per share. Similarly, convertible
debt is antidilutive whenever itsinterest (net of tax and other changesin income or
expense) per ordinary share obtainable on conversion exceeds basic earnings per
share.

51. The redemption or induced conversion of convertible preference shares may affect
only a portion of the previously outstanding convertible preference shares. In such
cases, any excess consideration referred to in paragraph 17 is attributed to those
sharesthat are redeemed or converted for the purpose of determining whether the
remaining outstanding preference shares are dilutive. The shares redeemed or
converted are considered separately from those shares that are not redeemed or
converted.

12
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53.

55.
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Contingently issuable shares

Asin the calculation of basic earnings per share, contingently issuable ordinary
shares are treated as outstanding and included in the calculation of diluted earnings
per shareif the conditions are satisfied (ie the events have occurred). Contingently
issuable shares are included from the beginning of the period (or from the date of the
contingent share agreement, if later). If the conditions are not satisfied, the number of
contingently issuable shares included in the diluted earnings per share calculation is
based on the number of shares that would be issuable if the end of the period were the
end of the contingency period. Restatement is not permitted if the conditions are not
met when the contingency period expires.

If attainment or mai ntenance of a specified amount of earnings for a period is the
condition for contingent issue and if that amount has been attained at the end of the
reporting period but must be maintained beyond the end of the reporting period for an
additional period, then the additional ordinary shares are treated as outstanding, if the
effect isdilutive, when calculating diluted earnings per share. In that case, the
calculation of diluted earnings per shareis based on the number of ordinary shares
that would be issued if the amount of earnings at the end of the reporting period were
the amount of earnings at the end of the contingency period. Because earnings may
change in afuture period, the calculation of basic earnings per share does not include
such contingently issuable ordinary shares until the end of the contingency period
because not al necessary conditions have been satisfied.

The number of ordinary shares contingently issuable may depend on the future
market price of the ordinary shares. In that case, if the effect is dilutive, the
calculation of diluted earnings per shareis based on the number of ordinary shares
that would be issued if the market price at the end of the reporting period were the
market price at the end of the contingency period. If the condition is based on an
average of market prices over a period of time that extendsbeyond the end of the
reporting period, the average for the period of time that has lapsed is used. Because
the market price may change in afuture period, the calculation of basic earnings per
share does not include such contingently issuable ordinary shares until the end of the
contingency period because not all necessary conditions have been satisfied.

The number of ordinary shares contingently issuable may depend on future earnings
and future prices of the ordinary shares. In such cases, the number of ordinary shares
included in the diluted earnings per share calculation is based on both conditions (ie
earnings to date and the current market price at the end of the reporting period).
Contingently issuable ordinary shares are not included in the diluted earnings per
share calculation unless both conditions are met.

In other cases, the number of ordinary shares contingently issuable depends on a
condition other than earnings or market price (for example, the opening of a specific
number of retail stores). In such cases, assuming that the present status of the
condition remains unchanged until the end of the contingency period, the
contingently issuable ordinary shares are included in the calculation of diluted
earnings per share according to the status at the end of the reporting period.

Contingently issuable potential ordinary shares (other than those covered by a
contingent share agreement, such as contingently issuable convertible instruments)
areincluded in the diluted earnings per share calculation as follows:

@ an entity determines whether the potential ordinary shares may be assumed to

13
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60.
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63.
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be issuable on the basis of the conditions specified for their issuein
accordance with the contingent ordinary share provisionsin paragraphs
52-56; and

(b) if those potentia ordinary shares should be reflected in diluted earnings per
share, an entity determines their impact on the calculation of diluted earnings
per share by following the provisions for options and warrantsin paragraphs
45-48, the provisions for convertible instruments in paragraphs 49-51, the
provisions for contracts that may be settled in ordinary shares or cashin
paragraphs 58-61, or other provisions, as appropriate.

However, exercise or conversion is not assumed for the purpose of calculating diluted
earnings per share unless exercise or conversion of similar outstanding potential
ordinary sharesthat are not contingently issuable is assumed.

Contracts that may be settled in ordinary shares or cash

When an entity hasissued a contract that may be settled in ordinary sharesor in
cash at the entity’ s option, the entity shall presume that the contract will be settled
in ordinary shares, and the resulting potential ordinary shares shall beincluded in
diluted earnings per shareif the effect isdilutive.

When such a contract is presented for accounting purposes as an asset or aliability,
or has an equity component and aliability component, the entity shall adjust the
numerator for any changesin profit or lossthat would have resulted during the period
if the contract had been classified wholly as an equity instrument. That adjustment is
similar to the adjustments required in paragraph 33.

For contractsthat may be settled in ordinary shares or cash at the holder's option,
the more dilutive of cash settlement and share settlement shall beused in
calculating diluted earnings per share.

An example of acontract that may be settled in ordinary shares or cash is a debt
instrument that, on maturity, gives the entity the unrestricted right to settle the
principal amount in cash or in its own ordinary shares. Another exampleis awritten
put option that gives the holder a choice of settling in ordinary shares or cash.

Purchased options

Contracts such as purchased put options and purchased call options (ie options held
by the entity on its own ordinary shares) are not included in the cal culation of diluted
earnings per share because including them would be antidilutive. The put option
would be exercised only if the exercise price were higher than the market price and
the call option would be exercised only if the exercise price were lower than the
market price.

Written put options

Contractsthat require the entity to repurchase its own shares, such aswritten put
options and forward purchase contracts, are reflected in the calculation of diluted
earnings per shareif the effect isdilutive. If these contracts are ‘in the money’
during the period (ie the exercise or settlement price is above the average market
price for that period), the potential dilutive effect on earnings per share shall be
calculated as follows:

14
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@ it shall be assumed that at the beginning of the period sufficient ordinary
shareswill beissued (at the average market price during the period) to
raise proceeds to satisfy the contract;

(b) it shall be assumed that the proceeds from the issue are used to satisfy the
contract (ie to buy back ordinary shares); and

(© the incremental ordinary shares (the difference between the number of
ordinary shares assumed issued and the number of ordinary shares
received from satisfying the contract) shall be included in the calculation
of diluted earnings per share.

Retrospective Adjustments

64.

65.

If the number of ordinary or potential ordinary shares outstanding increasesas a
result of a capitalisation, bonusissue or share split, or decreases as a result of a
reverse share split, the calculation of basic and diluted earnings per share for all
periods presented shall be adjusted retrospectively. If these changes occur after the
balance sheet date but before the financial statements are authorised for issue, the
per share calculationsfor those and any prior period financial statements presented
shall be based on the new number of shares. The fact that per share calculations
reflect such changesin the number of shares shall be disclosed. I n addition, basic
and diluted earnings per share of all periods presented shall be adjusted for:the

effects of errors and adjustments resulting from changes in accounting policies
accounted for retrospectively.

An entity does not restate diluted earnings per share of any prior period presented for
changes in the assumptions used in earnings per share calculations or for the
conversion of potential ordinary sharesinto ordinary shares.

Presentation

66.

67.

68.

69.

An entity shall present on the face of the income statement basic and diluted
earnings per share for profit or loss from continuing operations attributable to the
ordinary equity holders of the parent entity and for profit or loss attributable to the
ordinary equity holders of the parent entity for the period for each class of ordinary
sharesthat has a different right to share in profit for the period. An entity shall
present basic and diluted earnings per share with equal prominence for all periods
presented.

Earnings per shareis presented for every period for which an income statement is
presented. If diluted earnings per share is reported for at |east one period, it shall be
reported for al periods presented, even if it equals basic earnings per share. If basic
and diluted earnings per share are equal, dual presentation can be accomplished in
one line on the income statement.

An entity that reports a discontinuing operation shall disclose the basic and diluted
amounts per sharefor the discontinuing operation either on the face of the income
statement or in the notestethefinancial-siatements

An entity shall present basic and diluted earnings per share, even if the amounts
are negative (ie a loss per share).

15
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ordinary equity holders. The disclosure of the terms and conditions of such financial
instruments and other contracts is encouraged, if not otherwise required (seeHKAS-
32HKFRS 7 Financial Instruments: Disclosures).

If an entity discloses, in addition to basic and diluted earnings per share, amounts
per share using a reported component of the income statement other than one
required by this Standard, such amounts shall be calculated using the weighted
average number of ordinary shares determined in accordance with this Standard.
Basic and diluted amounts per sharerelating to such a component shall be
disclosed with equal prominence and presented in the notestethefinaneial-
staternents An entity shall indicate the basis on which the numerator(s) is (are)
determined, including whether amounts per share are before tax or after tax. If a
component of the income statement is used that is not reported as a lineitemin the
income statement, a reconciliation shall be provided between the component used
and alineitem that isreported in the income statement.

Effective Date

74.

T4A.

An entity shall apply this Standard for annual periods beginning on or after 1
January 2005. Earlier application isencouraged. If an entity applies this Standard
for a period beginning before 1 January 2005, it shall disclose that fact.

If an entity decides to apply this Standard for an earlier period, it is not required to
apply all the HKASs with the same effective date for that same period. However, it
isrequired to apply the amendments set out in the appendix on amendments to other
pronouncements for that earlier period.

Withdrawal of Other Pronouncements

75.

76.

This Standard supersedes SSAP 5 Earnings Per Share revised in 1998,

This Standard supersedes Interpretation 10 Earnings Per Share—Financial
Instruments and Other Contracts that May Be Settled in Shares.

" Effective for annual periods beginning on or after 1 January 2007.
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Appendix B

Amendmentsto Other Pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or after 1

January 2005. If an entity applies this Sandard for an earlier period, these amendments shall
be applied for that earlier period.

* k% %

The amendments contained in this appendix when this Sandard was i ssued have been
incorporated into the relevant Sandards.
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Appendix C

Amendmentsresulting from other HKFRSs

The following sets out amendments required for this Sandard resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will
be incorporated into the text of this Sandard and this appendix will be deleted. In the
amended paragraphs shown below, new text is underlined and deleted text is struck through.

HKFRS 8 Operating Segments (issued in M arch 2007) -

effective for annual periods beginning on or after 1 January
2009

Paragraph 2 is replaced as follows:
2 This Standard shall apply to:
@ the separate or individual financial statements of an entity:

() whose ordinary shares or potential ordinary shares are traded
in apublic market (a domestic or foreign stock exchange or
an over-the-counter market, including local and regional
markets) or

(i) that files, or isin the process of filing, its financial
statements with a securities commission or other regulatory

organisation for the purpose of issuing ordinary sharesin a
public market; and

(b) the consolidated financial statements of a group with a parent:

() whose ordinary shares or potential ordinary shares are traded
in a public market (adomestic or foreign stock exchange or
an over-the-counter market, including local and regional
markets) or

(i) that files, or isin the process of filing, itsfinancia
statements with a securities commission or other regulatory
organisation for the purpose of issuing ordinary sharesin a
public market.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) - effective for annual periods beginning on
or after 1 January 2009

In paragraph 4, ‘on the face of its separate income statement’ is amended to ‘in its
statement of comprehensive income'.
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Paragraph 4A is added as follows:

4A

If an entity presentsthe components of profit or lossin a separate
income statement as described in paragraph 81 of HKAS 1 Presentation
of Financial Statements (asrevised in 2007), it presents ear nings per
shareonly in that separate statement.

In paragraph 13, ‘Presentation of Financial Statements’ is del eted.

Paragraph 67 is amended asfollows: ... dual presentation can be accomplished in onelinein
on the heeme statement of comprehensive income’

Paragraphs 67A, 68A, 73A and 74A are added as follows:

67A

68A

73A

T4A

If an entity presents the components of profit or |oss in a separate income
statement as described in paragraph 81 of HKAS 1 (as revised in 2007), it
presents basic and diluted earnings per share, asrequired in paragraphs 66
and 67, in that separate statement.

If an entity presents the components of profit or |oss in a separate income
statement as described in paragraph 81 of HKAS 1 (asrevised in 2007), it
presents basic and diluted earnings per share for the discontinued operation,
asrequired in paragraph 68, in that separate statement or in the notes.

Paragraph 73 applies also to an entity that discloses, in addition tobasic
and diluted earnings per share, amounts per share using a reported
component of the separate income statement (as described in paragraph
81 of HKAS 1 (asrevised in 2007)), other than onerequired by this
Standard.

HKAS 1 (asrevised in 2007) amended the terminology used thr oughout
HKFRSs. | n addition it added paragraphs 4A, 67A, 68A and 73A. An
entity shall apply those amendments for annual periods beginning on or
after 1 January 2009. |If an entity appliesHKAS 1 (revised 2007) for an
earlier period, the amendments shall be applied for that earlier period.

Illustrative Examples accompanying HKAS 33, Example 12 is amended as follows:

The heading ‘Example 12 Calculation of basic and diluted ear nings per share
and income statement presentation (comprehensive example)’ isamended to
‘Example 12 Calculation and presentation of basic and diluted earnings per
shar e (compr ehensive example) .

In the paragraph following the first table under Full Year 20X 1, ‘on itsincome
statement’ isamended to ‘in its statement of comprehensiveincome'.
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| llustrative Examples

These examples accompany, but are not part of, HKAS 33.

Contents

Example 1 Increasing Rate Preference Shares

Example 2 Weighted Average Number of Ordinary Shares

Example 3 Bonus Issue

Example 4 Rights Issue

Example 5 Effects of Share Options on Diluted Earnings per Share
Example 5A  Determining the Exercise Price of Employee Share Options
Example 6 Convertible Bonds

Example 7 Contingently Issuable Shares

Example 8 Convertible Bonds Settled in Shares or Cash at the Issuer’s Option

Example 9 Calculation of Weighted Average Number of Shares: Determining the
Order in Which to Include Dilutive Instruments

Example 10  Instruments of a Subsidiary: Calculation of Basic and Diluted Earnings
per Share

Example11  Participating Equity Instruments and Two-Class Ordinary Shares

Example 12  Calculation of Basic and Diluted Earnings per Share and Income
Statement Presentation (Comprehensive Example)
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Calculation of basic earnings per share

HKAS 33 (March 2004)

20X1 20X2

20X0

20X0 basic EPS as CU1,100+500 shares Ccu2.20

originally reported:
20X0 basic EPS restated CU1,100

for rightsissue: (500 shares x 1.1) CuU2.00
20X1 basic EPS

including effects of CuU1,500

rightsissue: (500 x 1.1 x 2+12) + (600 x 10+12)
20X2 basic EPS: CU1,800+600 shares

Cu2.54

CU3.00

Example 5 - Effects of Share Optionson Diluted Earnings per Share

Reference: HKAS 33, paragr aphs 45-47

Profit attributable to ordinary equity
holders of the parent entity for year 20X 1

Weighted average number of ordinary
shares outstanding during year 20X1

Average market price of one ordinary
share during year 20X 1

Weighted average number of shares under
option during year 20X 1

Exercise price for shares under option
during year 20X1

33

CU1,200,000

500,000 shares

CuU20.00

100,000 shares

CU15.00



Calculation of earnings per share

Profit attributable to ordinary equity
holders of the parent entity for
year 20X 1

Weighted average shares
outstanding during year 20X 1
Basic earnings per share

Weighted average number of shares
under option

Weighted average number of shares
that would have been issued at
average market price:

(100,000 x CU15.00) +CU20.00

Diluted earnings per share

Earnings

CU1,200,000

CU1,200,000

HKAS 33 (March-2004December 2007)

Shares Per share
500,000
Cu2.40
100,000
(75,000)
525,000 Cu2.29

* Earnings have not increased because the total number of shares hasincreased only by the number of
shares (25,000) deemed to have been issued for no consideration (see paragraph 46(b) of the Standard).

Example 5A — Deter mining the Exer cise Price of Employee Share Options

Weighted average number of unvested share options per

employee

Weighted average amount per employee to be recognised

1,000

CU1,200

over the remainder of the vesting period for employee
services to be rendered as consideration for the share options,
determined in accordance with HKFRS 2 Share-based

Payment

Cash exercise price of unvested share options

Calculation of adjusted exercise price

Fair value of services yet to be rendered per employee:

Fair value of services yet to be rendered per option:

(CU1,200/ 1,000)

Total exercise price of share options: (CU15.00 + CU1.20)

34
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Example 8 —Convertible Bonds Settled in Sharesor Cash at the Issuer’s Option
Reference: HKAS 33, paragraphs 31-33, 36, 58 and 59

An entity issues 2,000 convertible bonds at the beginning of Year 1. The bonds have a
three-year term, and are issued at par with a face value of CU1,000 per bond, giving
total proceeds of CU2,000,000. Interest is payable annually in arrears at a nominal
annual interest rate of 6 per cent. Each bond is convertible at any time up to maturity
into 250 eemmeon-ardinary shares. The entity has an option to settle the principal amount
of the

convertible bondsin ordinary shares or in cash.

When the bonds are issued, the prevailing market interest rate for similar debt without a
conversion option is 9 per cent. At the issue date, the market price of one
eemmenordinary shareis CU3. Income tax isignored.

Profit attributable to ordinary equity CU1,000,000
holders of the parent entity Year 1

Ordinary shares outstanding 1,200,000

Convertible bonds outstanding 2,000

Allocation of proceeds of bond issue:

Liability component CU1,848,122-
Equity component CU151,878
CU2,000,000

The liability and equity components would be determined in accordance with HKAS 32
Financial Instruments. Disclosure and Presentation. These amounts are recognised as
theinitial carrying amounts of the liability and equity components. The amount
assigned to the issuer conversion option equity element is an addition to equity and is
not adjusted.

Basic earnings per share Year 1.

CU1,000,000 = CU0.83 per ordinary share
1,200,000

° This represents the present value of the principal and interest discounted at 9% - CU2,000,000 payable at the end of three
years; CU120,000 payable annually in arrears for three years.
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Contents

Hong Kong Accounting Standard 34

Interim Financial Reporting

OBJECTIVE paragraphs
SCOPE 1-3
DEFINITIONS 4
CONTENT OF AN INTERIM FINANCIAL REPORT 5-25
Minimum Components of an Interim Financial Report 8
Form and Content of Interim Financial Statements 9-14
Selected Explanatory Notes 15-18
Disclosure of Compliance with HKFRSs 19
Periods for which Interim Financial Statements are Required to be Presented 20-22
Materiality 23-25
DISCLOSURE IN ANNUAL FINANCIAL STATEMENTS 26
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Hong Kong Accounting Standard 34 Interim Financial Reporting
(HKAS 34) is set out in paragraphs 1-46. All the paragraphs have
equal authority. HKAS 34 shall be read in the context of its objective,
the Preface to Hong Kong Financial Reporting Standards and the
Framework for the Preparation and Presentation of Financial
Statements. HKAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors provides a basis for selecting and applying
accounting policies in the absence of explicit guidance.
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Appendix E

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated
into the text of this Standard and this appendix will be deleted. In the amended paragraphs shown below,
new text is underlined and deleted text is struck through.

HKFRS 8 Operating Segments (issued in March 2007) - effective for
annual periods beginning on or after 1 January 2009

Paragraph 16 is amended as follows:

16 An entity shall include the following information, as a minimum, in the notes to
its interim financial statements, if material and if not disclosed elsewhere in the
interim financial report. The information shall normally be reported on a
financial year-to-date basis. However, the entity shall also disclose any events
or transactions that are material to an understanding of the current interim
period:

(9) Ih_e_f_O_LLOAALLDﬂ_SE(Jment Feveﬁue—aﬁd—se&meﬁ{—m%m—f&r—buﬁﬁess

basrs—ef—seqmem—maemﬂa—lnformatlon (dlsclosure of seqment data
information is required in an entity’s interim financial report only if

HKAS1H4-SegmentReperting-rHKERS 8 Operatina Seaments requires
that entity to disclose segment data-information in its annual financial

statements):.

(i) revenues from external customers, if included in the measure

of seament profit or loss reviewed by the chief operatina
decision maker or otherwise reqularly provided to the chief
operating decision maker;

(i) interseament revenues, if included in the measure of segment
profit or loss reviewed by the chief operating decision maker
therwise r larly provi to the chief ratin ision
maker;

iii m re of ment profit or |

the amount disclosed in the last annual financial statements:

W) | o f diff [ | fi :
statements in the basis of seamentation or in the basis of
measurement of segment profit or loss;

(vi) areconciliation of the total of the reportable seaments’
measures of profit or loss to the entity’s profit or loss before
X expen X incom nd di ntin rations.
However. if an entity allocates to reportable seaments items
such as tax expense (tax income), the entity may reconcile the

loss after those items. Material reconciling items shall be
separately identified and described in that reconciliation;
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HKAS 1 Presentation of Financial Statements (issued in December 2007)
- effective for annual periods beginning on or after 1 January 2009

In the rubric, the first sentence is amended as described below.

Hong Kong Accounting Standard 34 Interim Financial Reporting (HKAS 34) is set out in
paragraphs 1—46 1-47. All the paragraphs ...

Paragraphs 4, 5 and 8 are amended as follows:

4
Interim financial report means a financial report containing either a complete set
of financial statements (as described in HKAS 1 Presentation of Financial
Statements (as revised in 2007)) or a set of condensed financial statements (as
described in this Standard) for an interim period.

5 HKAS 1 (as revised in 2007) defines a complete set of financial statements as
including the following components:

(a) a-balahee sheet a statement of financial position as at the end of the period;
(b) ar-inceme-statement a statement of comprehensive income for the period;
(c) a statement of changes in equity for the period; shewirg-either:
Ui al-ehanges-in-equity;-oF
eRanges II II equlty_st e “a.' tnese_a SIRGHO! IIEIELIIISEEE;EGIIS gkl

(d) a eash-ftew statement of cash flows for the period; anet
(e) notes, comprising a summary of significant accounting policies and other

explanatory retes- information; and
() a statement of financial position as at the beginning of the earliest

statements, or when it reclassifies items in its financial statements.

8 An interim financial report shall include ...

@) acondensed balanree-sheetstatement of financial position;
(b) a condensed ireoeme statement of comprehensive income, presented as
either:
(i) a condensed separate income statement and a condensed
statement of comprehensive income;
(c) acondensed statement of changes in equity shewing-either{i}-at
X - . | distributi :
(d) acondensed eash-flew statement of cash flows; and
(e) selected explanatory notes.
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Paragraph 8A is added as follows:

8A If an entity presents the components of profit or loss in a separate income
statement as described in paragraph 81 of HKAS 1 (as revised in 2007), it
presents interim condensed information from that separate statement.

Paragraph 11 is amended as follows:

11 In the statement that presents the combonents of profit or loss for an interim
ogugd_an_emuy_shau_mmsaasm and dquted earmnqs per share shattbe
e for an

interim th g period.

Paragraph 11A is added as follows:
11A If an entity presents the components of profit or loss in a separate income
statement as described in paraaraph 81 of HKAS 1 (as revised in 2007), it
presents basic and diluted earnings per share in that separate statement.
Paragraph 12 is amended as follows:

12 HKAS 1 (as revised in 2007) provides guidance on the structure of financial
statements. ...

Paragraph 13 is deleted.

In paragraph 16(i), 1ast annual balance sheet date’ is amended to ‘end of the last annual
reporting period’.

Paragraph 20 is amended as follows:

20 Interim reports shall ...
(@) ... financial years;,
(b) ireeme statements of comprehensive income for the current interim

period and cumulatively for the current financial year to date, with
comparative inrcome statements of comprehensive income for the
comparable interim periods (current and year-to-date) of the
immediately precedina financial vear-_As permitted bv HKAS 1 (as
revised in 2007). an interim report mayv present for each period either a
sinale statement of comprehensive income. or a statement displaving
components of profit or loss (separate income statement) and a second

statement beginning with profit or loss and displaying components of
other comprehensive income (statement of comprehensive income).

(c) statement shewing of changes in equity ... preceding financial year ;-anth
(d)
In paragraph 21, ‘ending on the interim reporting date’ is amended to ‘up to the end of the interim period'.
In paragraph 30(b), ‘on the balance sheet’ is amended to ‘in the statement of financial position’.

In paragraph 31, ‘both at annual and interim financial reporting dates’ is amended to ‘at the end of both
annual and interim financial reporting periods’.

In paragraph 32, ‘at an interim reporting date’ is amended to ‘at the end of an interim reporting period’
and ‘at an annual reporting date’ is amended to ‘at the end of an annual reporting period’.

Paragraph 47 is added as follows:

47 HKAS 1 (as revised in 2007) amended the terminoloay used throuahout HKFRSs.
In addition it amended paraaraphs 4, 5, 8, 11, 12 and 20, deleted paragraph 13
and added paraaraphs 8A and 11A. An entity shall apply those amendments for
annual periods beginning on or after 1 January 2009. If an entity applies HKAS 1
(revised 2007) for an earlier period, the amendments shall be applied for that
earlier period.
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Appendix F

Amendments resulting from other Implementation Guidance

The following sets out amendments required for this Guidance resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated
into the text of this Guidance and this appendix will be deleted. In the amended paragraphs shown
below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December
2007) — effective for annual periods beginning on or after 1 January 2009

Appendix B accompanying HKAS 34 is amended as described below.
In paragraph B3, ‘the income statement’ is amended to ‘profit or loss’.
In paragraph B10, ‘at interim financial reporting dates’ is amended to ‘at the end of interim
financial reporting periods’, ‘at an interim reporting date’ is amended to ‘at the end of an interim
reporting period’ and ‘at an annual reporting date’ is amended to ‘at the end of an annual
reporting period’.

In paragraph B11, ‘at an interim financial reporting date’ is amended to ‘at the end of an interim
financial reporting period’.

In paragraph B25, ‘any financial reporting date’ is amended to ‘the end of any financial
reporting period’.

In paragraph B30, ‘in profit or loss or in equity’ is amended to ‘in profit or loss or in other
comprehensive income’.
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Appendix B

Amendment to HKAS 16

The amendment in this appendix shall be applied when an entity applies HKAS 16 Property,
Plant and Equipment . This appendix is superseded when HKAS 36 Impairment of Assets
becomes effective. This appendix replaces the consequential amendments made by HKAS 16 to
SSAP 31(whichisreferred toin HKAS 16 Appendix paragraph A4 as“ HKAS 36" ). HKAS 36
incor porates the requirements of the paragraphs in this appendix. Consequently, the
amendments from HKAS 16 are not necessary once an entity is subject to HKAS 36 .

Accordingly, this appendix is applicable only to entities that elect to apply HKAS 16 before its
effective date.

* k%

The amendments contained in this appendix when this Sandard was issued have been
incorporated into the relevant Sandards.
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Appendix D
Amendments Resulting from other HKFRSs

The following sets out amendments required for this Sandard resulting from other newly issued
pronouncements that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Sandard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December
2007) — effective for annual periods beginning on or after 1 January
2009

Paragraphs 61 and 120 are amended as follows:

61 An impairment loss on a non-revalued asset is recognised in profit or loss.
However, an impairment loss on arevalued asset isrecognised directhy-against
any-revaluation-surphusferthe-asset in other comprehensive incometo the
extent that the impairment loss does not exceed the amount in the revaluation
surplus for that same asset. Such an impairment 1oss on a revalued asset
reducesthe revaluation surplus for that asset

120 A reversal of an impairment loss on arevalued asset is eredited-directhyto-

eqtity-tnderthe-heading recognised in other comprehensive income and
increases the revaluation surplus for that asset. However, ---

In paragraphs 126 and 129, 'directly in equity' is amended to in other comprehensive
income'.

Paragraph 140A is added asfollows:

140A |AS 1 Presentation of Financial Statements (asrevised in 2007) amended
the terminology used throughout |FRSs. | n addition it amended
paragraphs 61, 120, 126 and 129. An entity shall apply those amendments
for annual periods beginning on or after 1 January 2009. |f an entity
applies | AS 1 (revised 2007) for an earlier period, the amendments shall be
applied for that earlier period.

HKFRS 8 Operating Segment (issued in Mar ch 2007) — effective for
annual periods beginning on or after 1 January 2009

Paragraph IN11 is amended as follows:

IN11 SSAP 31 required goodwill acquired in a business combination to be tested for
impairment as part of impairment testing the cash-generating unit(s) to which it
related. It employed a “bottom-up/top-down” approach under which the
goodwill was, in effect, tested for impairment by allocating its carrying amount
to each cash-generating unit or smallest group of cash-generating units to
which a portion of that carrying amount could be allocated on a reasonable and
consistent basis. The Standard similarly requires goodwill acquired in a
business combination to be tested for impairment as part of impairment testing
the cash-generating unit(s) to which it relates. However, the Standard clarifies
that:

51A



HKAS 36 (December 2007)

(b) each unit or group of units to which the goodwill is allocated should:

0)

(ii)

represent the lowest level within the entity at which the goodwill is
monitored for internal management purposes; and

not be larger than an operating segment based-en-either—the-entitys
prirvnary—or—the—entity-s—seeondary—repoerting—fermat determined in
accordance with HKAS-14-Segment-Reperting HKFRS 8 Operating
Segments.

Paragraph 80 is amended asfollows:

80 For the purpose of impairment testing, goodwill acquired in a business
combination shall, from the acquisition date, be allocated to each of the
acquirer’'s cash-generating units, or groups of cash-generating units, that
is expected to benefit from the syner gies of the combination, irrespective of
whether other assets or liabilities of the acquiree are assigned to those
units or groups of units. Each unit or group of units to which the goodwill
is so allocated shall:

(b)

not be larger than an_operating segment based—en—either—the
L . : — I -

determined in accordance with HIKAS—14—Segment—Reperting
HKFRS 8 Operatin ments.

Paragraph 129 is amended as follows:

129  An entity that reports segment information in accordance with HKAS14
Segment—Reperting HKFRS 8 Operating Segments shall disclose the
following for each reportable segment based—er—an—entity-s—primary
repertingformat:

In paragraph 130, subparagraphs (c)(ii), (d)(i) and (d)(ii) are amended asfollows:

130 ()

130 (d)

(if)

0)

(ii)

if the entity reports segment information in accordance with
HKAS14 HKFRS 8, the reportable segment to which the asset

belongs-based-en-the-entity-sprimary-+eportingformat.

a description of the cash-generating unit (such as whether it is
a product line, a plant, a business operation, a geographical
area, or areportable segment as defined in HKFRS 8):

the amount of the impairment loss recoanised or reversed by
class of assets and, if the entity reports segment infor mation in
accordance with HKAS-34 HKFERS 8, by reportable segment

based-on-theentity sprimaryrepertingformat; and
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requirements currently associated with the impairment test might be reduced if the
subsequent cash flow test werein place.

APPENDI X
Amendmentsto Basisfor Conclusionsresulting from other HKFRSs

The following sets out amendments required for this Basis for Conclusions resulting from other
newly issued HKFRSs that are not yet effective. Once effective, the amendments set out below
will be incorporated into the text of this Basis for Conclusions and this appendix will be deleted.
In the amended paragraphs shown below, new text is underlined and deleted text is struck
through.

HKFRS 8 Operating Segments (issued in March 2007) — effective for
annual periods beginning on or after 1 January 2009

Paragraph BC144 is footnoted as follows:

In 2006 IAS 14 was replaced by IFRS 8 Operating Segments. |IFRS 8 does not require
disclosure of primary and secondary segment information. See paragraph BC150A.

In the footnote to paragraph BC147, the following is added at the end:
IAS 14 was replaced by IFRS 8 in 2006. See paragraph BC150A.
Paragraph BC150A is added after paragraph BC150, as follows:

BC150A In 2006 |FRS 8 replaced IAS 14 and changed the basis for identifying segments. Under
IAS 14, two sets of segments were identified—one based on related products and
services, and the other on geographical areas. Under IFRS 8, operating segments are
identified on the basis of internal reports that are regularly reviewed by the entity’s
chief operating decision maker in order to all ocate resources to the segment and assess
its performance. The objective of the change was to improve the disclosure of segment
information, not to change the requirements of 1AS 36 relating to the allocation of
goodwill for impairment testing. The previous wording of the requirement in IAS 36
that each unit or group of units to which goodwill is allocated shall “not be larger than a
segment based on either the entity’ s primary or the entity’ s secondary reporting format
determined in accordance with |AS 14" has been amended by IFRS 8 to “not be larger
than an operating segment determined in accordance with IFRS 8”. The arguments set
out above in support of the original requirement based on segments determined in
accordance with IAS 14 support the revised requirements based on segments
determined in accordance with the requirementsin IFRS 8.

The second sentence of paragraph BC166(b) is footnoted as follows:

In 2006 IAS 14 was replaced by IFRS 8 Operating Segments which does not require
disclosure of primary and secondary segment information. See paragraph BC150A.
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HKAS 1 Presentation of Financial Statements (issued in December
2007) — effective for annual periods beginning on or after 1 January
2009

At the end of the rubric preceding the Introduction a paragraph is added as follows:

In this Basis for nclusions th minol has not to refl h
changes made by |AS 1 Presentation of Financial Statements (as revised in 2007).

Paragraph BCZ108 is footnoted as follows:

BCZ108 IAS 36 requires that an impairment loss on a revalued asset should be
recognised as an expense in the income statement* immediately, except that
it should be recognised directly in equityt to the extent that it reverses a
previous revaluation on the same asset.

IAS 1 Presentation of Fmanual Statements (as revlsed in 2007) requires an

comprehensve Income or in tWO statements (a separate |ncome statement

and a statement of comprehensive income).

A n f the revision of IAS 1 (revi 2 impairment |
is recognised in other comprehensive income.
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Appendix
Amendments to Implementation Guidance resulting from other
HKFRSs

The following sets out amendments required for this Guidance resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Guidance and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKFRS 8 Operating Segments (issued in March 2007) — effective for
annual periods beginning on or after 1 January 2009

Paragraph IE80 is amended as follows:

IEBO  Entity M isamultinational manufacturing firm that uses geographical segments asits-
prirmary-fermat-for reporting segment information. M’ s three reportable segments based
enthatfermat-are Europe, North America and Asia. Goodwill has been alocated for
impai rment testing purposes to three individual cash—generating units-two in Europe
(units A and B) and one in North America (unit C)—and to one group of cash-generating
units (comprising operation XY Z) in Asia. Units A, B and C and operation XY Z each
represent the lowest level within M at which the goodwill is monitored for internal
management purposes.
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APPENDICES

A. Tables — Provisions, Contingent Liabilities, Contingent Assets and
Reimbursements

Decision Tree
Examples: Recognition

Examples: Disclosure

moow

Comparison with International Accounting Standards

T

. Amendments resulting from other HKFRSs

Hong Kong Accounting Standard 37 Provisions, Contingent Liabilities and
Contingent Assets (HKAS 37) is set out in paragraphs 1-96. All the
paragraphs have equal authority. HKAS 37 shall be read in the context of
its objective, the Preface to Hong Kong Financial Reporting Standards
and the Framework for the Preparation and Presentation of Financial
Statements. HKAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors provides a basis for selecting and applying
accounting policies in the absence of explicit guidance.
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Present obligation as a result of a past obligating event - The obligating event is the signing of the
lease contract, which gives rise to a legal obligation.

An outflow of resources embodying economic benefits in settlement - When the lease becomes
onerous, an outflow of resources embodying economic benefits is probable (Until the lease becomes
onerous, the entity accounts for the lease under HKAS 17 Leases).

Conclusion - A provision is recognised for the best estimate of the unavoidable lease payments (see
paragraphs 5(c), 14 and 66).

Example 8A - An Onerous Contract

Same facts as example 8 except that the old factory can be used as a temporary godown generating a
low level of income.

Conclusion - A provision is recognised for the best estimate of the net amount of the unavoidable lease
costs i.e. the gross unavoidable lease costs less the probable net revenue expected from the godown
operations (see paragraph 5(c), 14 and 66).

Example 9: A Single Guarantee

On 31 December 1999, Entity A gives a guarantee of certain borrowings of Entity B, whose financial
condition at that time is sound. During 2000, the financial condition of Entity B deteriorates and at 30
June 2000 Entity B files for protection from its creditors.

This contract meets the definition of an insurance contract in HKFRS 4 Insurance Contracts, but is
within the scope of HKAS 39 FlnanC|aI Instruments: Recoqnltlon and Measurement because it also

guarantee contracts HKFRS 4 permlts the issuer to continue its eX|st|ng accountlng poI|C|es for
insurance contracts if specified minimum requirements are satisfied. HKFRS 4 also permits changes in
accounting policies that meet specified criteria. The following is an example of an accounting policy that
HKFRS 4 permits and that also complies with the requirements in HKAS 39 for financial guarantee

contracts within the scope of HKAS 39.

(@ At 31 December 1999

Present obligation as a result of a past obligating event — The obligating event is the giving of the
guarantee, which gives rise to a legal obligation.

An outflow of resources embodying economic benefits in settlement — No outflow of benefits is
probable at 31 December 1999.

Conclusion — The guarantee is recognised at fair value.
(b) At 31 December 2000

Present obligation as a result of a past obligating event — The obligating event is the giving of the
guarantee, which gives rise to a legal obligation.

An outflow of resources embodying economic benefits in settlement — At 31 December 2000, it is
probable that an outflow of resources embodying economic benefits will be required to settle the
obligation.

Conclusion — The guarantee is subsequently measured at the higher of (a) the best estimate of the
obligation (see paragraphs 14 and 23), and (b) the amount initially recognised less, when appropriate,
cumulative amortisation in accordance with HKAS 18 Revenue.

Example 10: A Court Case

After a wedding in 2000, ten people died, possibly as a result of food poisoning from products sold by
the entity. Legal proceedings are started seeking damages from the entity but it disputes liability. Up to
the date of authorisation of the financial statements for the year to 31 December 2000 for issue, the
entity's lawyers advise that it is probable that the entity will not be found liable. However, when the entity
prepares the financial statements for the year to 31 December 2001, its lawyers advise that, owing to
developments in the case, it is probable that the entity will be found liable.
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Appendix F

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated
into the text of this Standard and this appendix will be deleted. In the amended paragraphs shown below,
new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) - effective for annual periods beginning on or
after 1 January 2009

In paragraph 25, ‘balance sheet items’ is amended to ‘items in the statement of financial position’.
In paragraph 75, 'of users taken' is amended to that users make'.
In Appendix C, Example 6:

‘At the balance sheet date of 31 December 1999’ is replaced by
‘At 31 December 1999, the end of the reporting period’

‘At the balance sheet date of 31 December 2000’ is replaced by
‘At 31 December 2000, the end of the reporting period’.
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Hong Kong Accounting Standard 38
| ntangible Assets

Objective

1

The objective of this Standard is to prescribe the accounting treatment for intangible
assets that are not dealt with specifically in another Standard. This Standard requires an
entity to recognise an intangible asset if, and only if, specified criteriaare met. The
Standard al so specifies how to measure the carrying amount of intangible assets and
requires specified disclosures about intangible assets.

Scope

2.

This Standard shall be applied in accounting for intangible assets, except:
(@ intangible assets that are within the scope of another Standard,;

(b) financial assets, asdefined in HKAS 32 Financial | nstruments: Presentation;
and

(c) the recognition and measurement of exploration and evaluation assets (see
HKFERS 6 Exploration for and Evaluation of Mineral Resour ces); and

(de) mineral-rightsand-expenditure on the expleration-fer,-er-development and

extraction of minerals, oil, natural gasand similar non-regenerative
I esources.

If another Standard prescribes the accounting for a specific type of intangible asset, an
entity applies that Standard instead of this Standard. For example, this Standard does

not apply to:

@ intangible assets held by an entity for sale in the ordinary course of business
(see HKAS 2 Inventories and HKAS 11 Construction Contracts).

(b) deferred tax assets (see HKAS 12 Income Taxes).
(c) leases that are within the scope of HKAS 17 Leases.
(d) assets arising from employee benefits (see HKAS 19 Empl oyee Benéfits).

(e) financial assets as defined in HKAS32. The recognition and measurement of
some financial assets are covered by HKAS 27 Consolidated and Separate
Financial Satements, HKAS 28 Investments in Associates and HKAS 31
Interestsin Joint Ventures.

) goodwill acquired in a business combination (see HKFRS 3 Business
Combinations).

(9 deferred acquisition costs, and intangible assets, arising from an insurer’s
contractual rights under insurance contracts within the scope of HKFRS 4
Insurance Contracts. HKFRS 4 sets out specific disclosure requirements for
those deferred acquisition costs but not for those intangible assets. Therefore,
the disclosure requirementsin this Standard apply to those intangibl e assets.
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SSAP 29 Intangible Assetsissued in 2001 was effective.

Transtional Provisions and Effective Date

129.

130.

130A.

If an entity electsin accordance with paragraph 85 of HKFRS 3 Business
Combinations to apply HKFRS 3 from any date before the effective dates set out in
paragraphs 78-84 of HKFRS 3, it also shall apply this Standard prospectively from
that same date. Thus, the entity shall not adjust the carrying amount of intangible
assets recognised at that date. However, the entity shall, at that date, apply this
Standard to reassess the useful lives of its recognised intangible assets. If, as a result
of that reassessment, the entity changes its assessment of the useful life of an asset,
that change shall be accounted for as a change in an accounting estimatein
accordance with HKAS 8 Accounting Palicies, Changes in Accounting Estimates
and Errors.

Otherwise, an entity shall apply this Standard:

(@ to the accounting for intangible assets acquired in business combinations for
which the agreement date is on or after 1 January 2005; and

(b) to the accounting for all other intangible assets prospectively from the
beginning of the first annual period beginning on or after 1 January 2005.
Thus, the entity shall not adjust the carrying amount of intangible assets
recognised at that date. However, the entity shall, at that date, apply this
Standard to reassess the useful lives of such intangible assets. If, asaresult
of that reassessment, the entity changes its assessment of the useful life of an
asset, that change shall be accounted for asa change in an accounting
estimate in accordance with HKAS 8.

An entity shall apply the amendments in paragraph 2 for annual periods beginning on or
after 1 January 2006. If an entity appliesHKFRS 6 for an earlier period, those
amendments shall be applied for that earlier period.

Exchanges of Similar Assets

131

The reguirement in paragraphs 129 and 130(b) to apply this Standard prospectively
means that if an exchange of assets was measured before the effective date of this
Standard on the basis of the carrying amount of the asset given up, the entity does not
restate the carrying amount of the asset acquired to reflect itsfair value at the
acquisition date.

Early Application

132.

Entities to which paragraph 130 applies are encouraged to apply the requirements of
this Standard before the effective dates specified in paragraph 130. However, if an
entity applies this Standard before those effective dates, it also shall apply HKFRS 3
and HKAS 36 Impair ment of Assetsat the sametime.

Withdrawal of SSAP 29

133.

This Standard supersedes SSAP 29 Intangible Assets (issued in 2001).
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Appendix
Amendmentsresulting from other HKFRSs

The following sets out amendments required for this Sandard resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Sandard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 23 Borrowing Costs (issued in June 2007) - effective for annual
periods beginning on or after 1 January 2009

Paragraph 32 is amended as follows:

32 If payment for an intangible asset is deferred beyond normal credit terms, its cost
is the cash price equivalent. The difference between this amount and the total
payments is recognised as interest expense over the period of credit unlessit is

capitalised in accordance with the-capitatisation-treatment-permittesHr-HK AS 23

Borrowing Costs.

HKAS 1 Presentation of Financial Satements (issued in December
2007) - effective for annual periods beginning on or after 1 January
2009

Paragraphs 85 and 86 are amended as follows:

85 If an intangible asset’s carrying amount isincreased as aresult of a
revaluation, the increase shall be eredited-directhy-te recognised in other
compr ehensive income and accumulated in equity under the heading of
revaluation surplus. However, ...

86 If an intangible ... However, the decr ease shall be debited-directhy-to-
eqa+t%unde%hehead+ng—ef+evakuaﬁen—sm—pl—usrecoqnlsed in other

comprehensive income to the extent of any credit balancein the
revaluation surplusin respect of that asset. The decreaserecoanised in
other compr ehensive income reduces the amount accumulated in equity.

under the heading of revaluation surplus.

In paragraph 87, ‘through the income statement’ is amended to ‘through profit or loss'.
In paragraph 118(e)(iii), ‘directly in equity’ is amended to ‘in other comprehensiveincome .
Paragraph 130B is added as follows:

130B HKAS 1 Presentation of Financial Statements (asrevised in 2007) amended
the terminology used throughout HKFRSs. | n addition it amended
par agraphs 85, 86 and 118(e)(iii). An entity shall apply those amendments
for annual periodsbeginning on or after 1 January 2009. |f an entity
appliesHKAS 1 (revised 2007) for an earlier period, the amendments shall
be applied for that earlier period.
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Basis for Conclusions
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SCOPE
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Financial Guarantee Contracts
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Effective Interest Rate

Accounting for a Change in Estimates
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Continuing Involvement in a Transferred Asset
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Application of the Fair Value Measurement-Option to a
Component or a Proportion (Rather than the Entirety) of a
Financial Asset or a Financial Liability

Own-Credit Risk of Liabilities
Measurement of Financial Liabilities with a Demand Feature

Fair Value Measurement Guidance

Use of Quoted Prices in Active Markets
No Active Market

Impairment and Uncollectibility of Financial Assets

Impairment of Investments in Equity Instruments

HEDGING

Consideration of the Shortcut Method in SFAS 133

Hedges of Portions of Financial Assets and Financial Liabilities

{paragraphs-81,-81A-AGO9A-and-AGA9B)

Expected Effectiveness

Hedges of Portions of Non-Financial Assets and
Non-Financial Liabilities for Risk Other Than

Foreign Currency Risk

Loan Servicing Rights

Whether to Permit Hedge Accounting Using Cash Instruments
Whether to Treat Hedges of Forecast Transactions as

Fair Value Hedges

Hedges of Firm Commitments

Basis Adjustments

Basis Adjustments for Hedges of Forecast Transactions that will

Result in the Recognition of a Financial Asset or a Financial
Liability
Basis Adjustments for Hedges of Forecast Transactions that will

Result in the Recognition of a Non-Financial Asset or a
Non-Financial Liability

Hedging Using Internal Contracts

Fair Value Hedge Accounting for a Portfolio Hedge of Interest

Rate Risk

Background

Scope

The Issue: Why Fair Value Hedge Accounting was Difficult to
Achieve in accordance with Previous Versions of IAS 39

Prepayment Risk

Designation of the Hedged Item and Liabilities with a Demand
Feature

BC85-BCS6A

BC87-BC92
BC93-BC94
BC95-BC104
BC96-BC97101
BC102-BC104
BC105-BC130
BC105-BC130
BC131-BC1#2220
BC132-BC135
BC135A

BC136-BC136B

BC137-BC139
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What Portion of Assets Should Be Designated and the Impact on
Ineffectiveness

The Carrying Amount of the Hedged Item

Derecognition of Amounts Included in the Separate Line ltems

The Hedging Instrument

Hedge Effectiveness for a Portfolio Hedge of Interest Rate Risk

Transition to Fair Value Hedge Accounting for Portfolios of
Interest Rate Risk

ELIMINATION OF SELECTED DIFFERENCES FROM US GAAP
SUMMARY OF CHANGES FROM THE EXPOSURE DRAFT
DISSENTING OPINIONS

AMENDMENTS RESULTING FROM OTHER BASIS FOR
CONCLUSIONS

Implementation Guidance see separate booklet

Ilustrative Example

BC193-BC206

BC207-BC209
BC210-BC212
BC213-BC215
BC216-BC218
BC219-BC220

BC221
BC222

Hong Kong Accounting Standard 39 Financial Instruments:
Recognition and Measurement HKAS 39) is set out in paragraphs
1-109 and Appendices A, ard-B and C. All the paragraphs have equal
authority. HKAS 39 should be read in the context of its objective and
the Basis for Conclusions, the Preface to Hong Kong Financial
Reporting Standards and the Framework for the Preparation and
Presentation of Financial Statements. HKAS 8 Accounting Policies,
Changes in Accounting Estimates and Errors provides a basis for
selecting and applying accounting policies in the absence of explicit
guidance.
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Hong Kong Accounting Standard 39
Financial Instruments: Recognition and Measurement

Objective

1. The objective of this Standard is to establish principles for recognising and measuring
financial assets, financial liabilities and some contracts to buy or sell non-financial items.
Requirements for presenting ang-diselosing-information about financial instruments are
seteutin HKAS 32 Financial Instruments: Biselosure-and Presentation. Requirements
for disclosing information about financial instruments are in HKFRS 7 Financial
Instruments: Disclosures.

Scope
2. This Standard shall be applied by all entities to all types of financial instruments
except:

() those interests in subsidiaries, associates and joint ventures that are accounted
for under HKAS 27 Consolidated and Separate Financial Statements, HKAS
28 Investments in Associates or HKAS 31 Interests in Joint Ventures.
However, entities shall apply this Standard to an interest in a subsidiary,
associate or joint venture that according to HKAS 27, HKAS 28 or HKAS 31 is
accounted for under this Standard. Entities shall also apply this Standard to
derivatives on an interest in a subsidiary, associate or joint venture unless the
derivative meets the definition of an equity instrument of the entity in
HKAS 32.

(b) rights and obligations under leases to which HKAS 17 Leases applies.
However:

Q) lease receivables recognised by a lessor are subject to the derecognition
and impairment provisions of this Standard (see paragraphs 15-37, 58,
59, 63-65 and Appendix A paragraphs AG36-AG52 and AG84-AG93);

(i) finance lease payables recognised by a lessee are subject to the
derecognition provisions of this Standard (see paragraphs 39-42 and
Appendix A paragraphs AG57-AG63); and

(i) derivatives that are embedded in leases are subject to the embedded
derivatives provisions of this Standard (see paragraphs 10-13 and
Appendix A paragraphs AG27-AG33).

(©) employers’ rights and obligations under employee benefit plans, to which
HKAS 19 Employee Benefits applies.

(ed) financial instruments issued by the entity that meet the definition of an equity
instrument in HKAS 32 (including options and warrants). However, the holder
of such equity instruments shall apply this Standard to those instruments,
unless they meet the exception in (a) above.

* Effective for annual periods beginning on or after 1 January 2007.
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rights and obligations arising under (i) an insurance contract as defined in
HKFRS 4 Insurance Contracts; other than an issuer’s rights and obligations
arising under _an insurance contract that meets the definition of a financial
guarantee contract in paragraph 9, or (ii) snder-a contract that is within the
scope of HKFRS 4 because it contains a discretionary participation feature.
However, this Standard applies to a derivative that is embedded in a contract
within the scope of HKFRS 4 if the derivative is not itself a contract within the
scope of HKFRS 4 (see paragraphs 10-13 and Appendix A paragraphs
AG237-AG33). FurthermoreHfan-insurance-contractisafinancial-guarantee

paragraph-AG4A)Y-Moreover, if an issuer of financial guarantee contracts has
previously asserted explicitly that it regards such contracts as insurance
contracts and has used accounting applicable to insurance contracts, the issuer
may_elect to apply either this Standard or HKFRS 4 to such financial
guarantee contracts (see paragraphs AG4 and AG4A). The issuer may make
that election contract by contract, but the election for each contract is

irrevocable.

(gf)  contracts for contingent consideration in a business combination (see
paragraphs-65-676fHIKAS 22 HKFRS 3 Business Combinations). This
exemption applies only to the acquirer.

(@) contracts between an acquirer and a vendor in a business combination to buy

or sell an acquiree at a future date.
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exceptas-deseribed-loan commitments other than those loan commitment

descrlbed in paraqraph 4, lean—eemmﬁments—that—e&nmt—be—setﬂed—net—m—e&sn

eumu#anwamemsaneﬂreeegnﬁed—waeeerdaneewmh#%&& An |ssuer of

loan commitments shall apply HKAS 37 to ether-loan commitments that are
not within the scope of this Standard. However, all Eloan commitments are
subject to the derecognition provisions of this Standard (see paragraphs 15-42
and Appendix A paragraphs AG36-AG63).

financial instruments, contracts and obligations under share-based payment
transactions to which HKFRS 2 Share-based Payment applies, except for
contracts within the scope of paragraphs 5-7 of this Standard, to which this
Standard applies.

rights to payments to reimburse the entity for expenditure it is required to make
to settle a liability that it recognises as a provision in accordance with HKAS 37,
or for which, in an earlier period, it recognised a provision in accordance with
HKAS 37.

followmq loan commltments are W|th|n the scope of thls Standard:

(@)

(b)

Lean-loan commitments that the entity designates as financial liabilities at fair

value through profit or loss are-within-the-scope-of-this-Standard. An entity

that has a past practice of selling the assets resulting from its loan
commitments shortly after origination shall apply this Standard to all its loan
commitments in the same class.

loan commitments that can be settled net in cash or by delivering or issuing

another financial instrument. These loan commitments are derivatives. A loan
commitment is not regarded as settled net merely because the loan is paid out
in instalments (for example, a mortgage construction loan that is paid out in
instalments in line with the progress of construction).
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(c) commitments to provide a loan at a below-market interest rate. Paragraph 47(d)
specifies the subsequent measurement of liabilities arising from these loan
commitments.

This Standard shall be applied to those contracts to buy or sell a non-financial item
that can be settled net in cash or another financial instrument, or by exchanging
financial instruments, as if the contracts were financial instruments, with the
exception of contracts that were entered into and continue to be held for the purpose of
the receipt or delivery of a non-financial item in accordance with the entity’s expected
purchase, sale or usage requirements.

There are various ways in which a contract to buy or sell a non-financial item can be
settled net in cash or another financial instrument or by exchanging financial instruments.
These include:

@ when the terms of the contract permit either party to settle it net in cash or
another financial instrument or by exchanging financial instruments;

(b) when the ability to settle net in cash or another financial instrument, or by
exchanging financial instruments, is not explicit in the terms of the contract, but
the entity has a practice of settling similar contracts net in cash or another
financial instrument or by exchanging financial instruments (whether with the
counterparty, by entering into offsetting contracts or by selling the contract
before its exercise or lapse);

(©) when, for similar contracts, the entity has a practice of taking delivery of the
underlying and selling it within a short period after delivery for the purpose of
generating a profit from short-term fluctuations in price or dealer’s margin; and

(d) when the non-financial item that is the subject of the contract is readily
convertible to cash.

A contract to which (b) or (c) applies is not entered into for the purpose of the receipt or
delivery of the non-financial item in accordance with the entity’s expected purchase, sale
or usage requirements and, accordingly, is within the scope of this Standard. Other
contracts to which paragraph 5 applies are evaluated to determine whether they were
entered into and continue to be held for the purpose of the receipt or delivery of the
non-financial item in accordance with the entity’s expected purchase, sale or usage
requirements and, accordingly, whether they are within the scope of this Standard.

A written option to buy or sell a non-financial item that can be settled net in cash or
another financial instrument, or by exchanging financial instruments, in accordance with
paragraph 6(a) or (d) is within the scope of this Standard. Such a contract cannot be
entered into for the purpose of the receipt or delivery of the non-financial item in
accordance with the entity’s expected purchase, sale or usage requirements.

10
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Definitions
8. The terms defined in HKAS 32 are used in this Standard with the meanings specified in
paragraph 11 of HKAS 32. HKAS 32 defines the following terms:
. financial instrument
. financial asset
. financial liability
. equity instrument

and provides guidance on applying those definitions.
9. The following terms are used in this Standard with the meanings specified:
Definition of a Derivative

A derivative is a financial instrument or other contract within the scope of this
Standard (see paragraphs 2-7) with all three of the following characteristics:

() its value changes in response to the change in a specified interest rate,
financial instrument price, commaodity price, foreign exchange rate, index of
prices or rates, credit rating or credit index, or other variable, provided in the
case of a non-financial variable that the variable is not specific to a party to the
contract (sometimes called the ‘underlying’);

(b) it requires no initial net investment or an initial net investment that is smaller
than would be required for other types of contracts that would be expected to
have a similar response to changes in market factors; and

(c) it is settled at a future date.

Definitions of Four Categories of Financial Instruments

A financial asset or financial liability at fair value through profit or loss is a financial
asset or financial liability that meets either of the following conditions.

(@) It is classified as held for trading. A financial asset or financial liability is
classified as held for trading if it is:

(i) acquired or incurred principally for the purpose of selling or
repurchasing it in the near term;

(i) 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; or

(iii)  aderivative (except for a derivative that is a financial guarantee
contract or a designated and effective hedging instrument).

11
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(b)

designated by the entity as at fair value through profit or loss. An entity may

use this designation only when permitted by paragraph 11A, or when doing so
results in more relevant information, because either

(i) it eliminates or significantly reduces a measurement or _recognition
inconsistency (sometimes referred to as ‘an_accounting mismatch’)
that would otherwise arise from measuring assets or liabilities or
recognising the gains and losses on them on different bases; or

(ii) a group of financial assets, financial liabilities or both is managed and
its performance is evaluated on a fair value basis, in accordance with a
documented risk management or investment strateqy, and information
about the group is provided internally on that basis to the entity’s key
management _personnel (as defined in HKAS 24 Related Party
Disclosures (issued in 2004)), for example the entity’s board of
directors and chief executive officer.

In HKFERS 7, paragraphs 9-11 and B4~ require the entity to provide disclosures about
financial assets and financial liabilities it has designated as at fair value through profit
or loss, including how it has satisfied these conditions. For instruments qualifying in
accordance with (ii) above, that disclosure includes a narrative description of how
designation as at fair value through profit or loss is consistent with the entity’s
documented risk management or investment strateqy.

Investments in equity instruments that do not have a quoted market price in an active
market, and whose fair value cannot be reliably measured (see paragraph 46(c) and
Appendix A paragraphs AG80 and AG81), shall not be designated as at fair value
through profit or loss.

It should be noted that paragraphs 48, 48A, 49 and Appendix A paragraphs
AG69-AG82, which set out requirements for determining a reliable measure of the fair
value of a financial asset or financial liability, apply equally to all items that are
measured at fair value, whether by designation or otherwise, or whose fair value is
disclosed.

Held-to-maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturity that an entity has the positive intention and
ability to hold to maturity (see Appendix A paragraphs AG16-AG25) other than:

(@) those that the entity upon initial recognition designates as at fair value through
profit or loss;

* Effective for annual periods beginning on or after 1 January 2007.
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(b) those that the entity designates as available for sale; and
(© those that meet the definition of loans and receivables.

An entity shall not classify any financial assets as held to maturity if the entity has,
during the current financial year or during the two preceding financial years, sold or
reclassified more than an insignificant amount of held-to-maturity investments before
maturity (more than insignificant in relation to the total amount of held-to-maturity
investments) other than sales or reclassifications that:

(i) are so close to maturity or the financial asset’s call date (for example, less than
three months before maturity) that changes in the market rate of interest would
not have a significant effect on the financial asset’s fair value;

(i) occur after the entity has collected substantially all of the financial asset’s
original principal through scheduled payments or prepayments; or

(iii)  are attributable to an isolated event that is beyond the entity’s control, is
non-recurring and could not have been reasonably anticipated by the entity.

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than:

(@) those that the entity intends to sell immediately or in the near term, which shall
be classified as held for trading, and those that the entity upon initial
recognition designates as at fair value through profit or loss;

(b) those that the entity upon initial recognition designates as available for sale; or

(© those for which the holder may not recover substantially all of its initial
investment, other than because of credit deterioration, which shall be classified
as available for sale.

An interest acquired in a pool of assets that are not loans or receivables (for example,
an interest in a mutual fund or a similar fund) is not a loan or receivable.

Available-for-sale financial assets are those non-derivative financial assets that are
designated as available for sale or are not classified as (a) loans and receivables, (b)
held-to-maturity investments or (c) financial assets at fair value through profit or loss.

Definition of a Financial Guarantee Contract

A financial guarantee contract is a contract that requires the issuer to make specified
payments to reimburse the holder for a loss it incurs because a specified debtor fails to
make payment when due in accordance with the original or modified terms of a debt
instrument.

Definitions Relating to Recognition and Measurement

The amortised cost of a financial asset or financial liability is the amount at which the
financial asset or financial liability is measured at initial recognition minus principal
repayments, plus or minus the cumulative amortisation using the effective interest
method of any difference between that initial amount and the maturity amount, and
minus any reduction (directly or through the use of an allowance account) for
impairment or uncollectibility.

12A
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The effective interest method is a method of calculating the amortised cost of a
financial asset or a financial liability (or group of financial assets or financial
liabilities) and of allocating the interest income or interest expense over the relevant
period. The effective interest rate is the rate that exactly discounts estimated future
cash payments or receipts through the expected life of the financial instrument or,
when appropriate, a shorter period to the net carrying amount of the financial asset or
financial liability. When calculating the effective interest rate, an entity shall estimate
cash flows considering all contractual terms of the financial instrument (for example,
prepayment, call and similar options) but shall not consider future credit losses. The
calculation includes all fees and points paid or received between parties to the contract
that are an integral part of the effective interest rate (see HKAS 18), transaction costs,
and all other premiums or discounts. There is a presumption that the cash flows and
the expected life of a group of similar financial instruments can be estimated reliably.
However, in those rare cases when it is not possible to estimate reliably the cash flows
or the expected life of a financial instrument (or group of financial instruments), the
entity shall use the contractual cash flows over the full contractual term of the
financial instrument (or group of financial instruments).

Derecognition is the removal of a previously recognised financial asset or financial
liability from an entity’s balance sheet.

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

A regular way purchase or sale is a purchase or sale of a financial asset under a
contract whose terms require delivery of the asset within the time frame established
generally by regulation or convention in the marketplace concerned.

Transaction costs are incremental costs that are directly attributable to the acquisition,
issue or disposal of a financial asset or financial liability (see Appendix A paragraph
AG13). An incremental cost is one that would not have been incurred if the entity had
not acquired, issued or disposed of the financial instrument.

Definitions Relating to Hedge Accounting

A firm commitment is a binding agreement for the exchange of a specified quantity of
resources at a specified price on a specified future date or dates.

A _forecast transaction is an uncommitted but anticipated future transaction.

A hedging instrument is a designated derivative or (for a hedge of the risk of changes
in foreign currency exchange rates only) a designated non-derivative financial asset or
non-derivative financial liability whose fair value or cash flows are expected to offset
changes in the fair value or cash flows of a designated hedged item (paragraphs 72-77
and Appendix A paragraphs AG94-AG97 elaborate on the definition of a hedging
instrument).

A hedged item is an asset, liability, firm commitment, highly probable forecast
transaction or net investment in a foreign operation that (a) exposes the entity to risk
of changes in fair value or future cash flows and (b) is designated as being hedged
(paragraphs 78-84 and Appendix A paragraphs AG98-AG101 elaborate on the
definition of hedged items).

“ Paragraphs 48, 49 and AG69-AG82 of Appendix A contain requirements for determining the fair value
of a financial asset or financial liability.
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Hedge effectiveness is the degree to which changes in the fair value or cash flows of
the hedged item that are attributable to a hedged risk are offset by changes in the fair
value or cash flows of the hedging instrument (see Appendix A paragraphs
AG105-AG113).

Embedded Derivatives

10.

11.

11A.

An embedded derivative is a component of a hybrid (combined) instrument that also
includes a non-derivative host contract—with the effect that some of the cash flows of
the combined instrument vary in a way similar to a stand-alone derivative. An embedded
derivative causes some or all of the cash flows that otherwise would be required by the
contract to be modified according to a specified interest rate, financial instrument price,
commodity price, foreign exchange rate, index of prices or rates, credit rating or credit
index, or other variables, provided in the case of a non-financial variable that the variable
IS not specific to a party to the contract. A derivative that is attached to a financial
instrument but is contractually transferable independently of that instrument, or has a
different counterparty from that instrument, is not an embedded derivative, but a separate
financial instrument.

An embedded derivative shall be separated from the host contract and accounted for as
a derivative under this Standard if, and only if:

(@) the economic characteristics and risks of the embedded derivative are not
closely related to the economic characteristics and risks of the host contract
(see Appendix A paragraphs AG30 and AG33);

(b) a separate instrument with the same terms as the embedded derivative would
meet the definition of a derivative; and

(©) the hybrid (combined) instrument is not measured at fair value with changes in
fair value recognised in profit or loss (i.e. a derivative that is embedded in a
financial asset or financial liability at fair value through profit or loss is not
separated).

If an embedded derivative is separated, the host contract shall be accounted for under
this Standard if it is a financial instrument, and in accordance with other appropriate
Standards if it is not a financial instrument. This Standard does not address whether
an embedded derivative shall be presented separately on the face of the financial
statements.

Notwithstanding paragraph 11, if a contract contains one or more embedded

derivatives, an entity may designate the entire hybrid (combined) contract as a
financial asset or financial liability at fair value through profit or loss unless:

(a) the embedded derivative(s) does not significantly modify the cash flows that
otherwise would be required by the contract; or

13
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(b) it is clear with little or no analysis when a similar hybrid (combined)
instrument is first considered that separation of the embedded derivative(s) is
prohibited, such as a prepayment option embedded in a loan that permits the
holder to prepay the loan for approximately its amortised cost.

If an entity is required by this Standard to separate an embedded derivative from its
host contract, but is unable to measure the embedded derivative separately either at
acquisition or at a subsequent financial reporting date, it shall treat-designate the

entire_hybrid (combined) contract as-a-financial-asset-orfinancial-lability-thatis-held-
fortrading at fair value through profit or loss.

If an entity is unable to determine reliably the fair value of an embedded derivative on the
basis of its terms and conditions (for example, because the embedded derivative is based
on an unquoted equity instrument), the fair value of the embedded derivative is the
difference between the fair value of the hybrid (combined) instrument and the fair value
of the host contract, if those can be determined under this Standard. If the entity is unable
to determine the fair value of the embedded derivative using this method, paragraph 12

applies and the hybrid (combined) instrument is treated-as-held-fortrading designated as
at fair value through profit or loss.

13A



HKAS 39 (May—2004December 2007)

Subsequent Measurement of Financial Assets

45,

46.

For the purpose of measuring a financial asset after initial recognition, this Standard
classifies financial assets into the following four categories defined in paragraph 9:

@ financial assets at fair value through profit or loss;
(b) held-to-maturity investments;

(© loans and receivables; and

(d) available-for-sale financial assets.

These categories apply to measurement and profit or loss recognition under this Standard.
The entity may use other descriptors for these categories or other categorisations when
presenting information on the face of the financial statements. The entity shall disclose in
the notes the information required by-HKAS-32HKFRS 7”.

After initial recognition, an entity shall measure financial assets, including derivatives
that are assets, at their fair values, without any deduction for transaction costs it may
incur on sale or other disposal, except for the following financial assets:

@ loans and receivables as defined in paragraph 9, which shall be measured at
amortised cost using the effective interest method;

(b) held-to-maturity investments as defined in paragraph 9, which shall be
measured at amortised cost using the effective interest method; and

©) investments in equity instruments that do not have a quoted market price in an
active market and whose fair value cannot be reliably measured and
derivatives that are linked to and must be settled by delivery of such unquoted
equity instruments, which shall be measured at cost (see Appendix A
paragraphs AG80 and AG81).

Financial assets that are designated as hedged items are subject to measurement under
the hedge accounting requirements in paragraphs 89-102. All financial assets except
those measured at fair value through profit or loss are subject to review for impairment
in accordance with paragraphs 58-70 and Appendix A paragraphs AG84-AG93.

Subsequent Measurement of Financial Liabilities

47,

After initial recognition, an entity shall measure all financial liabilities at amortised
cost using the effective interest method, except for:

€)] financial liabilities at fair value through profit or loss. Such liabilities,
including derivatives that are liabilities, shall be measured at fair value except
for a derivative liability that is linked to and must be settled by delivery of an
unquoted equity instrument whose fair value cannot be reliably measured,
which shall be measured at cost.

* Effective for annual periods beginning on or after 1 January 2007.
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(b) financial liabilities that arise when a transfer of a financial asset does not
qualify for derecognition or is-accountedforusing-when the continuing
involvement approach_applies. Paragraphs 29 and 31 apply to the
measurement of such financial liabilities

(c) financial guarantee contracts as defined in paragraph 9. After initial
recognition, an issuer of such a contract shall (unless paragraph 47(a) or (b)
applies) measure it at the higher of:

(i) the amount determined in accordance with HKAS 37 Provisions,
Contingent Liabilities and Contingent Assets; and

(ii) the amount initially recognised (see paragraph 43) less, when
appropriate, cumulative amortisation recognised in accordance with
HKAS 18 Revenue.

(d) commitments to provide a loan at a below-market interest rate. After initial
recognition, an issuer of such a commitment shall (unless paragraph 47(a)
applies) measure it at the higher of:

(0] the amount determined in accordance with HKAS 37; and

(ii) the amount initially recognised (see paragraph 43) less, when
appropriate, cumulative amortisation recognised in accordance with
HKAS 18.

Financial liabilities that are designated as hedged items are subject to measurement
under the hedge accounting requirements in paragraphs 89-102.

Fair Value Measurement Considerations

*

48 .

48A.

In determining the fair value of a financial asset or a financial liability for the purpose
of applying this Standard, er HKAS 32_or HKFRS 7, an entity shall apply paragraphs
AG69-AG82 of Appendix A.

The best evidence of fair value is quoted prices in an active market. If the market for a

financial instrument is not active, an entity establishes fair value by using a valuation
technique. The objective of using a valuation technique is to establish what the
transaction price would have been on the measurement date in an arm’s length exchange
motivated by normal business considerations. Valuation technigues include using recent
arm’s length market transactions between knowledgeable, willing parties, if available,
reference to the current fair value of another instrument that is substantially the same,
discounted cash flow analysis and option pricing models. If there is a valuation technigue
commonly used by market participants to price the instrument and that technique has
been demonstrated to provide reliable estimates of prices obtained in actual market
transactions, the entity uses that technique. The chosen valuation technique makes
maximum use of market inputs and relies as little as possible on entity-specific inputs. It
incorporates all factors that market participants would consider in setting a price and is
consistent with accepted economic methodologies for pricing financial instruments.
Periodically, an entity calibrates the valuation technigue and tests it for validity using
prices from any observable current market transactions in the same instrument (ie without
modification or repackaging) or based on any available observable market data.

* Effective for annual periods beginning on or after 1 January 2007.
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The fair value of a financial liability with a demand feature (e.g. a demand deposit) is not
less than the amount payable on demand, discounted from the first date that the amount
could be required to be paid.

Reclassifications

50.

51.

52.

53.

54.

An entity shall not reclassify a financial instrument into or out of the fair value
through profit or loss category while it is held or issued.

If, as a result of a change in intention or ability, it is no longer appropriate to classify
an investment as held to maturity, it shall be reclassified as available for sale and
remeasured at fair value, and the difference between its carrying amount and fair
value shall be accounted for in accordance with paragraph 55(b).

Whenever sales or reclassifications of more than an insignificant amount of
held-to-maturity investments do not meet any of the conditions in paragraph 9, any
remaining held-to-maturity investments shall be reclassified as available for sale. On
such reclassification, the difference between their carrying amount and fair value shall
be accounted for in accordance with paragraph 55(b).

If a reliable measure becomes available for a financial asset or financial liability for
which such a measure was previously not available, and the asset or liability is
required to be measured at fair value if a reliable measure is available (see paragraphs
46(c) and 47), the asset or liability shall be remeasured at fair value, and the difference
between its carrying amount and fair value shall be accounted for in accordance with
paragraph 55.

If, as a result of a change in intention or ability or in the rare circumstance that a
reliable measure of fair value is no longer available (see paragraphs 46(c) and 47) or
because the ‘two preceding financial years’ referred to in paragraph 9 have passed, it
becomes appropriate to carry a financial asset or financial liability at cost or amortised
cost rather than at fair value, the fair value carrying amount of the financial asset or
the financial liability on that date becomes its new cost or amortised cost, as applicable.
Any previous gain or loss on that asset that has been recognised directly in equity in
accordance with paragraph 55(b) shall be accounted for as follows:

() In the case of a financial asset with a fixed maturity, the gain or loss shall be
amortised to profit or loss over the remaining life of the held-to-maturity
investment using the effective interest method. Any difference between the new
amortised cost and maturity amount shall also be amortised over the remaining
life of the financial asset using the effective interest method, similar to the
amortisation of a premium and a discount. If the financial asset is
subsequently impaired, any gain or loss that has been recognised directly in
equity is recognised in profit or loss in accordance with paragraph 67.

(b) In the case of a financial asset that does not have a fixed maturity, the gain or
loss shall remain in equity until the financial asset is sold or otherwise
disposed of, when it shall be recognised in profit or loss. If the financial asset
is subsequently impaired any previous gain or loss that has been recognised
directly in equity is recognised in profit or loss in accordance with paragraph
67.
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Gains and Losses

55.

56.

57.

A gain or loss arising from a change in the fair value of a financial asset or financial
liability that is not part of a hedging relationship (see paragraphs 89-102), shall be
recognised, as follows.

() A gain or loss on a financial asset or financial liability classified as at fair
value through profit or loss shall be recognised in profit or loss.

(b) A gain or loss on an available-for-sale financial asset shall be recognised
directly in equity, through the statement of changes in equity (see HKAS 1
Presentation of Financial Statements), except for impairment losses (see
paragraphs 67-70) and foreign exchange gains and losses (see Appendix A
paragraph AG83), until the financial asset is derecognised, at which time the
cumulative gain or loss previously recognised in equity shall be recognised in
profit or loss. However, interest calculated using the effective interest method
(see paragraph 9) is recognised in profit or loss (see HKAS 18 Revenue).
Dividends on an available-for-sale equity instrument are recognised in profit
or loss when the entity’s right to receive payment is established (see HKAS 18).

For financial assets and financial liabilities carried at amortised cost (see paragraphs
46 and 47), a gain or loss is recognised in profit or loss when the financial asset or
financial liability is derecognised or impaired, and through the amortisation process.
However, for financial assets or financial liabilities that are hedged items (see
paragraphs 78-84 and Appendix A paragraphs AG98-AG101) the accounting for the
gain or loss shall follow paragraphs 89-102.

If an entity recognises financial assets using settlement date accounting (see
paragraph 38 and Appendix A paragraphs AG53 and AG56), any change in the fair
value of the asset to be received during the period between the trade date and the
settlement date is not recognised for assets carried at cost or amortised cost (other than
impairment losses). For assets carried at fair value, however, the change in fair value
shall be recognised in profit or loss or in equity, as appropriate under paragraph 55.

Impairment and Uncollectibility of Financial Assets

58.

An entity shall assess at each balance sheet date whether there is any objective
evidence that a financial asset or group of financial assets is impaired. If any such
evidence exists, the entity shall apply paragraph 63 (for financial assets carried at
amortised cost), paragraph 66 (for financial assets carried at cost) or paragraph 67
(for available-for-sale financial assets) to determine the amount of any impairment
loss.
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Unlike loans and receivables, a held-to-maturity investment cannot be a hedged item with
respect to interest-rate risk or prepayment risk because designation of an investment as
held to maturity requires an intention to hold the investment until maturity without regard
to changes in the fair value or cash flows of such an investment attributable to changes in
interest rates. However, a held-to-maturity investment can be a hedged item with respect
to risks from changes in foreign currency exchange rates and credit risk.

For hedge accounting purposes, only assets, liabilities, firm commitments or highly
probable forecast transactions that involve a party external to the entity can be designated
as hedged items. It follows that hedge accounting can be applied to transactions between
entities or segments in the same group only in the individual or separate financial
statements of those entities or segments and not in the consolidated financial statements
of the group. As an exception, the foreign currency risk of an intragroup monetary item
(eg a payable/receivable between two subsidiaries) may qualify as a hedged item in the
consolidated financial statements if it results in an exposure to foreign exchange rate
gains or losses that are not fully eliminated on consolidation urderin accordance with
HKAS 21 The Effects of Changes in Foreign Exchange Rates. Under-In accordance with
HKAS 21, foreign exchange rate gains and losses on intragroup monetary items are not
fully eliminated on consolidation when the intragroup monetary item is transacted
between two group entities that have different functional currencies. In addition, the
foreign currency risk of a highly probable forecast intragroup transaction may qualify as
a hedged item in consolidated financial statements provided that the transaction is
denominated in a currency other than the functional currency of the entity entering into
that transaction and the foreign currency risk will affect consolidated profit or loss.

Designation of Financial Items as Hedged Items

81.

81A.

If the hedged item is a financial asset or financial liability, it may be a hedged item with
respect to the risks associated with only a portion of its cash flows or fair value (such as
one or more selected contractual cash flows or portions of them or a percentage of the
fair value) provided that effectiveness can be measured. For example, an identifiable and
separately measurable portion of the interest rate exposure of an interest-bearing asset or
interest-bearing liability may be designated as the hedged risk (such as a risk-free interest
rate or benchmark interest rate component of the total interest rate exposure of a hedged
financial instrument).

In a fair value hedge of the interest rate exposure of a portfolio of financial assets or
financial liabilities (and only in such a hedge), the portion hedged may be designated in
terms of an amount of a currency (e.g. an amount of dollars, euro, pounds or rand) rather
than as individual assets (or liabilities). Although the portfolio may, for risk management
purposes, include assets and liabilities, the amount designated is an amount of assets or
an amount of liabilities. Designation of a net amount including assets and liabilities is not
permitted. The entity may hedge a portion of the interest rate risk associated with this
designated amount. For example, in the case of a hedge of a portfolio containing
prepayable assets, the entity may hedge the change in fair value that is attributable to a
change in the hedged interest rate on the basis of expected, rather than contractual,
repricing dates. When the portion hedged is based on expected repricing dates, the effect
that changes in the hedged interest rate have on those expected repricing dates shall be
included when determining the change in the fair value of the hedged item. Consequently,
if a portfolio that contains prepayable items is hedged with a non-prepayable derivative,
ineffectiveness arises if the dates on which items in the hedged portfolio are expected to
prepay are revised, or actual prepayment dates differ from those expected.
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Effective Date and Transitional Provisions

103.  An entity shall apply this Standard for annual periods beginning on or after 1 January
2005. Earlier application is permitted. An entity shall not apply this Standard for
annual periods beginning before 1 January 2005 unless it also applies HKAS 32. If an
entity applies this Standard for a period beginning before 1 January 2005, it shall
disclose that fact. Except as provided for in paragraphs 104 and 105 below,
retrospective application is not permitted.

103A _ An entity shall apply the amendment in paragraph 2(j) for annual periods beginning
on or after 1 January 2006. If an entity applies HK(IFRIC)-Int 5 Rights to Interests
arising from Decommissioning, Restoration and Environmental Rehabilitation Funds
for an earlier period, this amendment shall be applied for that earlier period.

103B  Financial Guarantee Contracts (Amendments to HKAS 39 and HKFERS 4), issued in
September 2005, amended paragraphs 2(e) and (h), 4, 47 and AG4, added paragraph
AG4A, added a new definition of financial quarantee contracts in paragraph 9, and
deleted paragraph 3. An entity shall apply those amendments for annual periods
beginning on or after 1 January 2006. Earlier application is encouraged. If an entity
applies these changes for an earlier period, it shall disclose that fact and apply the
related amendments to HKAS 32" and HKFRS 4 at the same time.

104. The transition to this Standard should be as follows:
() [not used]

(b) for those transactions entered into before the beginning of the financial year in
which this Standard is initially applied that the entity did previously designate
as hedges, the recognition, derecognition, and measurement provisions of this
Standard should be applied prospectively. Therefore, if the previously
designated hedge does not meet the conditions for an effective hedge set out in
paragraph 88 and the hedging instrument is still held, hedge accounting will
no longer be appropriate starting with the beginning of the financial year in
which this Standard is initially applied. Accounting in prior financial years
should not be retrospectively changed to conform to the requirements of this
Standard. Paragraphs 91 and 101 explain how to discontinue hedge
accounting;

(c) at the beginning of the financial year in which this Standard is initially
applied , an entity should recognise all derivatives in its balance sheet as either
assets or liabilities and should measure them at fair value (except for a
derivative that is linked to and that must be settled by delivery of an unquoted
equity instrument whose fair value cannot be measured reliably). Because all
derivatives, other than those that are designated hedging instruments, are
considered held for trading, the difference between previous carrying amount
(which may have been zero) and fair value of derivatives should be recognised
as an adjustment of the balance of retained earnings at the beginning of the
financial year in which this Standard is initially applied (other than for a
derivative that is a designated hedging instrument);

“ When an entity applies HKFRS 7, the reference to HKAS 32 is replaced by a reference to HKFRS 7.
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(f)

(9)

(h)

(i)
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at the beginning of the financial year in which this Standard is initially applied,
an entity should apply the criteria in paragraphs 43-54 to identify those financial
assets and liabilities that should be measured at fair value and those that should
be measured at amortised cost, and it should remeasure those assets as
appropriate. Any adjustment of the previous carrying amount should be
recognised as an adjustment of the balance of retained earnings or, if
appropriate, another category of equity” at the beginning of the financial year in
which this Standard is initially applied;

at the beginning of the financial year in which this Standard is initially applied,
any balance sheet positions in fair value hedges of existing assets and liabilities
should be accounted for by adjusting their carrying amounts to reflect the fair
value of the hedging instrument;

if an entity’s hedge accounting policies prior to initial application of this
Standard had included deferral, as assets and liabilities, of gains or losses on
cash flow hedges, at the beginning of the financial year in which this Standard
is initially applied, those deferred gains and losses should be reclassified as a
separate component of equity to the extent that the transactions meet the
criteria in paragraph 88 and, thereafter, accounted for as set out in paragraphs
97-100;

transactions entered into before the beginning of the financial year in which
this Standard is initially applied should not be retrospectively designated as
hedges;

if a securitisation, transfer, or other derecognition transaction was entered into
prior to the beginning of the financial year in which this Standard is initially
applied, the accounting for that transaction shall not be retrospectively
changed to conform to the requirements of this Standard; and

sales or transfers of held-to-maturity investments before the beginning of the
financial year in which this Standard is initially applied do not trigger the
“tainting” rules in paragraph 9. If an entity has sold or transferred
held-to-maturity investments previously so designated under SSAP 24 in the
two preceding financial years, it is not prevented to continue to classify such
financial assets as held-to-maturity investments at the beginning of the
financial year in which this Standard is initially applied.

“ Preparers are reminded of the requirement to apply the revised transitional provision consistently for all
similar transactions and to disclose the accounting policy used in the notes to the financial statements.
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When this Standard is first applied, an entity is permitted to designate a previously

105A.

recognised financial asset as available for sale. For any such financial asset the entity
shall recognise all cumulative changes in fair value in a separate component of equity
until subseguent derecognition or impairment, when the entity shall transfer that
cumulative gain or loss to profit or loss. The entity shall also:

(a) restate the financial asset erfinancia-liability using the new designation in the
comparative financial statements; and

(b) disclose the fair value of the financial assets-orfinancial- Habilities-designated-
intoeachcategory at the date of designation and thetheir classification and
carrying amount in the previous financial statements.

An entity shall apply paragraphs 11A, 48A, AG4B-AG4K, AG33A and AG33B and the

105B.

2005 amendments in paragraphs 9, 12 and 13 for annual periods beginning on or after
1 January 2006. Earlier application is encouraged.

An entity that first applies paragraphs 11A, 48A, AG4B-AG4K, AG33A and AG33B

and the 2005 amendments in paragraphs 9, 12 and 13 in its annual period beginning
before 1 January 2006.

(a) is_permitted, when those new and amended paragraphs are first applied, to
designate as at fair value through profit or loss any previously recognised
financial asset or financial liability that then qualifies for such designation.
When the annual period begins before 1 September 2005, such designations
need not be completed until 1 September 2005 and may also include financial
assets and financial liabilities recognised between the beginning of that annual
period and 1 September 2005. Notwithstanding paragraph 91, any financial
assets and financial liabilities designated as at fair value through profit or loss
in_accordance with this subparagraph that were previously designated as the
hedged item in_ fair value hedge accounting relationships shall be
de-designated from those relationships at the same time they are designated as
at fair value through profit or loss.

(b) shall disclose the fair value of any financial assets or financial liabilities
designated in accordance with subparagraph (a) at the date of designation and
their classification and carrying amount in the previous financial statements.

(c) shall de-designate any financial asset or financial liability previously
designated as at fair value through profit or loss if it does not qualify for such
designation in accordance with those new and amended paragraphs. When a
financial asset or financial liability will be measured at amortised cost after
de-designation, the date of de-designation is deemed to be its date of initial

recognition.
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shall disclose the fair value of any financial assets or financial liabilities

de-designated in accordance with subparagraph (c) at the date of
de-designation and their new classifications.

An entity that first applies paragraphs 11A, 48A, AG4B-AG4K, AG33A and AG33B

105D.

and the 2005 amendments in paragraphs 9, 12 and 13 in its annual period beginning

on or after 1 January 2006

(a)

shall de-designate any financial asset or financial liability previously

(b)

designated as at fair value through profit or loss only if it does not qualify for
such _designation in _accordance with those new and amended paragraphs.
When a financial asset or financial liability will be measured at amortised cost
after de-designation, the date of de-designation is deemed to be its date of
initial recognition.

shall not designate as at fair value through profit or loss any previously

(c)

recognised financial assets or financial liabilities.

shall disclose the fair value of any financial assets or financial liabilities

de-designated in accordance with subparagraph (a) at the date of
de-designation and their new classifications.

An entity shall restate its comparative financial statements using the new designations

106.

107.

107A

in paragraph 105B or 105C provided that, in the case of a financial asset, financial

liability, or group of financial assets, financial liabilities or both, designated as at fair

value through profit or loss, those items or groups would have met the criteria in

paragraph 9(b)(i), 9(b)(ii) or 11A at the beginning of the comparative period or, if

acquired after the beginning of the comparative period, would have met the criteria in

paragraph 9(b)(i), 9(b)(ii) or 11A at the date of initial recognition.

[not used]

[not used]

Notwithstanding paragraph 104, an entity may apply the requirements in the last

sentence of paragraph AG76, and paragraph AG76A, in either of the following ways:

(a) prospectively to transactions entered into after 25 October 2002; or

(b) prospectively to transactions entered into after 1 January 2004
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[not used]

An entity shall apply the last sentence of paragraph 80, and paragraphs AG99A and

108B

AG99B, for annual periods beginning on or after 1 January 2006. Earlier application is
encouraged. If an entity has designated as the hedged item an external forecast
transaction that

(a) is denominated in the functional currency of the entity entering into the
transaction,

(b) gives rise to an exposure that will have an effect on consolidated profit or loss (ie
is denominated in a currency other than the group’s presentation currency), and

(c) would have qualified for hedge accounting had it not been denominated in the
functional currency of the entity entering into it,

it may apply hedge accounting in the consolidated financial statements in the period(s)
before the date of application of the last sentence of paragraph 80, and paragraphs
AG99A and AG99B.

An entity need not apply paragraph AG99B to comparative information relating to

periods before the date of application of the last sentence of paragraph 80 and paragraph
AG99A.

Withdrawal of Other Pronouncements

109.

This Standard supersedes SSAP 24 Accounting for Investments in Securities.
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Appendix A

Application Guidance

This appendix is an integral part of the Standard.

Scope (paragraphs 2-7)

AGL.

AG2.

AG3.

AG3A

AG4

Some Econtracts that-require a payment based on climatic, geological or other physical

variables are-commonly-used-as-insurance-policies. (Those based on climatic variables
are sometlmes referred to as weather derlvatlves )-Under—sueh—eentraets—the—payment—

the—seepe—ef—thts%tatﬂatd—by—p&r&gtaph—zéh) If those contracts are not Wlthln the scope
of HKFRS 4, they are within the scope of this Standard.

This Standard does not change the requirements relating to employee benefit plans that
comply with HKAS 26 Accounting and Reporting by Retirement Benefit Plans and
royalty agreements based on the volume of sales or service revenues that are accounted
for under HKAS 18 Revenue.

Sometimes, an entity makes what it views as a ‘strategic investment’ in equity
instruments issued by another entity, with the intention of establishing or maintaining a
long-term operating relationship with the entity in which the investment is made. The
investor entity uses HKAS 28 Investments in Associates to determine whether the equity
method of accounting is appropriate for such an investment. Similarly, the investor entity
uses HKAS 31 Interests in Joint Ventures to determine whether proportionate
consolidation or the equity method is appropriate for such an investment. If neither the
equity method nor proportionate consolidation is appropriate, the entity applies this
Standard to that strategic investment.

This Standard applies to the financial assets and financial liabilities of insurers, other than

rights and obligations arising-underinsurance-contractsthatare-excluded-by-that
paragraph 2(de) excludes because they arise under contracts within the scope of HKFRS
4.

Financial guarantee contracts may have various legal forms, such as a guarantee, some

types of letter of credit, a credit default contract or an insurance contract. Their
accounting treatment does not depend on their legal form. The following are examples of
the appropriate treatment (see paragraph 2(e)):

(a) Although a financial guarantee contract meets the definition of an insurance
contract in HKFRS 4 if the risk transferred is significant, the issuer applies this
Standard. Nevertheless, if the issuer has previously asserted explicitly that it
regards such contracts as insurance contracts and has used accounting applicable
to insurance contracts, the issuer may elect to apply either this Standard or
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HKFERS 4 to such financial guarantee contracts. If this Standard applies,
paragraph 43 requires the issuer to recognise a financial guarantee contract
initially at fair value. If the financial guarantee contract was issued to an
unrelated party in a stand-alone arm’s length transaction, its fair value at
inception is likely to equal the premium received, unless there is evidence to the
contrary. Subsequently, unless the financial guarantee contract was designated at
inception as at fair value through profit or loss or unless paragraphs 29—37 and
AG47-AG52 apply (when a transfer of a financial asset does not qualify for
derecognition or the continuing involvement approach applies), the issuer
measures it at the higher of:

(i) the amount determined in accordance with HKAS 37; and

(ii) the amount initially recognised less, when appropriate, cumulative
amortisation recognised in accordance with HKAS 18 (see paragraph

47(c)).

(b) Some credit-related guarantees do not, as a precondition for payment, require

that the holder is exposed to, and has incurred a loss on, the failure of the debtor
to make payments on the guaranteed asset when due. An example of such a
guarantee is one that requires payments in response to changes in a specified
credit rating or credit index. Such guarantees are not financial guarantee
contracts, as defined in this Standard, and are not insurance contracts, as defined
in HKFRS 4. Such guarantees are derivatives and the issuer applies this Standard
to them.

(c) If a financial guarantee contract was issued in connection with the sale of goods,
the issuer applies HKAS 18 in determining when it recognises the revenue from
the guarantee and from the sale of goods.

Assertions that an issuer regards contracts as insurance contracts are typically found

throughout the issuer’s communications with customers and regulators, contracts,
business documentation and financial statements. Furthermore, insurance contracts are
often subject to accounting requirements that are distinct from the requirements for other
types of transaction, such as contracts issued by banks or commercial companies. In such
cases, an issuer’s financial statements typically include a statement that the issuer has
used those accounting requirements.

Definitions (paragraphs 8-9)

Designation as at fair value through profit or loss

AG4B

Paragraph 9 of this Standard allows an entity to designate a financial asset, a financial

AG4AC

liability, or a group of financial instruments (financial assets, financial liabilities or both)
as at fair value through profit or loss provided that doing so results in more relevant
information.

The decision of an entity to designate a financial asset or financial liability as at fair value

through profit or loss is similar to an accounting policy choice (although, unlike an
accounting policy choice, it is not required to be applied consistently to all similar
transactions). When an entity has such a choice, paragraph 14(b) of HKAS 8 Accounting
Policies, Changes in Accounting Estimates and Errors requires the chosen policy to
result in the financial statements providing reliable and more relevant information about
the effects of transactions, other events and conditions on the entity’s financial position,
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financial performance or cash flows. In the case of designation as at fair value through
profit or loss, paragraph 9 sets out the two circumstances when the requirement for more
relevant information will be met. Accordingly, to choose such designation in accordance
with paragraph 9, the entity needs to demonstrate that it falls within one (or both) of these
two circumstances.

Paragraph 9(b)(i): Designation eliminates or significantly reduces a measurement or
recognition inconsistency that would otherwise arise

Under HKAS 39, measurement of a financial asset or financial liability and classification

AGA4E

of recognised changes in its value are determined by the item’s classification and whether
the item is part of a designated hedging relationship. Those requirements can create a
measurement or recognition inconsistency (sometimes referred to as an ‘accounting
mismatch’) when, for example, in the absence of designation as at fair value through
profit or loss, a financial asset would be classified as available for sale (with most
changes in fair value recognised directly in equity) and a liability the entity considers
related would be measured at amortised cost (with changes in fair value not recognised).
In such circumstances, an entity may conclude that its financial statements would provide
more relevant information if both the asset and the liability were classified as at fair value
through profit or loss.

The following examples show when this condition could be met. In all cases, an entity

may use this condition to designate financial assets or financial liabilities as at fair value
through profit or loss only if it meets the principle in paragraph 9(b)(i).

(a) An entity has liabilities whose cash flows are contractually based on the
performance of assets that would otherwise be classified as available for sale. For
example, an insurer may have liabilities containing a discretionary participation
feature that pay benefits based on realised and/or unrealised investment returns
of a specified pool of the insurer’s assets. If the measurement of those liabilities
reflects current market prices, classifying the assets as at fair value through profit
or loss means that changes in the fair value of the financial assets are recognised
in profit or loss in the same period as related changes in the value of the
liabilities.

(b) An entity has liabilities under insurance contracts whose measurement
incorporates current information (as permitted by HKFRS 4, paragraph 24), and
financial assets it considers related that would otherwise be classified as
available for sale or measured at amortised cost.

(c) An entity has financial assets, financial liabilities or both that share a risk, such
as interest rate risk, that gives rise to opposite changes in fair value that tend to
offset each other. However, only some of the instruments would be measured at
fair value through profit or loss (ie are derivatives, or are classified as held for
trading). It may also be the case that the requirements for hedge accounting are
not met, for example because the requirements for effectiveness in paragraph 88
are not met.

(d) An entity has financial assets, financial liabilities or both that share a risk, such
as interest rate risk, that gives rise to opposite changes in fair value that tend to
offset each other and the entity does not gualify for hedge accounting because
none of the instruments is a derivative. Furthermore, in the absence of hedge
accounting there is a significant inconsistency in the recognition of gains and
losses. For example:
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0] the entity has financed a portfolio of fixed rate assets that would
otherwise be classified as available for sale with fixed rate debentures
whose changes in fair value tend to offset each other. Reporting both the
assets and the debentures at fair value through profit or loss corrects the
inconsistency that would otherwise arise from measuring the assets at
fair value with changes reported in equity and the debentures at
amortised cost.

(ii) the entity has financed a specified group of loans by issuing traded bonds
whose changes in fair value tend to offset each other. If, in addition, the
entity reqularly buys and sells the bonds but rarely, if ever, buys and
sells the loans, reporting both the loans and the bonds at fair value
through profit or loss eliminates the inconsistency in the timing of
recognition of gains and losses that would otherwise result from
measuring them both at amortised cost and recognising a gain or loss
each time a bond is repurchased.

In cases such as those described in the preceding paragraph, to designate, at initial

AGAG

recognition, the financial assets and financial liabilities not otherwise so measured as at
fair value through profit or loss may eliminate or significantly reduce the measurement or
recognition inconsistency and produce more relevant information. For practical purposes,
the entity need not enter into all of the assets and liabilities giving rise to the
measurement or recognition inconsistency at exactly the same time. A reasonable delay is
permitted provided that each transaction is designated as at fair value through profit or
loss at its initial recognition and, at that time, any remaining transactions are expected to
occur.

It would not be acceptable to designate only some of the financial assets and financial

liabilities giving rise to the inconsistency as at fair value through profit or loss if to do so
would not eliminate or significantly reduce the inconsistency and would therefore not
result in more relevant information. However, it would be acceptable to designate only
some of a number of similar financial assets or similar financial liabilities if doing so
achieves a significant reduction (and possibly a greater reduction than other allowable
designations) in the inconsistency. For example, assume an entity has a number of similar
financial liabilities that sum to CU100" and a number of similar financial assets that sum
to CU50 but are measured on a different basis. The entity may significantly reduce the
measurement inconsistency by designating at initial recognition all of the assets but only
some of the liabilities (for example, individual liabilities with a combined total of CU45)
as at fair value through profit or loss. However, because designation as at fair value
through profit or loss can be applied only to the whole of a financial instrument, the
entity in this example must designate one or more liabilities in their entirety. It could not
designate either a component of a liability (eg changes in value attributable to only one
risk, such as changes in a benchmark interest rate) or a proportion (ie percentage) of a

liability.

Paragraph 9(b)(ii): A group of financial assets, financial liabilities or both is managed
and its performance is evaluated on a fair value basis, in accordance with a documented
risk management or investment strategy

| In this Standard, monetary amounts are denominated in ‘currency units’ (CU).
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AG4H An entity may manage and evaluate the performance of a group of financial assets,

AGA4I

financial liabilities or both in such a way that measuring that group at fair value through
profit or loss results in more relevant information. The focus in this instance is on the
way the entity manages and evaluates performance, rather than on the nature of its
financial instruments.

The following examples show when this condition could be met. In all cases, an entity

may use this condition to designate financial assets or financial liabilities as at fair value
through profit or loss only if it meets the principle in paragraph 9(b)(ii).

(a) The entity is a venture capital organisation, mutual fund, unit trust or similar
entity whose business is investing in financial assets with a view to profiting
from their total return in the form of interest or dividends and changes in fair
value. HKAS 28 and HKAS 31 allow such investments to be excluded from their
scope provided they are measured at fair value through profit or loss. An entity
may apply the same accounting policy to other investments managed on a total
return basis but over which its influence is insufficient for them to be within the
scope of HKAS 28 or HKAS 31.

(b) The entity has financial assets and financial liabilities that share one or more
risks and those risks are managed and evaluated on a fair value basis in
accordance with a documented policy of asset and liability management. An
example could be an entity that has issued ‘structured products’ containing
multiple embedded derivatives and manages the resulting risks on a fair value
basis using a mix of derivative and non-derivative financial instruments. A
similar example could be an entity that originates fixed interest rate loans and
manages the resulting benchmark interest rate risk using a mix of derivative and
non-derivative financial instruments.

(c) The entity is an insurer that holds a portfolio of financial assets, manages that
portfolio so as to maximise its total return (ie interest or dividends and changes in
fair value), and evaluates its performance on that basis. The portfolio may be
held to back specific liabilities, equity or both. If the portfolio is held to back
specific liabilities, the condition in paragraph 9(b)(ii) may be met for the assets
regardless of whether the insurer also manages and evaluates the liabilities on a
fair value basis. The condition in paragraph 9(b)(ii) may be met when the
insurer’s objective is to maximise total return on the assets over the longer term
even if amounts paid to holders of participating contracts depend on other factors
such as the amount of gains realised in a shorter period (eg a year) or are subject
to the insurer’s discretion.

AG4J As noted above, this condition relies on the way the entity manages and evaluates

performance of the group of financial instruments under consideration. Accordingly,
(subject to the requirement of designation at initial recognition) an entity that designates
financial instruments as at fair value through profit or loss on the basis of this condition
shall so designate all eligible financial instruments that are managed and evaluated

together.
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AG4K Documentation of the entity’s strategy need not be extensive but should be sufficient to

demonstrate compliance with paragraph 9(b)(ii). Such documentation is not required for
each individual item, but may be on a portfolio basis. For example, if the performance
management system for a department—as approved by the entity’s key management
personnel—clearly demonstrates that its performance is evaluated on a total return basis,
no further documentation is required to demonstrate compliance with paragraph 9(b)(ii).

Effective Interest Rate

AGS.

AG6.

AGT.

AGS.

In some cases, financial assets are acquired at a deep discount that reflects incurred credit
losses. Entities include such incurred credit losses in the estimated cash flows when
computing the effective interest rate.

When applying the effective interest method, an entity generally amortises any fees,
points paid or received, transaction costs and other premiums or discounts included in the
calculation of the effective interest rate over the expected life of the instrument. However,
a shorter period is used if this is the period to which the fees, points paid or received,
transaction costs, premiums or discounts relate. This will be the case when the variable to
which the fees, points paid or received, transaction costs, premiums or discounts relate is
repriced to market rates before the expected maturity of the instrument. In such a case,
the appropriate amortisation period is the period to the next such repricing date. For
example, if a premium or discount on a floating rate instrument reflects interest that has
accrued on the instrument since interest was last paid, or changes in market rates since
the floating interest rate was reset to market rates, it will be amortised to the next date
when the floating interest is reset to market rates. This is because the premium or
discount relates to the period to the next interest reset date because, at that date, the
variable to which the premium or discount relates (i.e. interest rates) is reset to market
rates. If, however, the premium or discount results from a change in the credit spread
over the floating rate specified in the instrument, or other variables that are not reset to
market rates, it is amortised over the expected life of the instrument.

For floating rate financial assets and floating rate financial liabilities, periodic
re-estimation of cash flows to reflect movements in market rates of interest alters the
effective interest rate. If a floating rate financial asset or floating rate financial liability is
recognised initially at an amount equal to the principal receivable or payable on maturity,
re-estimating the future interest payments normally has no significant effect on the
carrying amount of the asset or liability.

If an entity revises its estimates of payments or receipts, the entity shall adjust the
carrying amount of the financial asset or financial liability (or group of financial
instruments) to reflect actual and revised estimated cash flows. The entity recalculates the
carrying amount by computing the present value of estimated future cash flows at the
financial instrument’s original effective interest rate. The adjustment is recognised as
income or expense in profit or loss.
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Derivatives

AGO.

AG10.

Typical examples of derivatives are futures and forward, swap and option contracts. A
derivative usually has a notional amount, which is an amount of currency, a number of
shares, a number of units of weight or volume or other units specified in the contract.
However, a derivative instrument does not require the holder or writer to invest or
receive the notional amount at the inception of the contract. Alternatively, a derivative
could require a fixed payment or payment of an amount that can change (but not
proportionally with a change in the underlying) as a result of some future event that is
unrelated to a notional amount. For example, a contract may require a fixed payment of
CU1,000" if six-month LIBOR increases by 100 basis points. Such a contract is a
derivative even though a notional amount is not specified.

The definition of a derivative in this Standard includes contracts that are settled gross by
delivery of the underlying item (e.g. a forward contract to purchase a fixed rate debt
instrument). An entity may have a contract to buy or sell a non-financial item that can be
settled net in cash or another financial instrument or by exchanging financial instruments
(e.g. a contract to buy or sell a commodity at a fixed price at a future date). Such a
contract is within the scope of this Standard unless it was entered into and continues to be
held for the purpose of delivery of a non-financial item in accordance with the entity’s
expected purchase, sale or usage requirements (see paragraphs 5-7).

AG11. One of the defining characteristics of a derivative is that it has an initial net investment

that is smaller than would be required for other types of contracts that would be expected
to have a similar response to changes in market factors. An option contract meets that
definition because the premium is less than the investment that would be required to
obtain the underlying financial instrument to which the option is linked. A currency swap
that requires an initial exchange of different currencies of equal fair values meets the
definition because it has a zero initial net investment.

AG12. A regular way purchase or sale gives rise to a fixed price commitment between trade date

and settlement date that meets the definition of a derivative. However, because of the
short duration of the commitment it is not recognised as a derivative financial instrument.
Rather, this Standard provides for special accounting for such regular way contracts (see
paragraphs 38 and AG53-AG56).

AG12A The definition of a derivative refers to non-financial variables that are not specific to a

party to the contract. These include an index of earthquake losses in a particular region
and an index of temperatures in a particular city. Non-financial variables specific to a
party to the contract include the occurrence or non-occurrence of a fire that damages or
destroys an asset of a party to the contract. A change in the fair value of a non-financial
asset is specific to the owner if the fair value reflects not only changes in market prices
for such assets (a financial variable) but also the condition of the specific non-financial
asset held (a non-financial variable). For example, if a guarantee of the residual value of
a specific car exposes the guarantor to the risk of changes in the car’s physical condition,
the change in that residual value is specific to the owner of the car.

“ In this Standard, monetary amounts are denominated in ‘currency units’ (CU).
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Transaction Costs

AG13. Transaction costs include fees and commissions paid to agents (including employees
acting as selling agents), advisers, brokers and dealers, levies by regulatory agencies and
securities exchanges, and transfer taxes and duties. Transaction costs do not include debt
premiums or discounts, financing costs or internal administrative or holding costs.

Financial Assets and Financial Liabilities Held for Trading

AG14. Trading generally reflects active and frequent buying and selling, and financial
instruments held for trading generally are used with the objective of generating a profit
from short-term fluctuations in price or dealer’s margin.

AG15. Financial liabilities held for trading include:
@ derivative liabilities that are not accounted for as hedging instruments;

(b) obligations to deliver financial assets borrowed by a short seller (i.e. an entity
that sells financial assets it has borrowed and does not yet own);

(© financial liabilities that are incurred with an intention to repurchase them in the
near term (e.g. a quoted debt instrument that the issuer may buy back in the near
term depending on changes in its fair value); and

(d) financial liabilities that are part of a portfolio of identified financial instruments
that are managed together and for which there is evidence of a recent pattern of
short-term profit-taking.

The fact that a liability is used to fund trading activities does not in itself make that
liability one that is held for trading.

Held-to-Maturity Investments

AG16. An entity does not have a positive intention to hold to maturity an investment in a
financial asset with a fixed maturity if:

@) the entity intends to hold the financial asset for an undefined period;

(b) the entity stands ready to sell the financial asset (other than if a situation arises
that is non-recurring and could not have been reasonably anticipated by the entity)
in response to changes in market interest rates or risks, liquidity needs, changes
in the availability of and the yield on alternative investments, changes in
financing sources and terms or changes in foreign currency risk; or

(©) the issuer has a right to settle the financial asset at an amount significantly below
its amortised cost.

38



HKAS 39 (May 2004)

AG17. A debt instrument with a variable interest rate can satisfy the criteria for a

AG18.

AG109.

AG20.

AG21.

AG22.

held-to-maturity investment. Equity instruments cannot be held-to-maturity investments
either because they have an indefinite life (such as ordinary shares) or because the
amounts the holder may receive can vary in a manner that is not predetermined (such as
for share options, warrants and similar rights). With respect to the definition of
held-to-maturity investments, fixed or determinable payments and fixed maturity mean
that a contractual arrangement defines the amounts and dates of payments to the holder,
such as interest and principal payments. A significant risk of non-payment does not
preclude classification of a financial asset as held to maturity as long as its contractual
payments are fixed or determinable and the other criteria for that classification are met. If
the terms of a perpetual debt instrument provide for interest payments for an indefinite
period, the instrument cannot be classified as held to maturity because there is no
maturity date.

The criteria for classification as a held-to-maturity investment are met for a financial

asset that is callable by the issuer if the holder intends and is able to hold it until it is
called or until maturity and the holder would recover substantially all of its carrying
amount. The call option of the issuer, if exercised, simply accelerates the asset’s maturity.
However, if the financial asset is callable on a basis that would result in the holder not
recovering substantially all of its carrying amount, the financial asset cannot be classified
as a held-to-maturity investment. The entity considers any premium paid and capitalised
transaction costs in determining whether the carrying amount would be substantially
recovered.

A financial asset that is puttable (i.e. the holder has the right to require that the issuer
repay or redeem the financial asset before maturity) cannot be classified as a
held-to-maturity investment because paying for a put feature in a financial asset is
inconsistent with expressing an intention to hold the financial asset until maturity.

For most financial assets, fair value is a more appropriate measure than amortised cost.
The held-to-maturity classification is an exception, but only if the entity has a positive
intention and the ability to hold the investment to maturity. When an entity’s actions cast
doubt on its intention and ability to hold such investments to maturity, paragraph 9
precludes the use of the exception for a reasonable period of time.

A disaster scenario that is only remotely possible, such as a run on a bank or a similar
situation affecting an insurer, is not something that is assessed by an entity in deciding
whether it has the positive intention and ability to hold an investment to maturity.

Sales before maturity could satisfy the condition in paragraph 9—and therefore not raise
a question about the entity’s intention to hold other investments to maturity—if they are
attributable to any of the following:

@ a significant deterioration in the issuer’s creditworthiness. For example, a sale
following a downgrade in a credit rating by an external rating agency would not
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Loans and Receivables

AG26.

Any non-derivative financial asset with fixed or determinable payments (including loan
assets, trade receivables, investments in debt instruments and deposits held in banks)
could potentially meet the definition of loans and receivables. However, a financial asset
that is quoted in an active market (such as a quoted debt instrument, see paragraph AG71)
does not qualify for classification as a loan or receivable. Financial assets that do not

meet the definition of loans and receivables may be classified as held-to-maturity
investments if they meet the conditions for that classification (see paragraphs 9 and
AG16-AG25). On initial recognition of a financial asset that would otherwise be
classified as a loan or receivable, an entity may designate it as a financial asset at fair
value through profit or loss, or available for sale.

Embedded Derivatives (paragraphs 10-13)

AG27. If a host contract has no stated or predetermined maturity and represents a residual interest

AG28.

AG29.

AG30.

in the net assets of an entity, then its economic characteristics and risks are those of an
equity instrument, and an embedded derivative would need to possess equity
characteristics related to the same entity to be regarded as closely related. If the host
contract is not an equity instrument and meets the definition of a financial instrument,
then its economic characteristics and risks are those of a debt instrument.

An embedded non-option derivative (such as an embedded forward or swap) is separated
from its host contract on the basis of its stated or implied substantive terms, so as to
result in it having a fair value of zero at initial recognition. An embedded option-based
derivative (such as an embedded put, call, cap, floor or swaption) is separated from its
host contract on the basis of the stated terms of the option feature. The initial carrying
amount of the host instrument is the residual amount after separating the embedded
derivative.

Generally, multiple embedded derivatives in a single instrument are treated as a single
compound embedded derivative. However, embedded derivatives that are classified as
equity (see HKAS 32-FinanctalHnstruments:Diselosure-and-Presentation) are accounted
for separately from those classified as assets or liabilities. In addition, if an instrument
has more than one embedded derivative and those derivatives relate to different risk
exposures and are readily separable and independent of each other, they are accounted for
separately from each other.

The economic characteristics and risks of an embedded derivative are not closely related
to the host contract (paragraph 11(a)) in the following examples. In these examples,
assuming the conditions in paragraph 11(b) and (c) are met, an entity accounts for the
embedded derivative separately from the host contract.

@) A put option embedded in an instrument that enables the holder to require the
issuer to reacquire the instrument for an amount of cash or other assets that varies
on the basis of the change in an equity or commaodity price or index is not closely
related to a host debt instrument.

(b) A call option embedded in an equity instrument that enables the issuer to
reacquire that equity instrument at a specified price is not closely related to the
host equity instrument from the perspective of the holder (from the issuer’s
perspective, the call option is an equity instrument provided it meets the
conditions for that classification under HKAS 32, in which case it is excluded
from the scope of this Standard).
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An option or automatic provision to extend the remaining term to maturity of a
debt instrument is not closely related to the host debt instrument unless there is a
concurrent adjustment to the approximate current market rate of interest at the
time of the extension. If an entity issues a debt instrument and the holder of that
debt instrument writes a call option on the debt instrument to a third party, the
issuer regards the call option as extending the term to maturity of the debt
instrument provided the issuer can be required to participate in or facilitate the
remarketing of the debt instrument as a result of the call option being exercised.

Equity-indexed interest or principal payments embedded in a host debt
instrument or insurance contract—by which the amount of interest or principal is
indexed to the value of equity instruments—are not closely related to the host
instrument because the risks inherent in the host and the embedded derivative are
dissimilar.

Commodity-indexed interest or principal payments embedded in a host debt
instrument or insurance contract—by which the amount of interest or principal is
indexed to the price of a commaodity (such as gold)—are not closely related to the
host instrument because the risks inherent in the host and the embedded
derivative are dissimilar.

An equity conversion feature embedded in a convertible debt instrument is not
closely related to the host debt instrument from the perspective of the holder of
the instrument (from the issuer’s perspective, the equity conversion option is an
equity instrument and excluded from the scope of this Standard provided it meets
the conditions for that classification under HKAS 32).

A call, put, surrenderor prepayment option embedded in a host debt instrtment
contract or host insurance contract is not closely related to the host astrument
contract unless the option’s exercise price is approximately equal to-the-debt
instrument’s-ameortised-eost-on each exercise date to the amortised cost of the
host debt instrument or the carrying amount of the host insurance contract. From
the perspective of the issuer of a convertible debt instrument with an embedded
call or put option feature, the assessment of whether the call or put option is
closely related to the host debt iastramentcontract is made before separating the
equity element under HKAS 32.

Credit derivatives that are embedded in a host debt instrument and allow one
party (the ‘beneficiary’) to transfer the credit risk of a particular reference asset,
which it may not own, to another party (the ‘guarantor’) are not closely related to
the host debt instrument. Such credit derivatives allow the guarantor to assume
the credit risk associated with the reference asset without directly owning it.

AG31. An example of a hybrid instrument is a financial instrument that gives the holder a right
to put the financial instrument back to the issuer in exchange for an amount of cash or
other financial assets that varies on the basis of the change in an equity or commodity
index that may increase or decrease (a ‘puttable instrument’). Unless the issuer on initial
recognition designates the puttable instrument as a financial liability at fair value through
profit or loss, it is required to separate an embedded derivative (i.e. the indexed principal
payment) under paragraph 11 because the host contract is a debt instrument under
paragraph AG27 and the indexed principal payment is not closely related to a host debt
instrument under paragraph AG30(a). Because the principal payment can increase and
decrease, the embedded derivative is a non-option derivative whose value is indexed to
the underlying variable.
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AG32. In the case of a puttable instrument that can be put back at any time for cash equal to a
proportionate share of the net asset value of an entity (such as units of an open-ended
mutual fund or some unit-linked investment products), the effect of separating an
embedded derivative and accounting for each component is to measure the combined
instrument at the redemption amount that is payable at the balance sheet date if the holder
exercised its right to put the instrument back to the issuer.

AG33.

The economic characteristics and risks of an embedded derivative are closely related to
the economic characteristics and risks of the host contract in the following examples. In
these examples, an entity does not account for the embedded derivative separately from
the host contract.

(@)

(b)

(©)

(d)

An embedded derivative in which the underlying is an interest rate or interest
rate index that can change the amount of interest that would otherwise be paid or
received on an interest-bearing host debt astrarmentcontract or insurance contract
is closely related to the host iastrment-contract unless the combined instrument
can be settled in such a way that the holder would not recover substantially all of
its recognised investment or the embedded derivative could at least double the
holder’s initial rate of return on the host contract and could result in a rate of
return that is at least twice what the market return would be for a contract with
the same terms as the host contract.

An embedded floor or cap on the interest rate on a debt iastrument-contract or
insurance contract is closely related to the host debt-instrumentcontract, provided
the cap is at or above the market rate of interest and the floor is at or below the
market rate of interest when the iastrument-contract is issued, and the cap or
floor is not leveraged in relation to the host instrument_contract. Similarly,
provisions included in a contract to purchase or sell an asset (e.g. a commaodity)
that establish a cap and a floor on the price to be paid or received for the asset are
closely related to the host contract if both the cap and floor were out of the
money at inception and are not leveraged.

An embedded foreign currency derivative that provides a stream of principal or
interest payments that are denominated in a foreign currency and is embedded in
a host debt instrument (e.g. a dual currency bond) is closely related to the host
debt instrument. Such a derivative is not separated from the host instrument
because HKAS 21 The Effects of Changes in Foreign Exchange Rates requires
foreign currency gains and losses on monetary items to be recognised in profit or
loss.

An embedded foreign currency derivative in a host contract that is pet-afinaneial
instrumentan insurance contract or not a financial instrument (such as a contract
for the purchase or sale of a non-financial item where the price is denominated in
a foreign currency) is closely related to the host contract provided it is not
leveraged, does not contain an option feature and requires payments denominated
in one of the following currencies:

Q) the functional currency of any substantial party to theat contract;

(i) the currency in which the price of the related good or service that is
acquired or delivered is routinely denominated in commercial
transactions around the world (such as the US dollar for crude oil
transactions); or

(i) acurrency that is commonly used in contracts to purchase or sell
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non-financial items in the economic environment in which the
transaction takes place (e.g. a relatively stable and liquid currency that is
commonly used in local business transactions or external trade).

(e) An embedded prepayment option in an interest-only or principal-only strip is
closely related to the host contract provided the host contract (i) initially resulted
from separating the right to receive contractual cash flows of a financial
instrument that, in and of itself, did not contain an embedded derivative, and (ii)
does not contain any terms not present in the original host debt contract.

()] An embedded derivative in a host lease contract is closely related to the host
contract if the embedded derivative is (i) an inflation-related index such as an
index of lease payments to a consumer price index (provided that the lease is not
leveraged and the index relates to inflation in the entity’s own economic
environment), (ii) contingent rentals based on related sales or (iii) contingent
rentals based on variable interest rates.

(q) A unit-linking feature embedded in a host financial instrument or host insurance
contract is closely related to the host instrument or host contract if the
unit-denominated payments are measured at current unit values that reflect the
fair values of the assets of the fund. A unit-linking feature is a contractual term
that requires payments denominated in units of an internal or external investment
fund.

(h) A derivative embedded in an insurance contract is closely related to the host
insurance contract if the embedded derivative and host insurance contract are so
interdependent that an entity cannot measure the embedded derivative separately
(ie without considering the host contract).

Instruments containing embedded derivatives

AG33AWhen an entity becomes a party to a hybrid (combined) instrument that contains one or
more embedded derivatives, paragraph 11 requires the entity to identify any such
embedded derivative, assess whether it is required to be separated from the host contract
and, for those that are required to be separated, measure the derivatives at fair value at
initial recognition and subsequently. These requirements can be more complex, or result
in less reliable measures, than measuring the entire instrument at fair value through profit
or loss. For that reason this Standard permits the entire instrument to be designated as at
fair value through profit or loss.

AG33B Such designation may be used whether paragraph 11 requires the embedded derivatives
to be separated from the host contract or prohibits such separation. However, paragraph
11A would not justify designating the hybrid (combined) instrument as at fair value
through profit or loss in the cases set out in paragraph 11A(a) and (b) because doing so
would not reduce complexity or increase reliability.
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Recognition and Derecognition (paragraphs 14-42)

Initial Recognition (paragraph 14)

AG34. As aconsequence of the principle in paragraph 14, an entity recognises all of its
contractual rights and obligations under derivatives in its balance sheet as assets and
liabilities, respectively, except for derivatives that prevent a transfer of financial assets
from being accounted for as a sale (see paragraph AG49). If a transfer of a financial asset
does not qualify for derecognition, the transferee does not recognise the transferred asset
as its asset (see paragraph AG50).

AG35. The following are examples of applying the principle in paragraph 14:

(@)

(b)

(©)

(d)

(€)

unconditional receivables and payables are recognised as assets or liabilities
when the entity becomes a party to the contract and, as a consequence, has a
legal right to receive or a legal obligation to pay cash.

assets to be acquired and liabilities to be incurred as a result of a firm
commitment to purchase or sell goods or services are generally not recognised
until at least one of the parties has performed under the agreement. For example,
an entity that receives a firm order does not generally recognise an asset (and the
entity that places the order does not recognise a liability) at the time of the
commitment but, rather, delays recognition until the ordered goods or services
have been shipped, delivered or rendered. If a firm commitment to buy or sell
non-financial items is within the scope of this Standard under paragraphs 5-7, its
net fair value is recognised as an asset or liability on the commitment date (see (c)
below). In addition, if a previously unrecognised firm commitment is designated
as a hedged item in a fair value hedge, any change in the net fair value
attributable to the hedged risk is recognised as an asset or liability after the
inception of the hedge (see paragraphs 93 and 94).

a forward contract that is within the scope of this Standard (see paragraphs 2-7)
is recognised as an asset or a liability on the commitment date, rather than on the
date on which settlement takes place. When an entity becomes a party to a
forward contract, the fair values of the right and obligation are often equal, so
that the net fair value of the forward is zero. If the net fair value of the right and
obligation is not zero, the contract is recognised as an asset or liability.

option contracts that are within the scope of this Standard (see paragraphs 2-7)
are recognised as assets or liabilities when the holder or writer becomes a party
to the contract.

planned future transactions, no matter how likely, are not assets and liabilities
because the entity has not become a party to a contract.
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fair value (e.g. because it reflected the amount that an entity would receive or pay in a
forced transaction, involuntary liquidation or distress sale), that price is adjusted. The fair
value of a portfolio of financial instruments is the product of the number of units of the
instrument and its quoted market price. If a published price quotation in an active market
does not exist for a financial instrument in its entirety, but active markets exist for its
component parts, fair value is determined on the basis of the relevant market prices for
the component parts.

If a rate (rather than a price) is quoted in an active market, the entity uses that
market-quoted rate as an input into a valuation technique to determine fair value. If the
market-quoted rate does not include credit risk or other factors that market participants
would include in valuing the instrument, the entity adjusts for those factors.

No Active Market: Valuation Technique

AGT74.

AGT5.

AGT6.

If the market for a financial instrument is not active, an entity establishes fair value by
using a valuation technique. Valuation techniques include using recent arm’s length
market transactions between knowledgeable, willing parties, if available, reference to the
current fair value of another instrument that is substantially the same, discounted cash
flow analysis and option pricing models. If there is a valuation technique commonly used
by market participants to price the instrument and that technique has been demonstrated
to provide reliable estimates of prices obtained in actual market transactions, the entity
uses that technique.

The objective of using a valuation technique is to establish what the transaction price
would have been on the measurement date in an arm’s length exchange motivated by
normal business considerations. Fair value is estimated on the basis of the results of a
valuation technique that makes maximum use of market inputs, and relies as little as
possible on entity-specific inputs. A valuation technique would be expected to arrive at a
realistic estimate of the fair value if (2) it reasonably reflects how the market could be
expected to price the instrument and (b) the inputs to the valuation technique reasonably
represent market expectations and measures of the risk-return factors inherent in the
financial instrument.

Therefore, a valuation technique (a) incorporates all factors that market participants
would consider in setting a price and (b) is consistent with accepted economic
methodologies for pricing financial instruments. Periodically, an entity calibrates the
valuation technique and tests it for validity using prices from any observable current
market transactions in the same instrument (i.e. without modification or repackaging) or
based on any available observable market data. An entity obtains market data
consistently in the same market where the instrument was originated or purchased. The
best evidence of the fair value of a financial instrument at initial recognition is the
transaction price (i.e. the fair value of the consideration given or received) unless the fair
value of that instrument is evidenced by comparison with other observable current market
transactions in the same instrument (i.e. without modification or repackaging) or based
on a valuation technique whose variables include only data from observable markets.
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AG/76A The subsequent measurement of the financial asset or financial liability and the

AGTT.

AGT78.

AGT9.

subseguent recognition of gains and losses shall be consistent with the requirements of
this Standard. The application of paragraph AG76 may result in no gain or loss being
recognised on the initial recognition of a financial asset or financial liability. In such a
case, HKAS 39 requires that a gain or loss shall be recognised after initial recognition
only to the extent that it arises from a change in a factor (including time) that market
participants would consider in setting a price.

The initial acquisition or origination of a financial asset or incurrence of a financial
liability is a market transaction that provides a foundation for estimating the fair value of
the financial instrument. In particular, if the financial instrument is a debt instrument
(such as a loan), its fair value can be determined by reference to the market conditions
that existed at its acquisition or origination date and current market conditions or interest
rates currently charged by the entity or by others for similar debt instruments (i.e. similar
remaining maturity, cash flow pattern, currency, credit risk, collateral and interest basis).
Alternatively, provided there is no change in the credit risk of the debtor and applicable
credit spreads after the origination of the debt instrument, an estimate of the current
market interest rate may be derived by using a benchmark interest rate reflecting a better
credit quality than the underlying debt instrument, holding the credit spread constant, and
adjusting for the change in the benchmark interest rate from the origination date. If
conditions have changed since the most recent market transaction, the corresponding
change in the fair value of the financial instrument being valued is determined by
reference to current prices or rates for similar financial instruments, adjusted as
appropriate, for any differences from the instrument being valued.

The same information may not be available at each measurement date. For example, at
the date that an entity makes a loan or acquires a debt instrument that is not actively
traded, the entity has a transaction price that is also a market price. However, no new
transaction information may be available at the next measurement date and, although the
entity can determine the general level of market interest rates, it may not know what level
of credit or other risk market participants would consider in pricing the instrument on that
date. An entity may not have information from recent transactions to determine the
appropriate credit spread over the basic interest rate to use in determining a discount rate
for a present value computation. It would be reasonable to assume, in the absence of
evidence to the contrary, that no changes have taken place in the spread that existed at the
date the loan was made. However, the entity would be expected to make reasonable
efforts to determine whether there is evidence that there has been a change in such factors.
When evidence of a change exists, the entity would consider the effects of the change in
determining the fair value of the financial instrument.

In applying discounted cash flow analysis, an entity uses one or more discount rates
equal to the prevailing rates of return for financial instruments having substantially the
same terms and characteristics, including the credit quality of the instrument, the
remaining term over which the contractual interest rate is fixed, the remaining term to
repayment of the principal and the currency in which payments are to be made.
Short-term receivables and payables with no stated interest rate may be measured at the
original invoice amount if the effect of discounting is immaterial.
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No Active Market: Equity Instruments

AGB80.

AGS1.

The fair value of investments in equity instruments that do not have a quoted market
price in an active market and derivatives that are linked to and must be settled by delivery
of such an unquoted equity instrument (see paragraphs 46(c) and 47) is reliably
measurable if (a) the variability in the range of reasonable fair value estimates is not
significant for that instrument or (b) the probabilities of the various estimates within the
range can be reasonably assessed and used in estimating fair value.

There are many situations in which the variability in the range of reasonable fair value
estimates of investments in equity instruments that do not have a quoted market price and
derivatives that are linked to and must be settled by delivery of such an unquoted equity
instrument (see paragraphs 46(c) and 47) is likely not to be significant. Normally it is
possible to estimate the fair value of a financial asset that an entity has acquired from an
outside party. However, if the range of reasonable fair value estimates is significant and
the probabilities of the various estimates cannot be reasonably assessed, an entity is
precluded from measuring the instrument at fair value.

Inputs to Valuation Techniques

AG82.

An appropriate technique for estimating the fair value of a particular financial instrument
would incorporate observable market data about the market conditions and other factors
that are likely to affect the instrument’s fair value. The fair value of a financial
instrument will be based on one or more of the following factors (and perhaps others).

@) The time value of money (i.e. interest at the basic or risk-free rate). Basic interest
rates can usually be derived from observable government bond prices and are
often quoted in financial publications. These rates typically vary with the
expected dates of the projected cash flows along a yield curve of interest rates for
different time horizons. For practical reasons, an entity may use a well-accepted
and readily observable general rate, such as LIBOR or a swap rate, as the
benchmark rate. (Because a rate such as LIBOR is not the risk-free interest rate,
the credit risk adjustment appropriate to the particular financial instrument is
determined on the basis of its credit risk in relation to the credit risk in this
benchmark rate.) In some countries, the central government’s bonds may carry a
significant credit risk and may not provide a stable benchmark basic interest rate
for instruments denominated in that currency. Some entities in these countries
may have a better credit standing and a lower borrowing rate than the central
government. In such a case, basic interest rates may be more appropriately
determined by reference to interest rates for the highest rated corporate bonds
issued in the currency of that jurisdiction.

(b) Credit risk. The effect on fair value of credit risk (i.e. the premium over the basic
interest rate for credit risk) may be derived from observable market prices for
traded instruments of different credit quality or from observable interest rates
charged by lenders for loans of various credit ratings.

(© Foreign currency exchange prices. Active currency exchange markets exist for
most major currencies, and prices are quoted daily in financial publications.

61



HKAS 39 (May 2004)

(d) Commodity prices. There are observable market prices for many commaodities.

(e Equity prices. Prices (and indexes of prices) of traded equity instruments are
readily observable in some markets. Present value based techniques may be used
to estimate the current market price of equity instruments for which there are no
observable prices.

()] Volatility (i.e. magnitude of future changes in price of the financial instrument or
other item). Measures of the volatility of actively traded items can normally be
reasonably estimated on the basis of historical market data or by using volatilities
implied in current market prices.

(0) Prepayment risk and surrender risk. Expected prepayment patterns for financial
assets and expected surrender patterns for financial liabilities can be estimated on
the basis of historical data. (The fair value of a financial liability that can be
surrendered by the counterparty cannot be less than the present value of the
surrender amount—see paragraph 49.)

(h) Servicing costs for a financial asset or a financial liability. Costs of servicing can
be estimated using comparisons with current fees charged by other market
participants. If the costs of servicing a financial asset or financial liability are
significant and other market participants would face comparable costs, the issuer
would consider them in determining the fair value of that financial asset or
financial liability. It is likely that the fair value at inception of a contractual right
to future fees equals the origination costs paid for them, unless future fees and
related costs are out of line with market comparables.

Gains and Losses (paragraphs 55-57)

AG83. An entity applies HKAS 21 to financial assets and financial liabilities that are monetary
items in accordance with HKAS 21 and denominated in a foreign currency. Under HKAS
21, any foreign exchange gains and losses on monetary assets and monetary liabilities are
recognised in profit or loss. An exception is a monetary item that is designated as a
hedging instrument in either a cash flow hedge (see paragraphs 95-101) or a hedge of a
net investment (see paragraph 102). For the purpose of recognising foreign exchange
gains and losses under HKAS 21, a monetary available-for-sale financial asset is treated
as if it were carried at amortised cost in the foreign currency. Accordingly, for such a
financial asset, exchange differences resulting from changes in amortised cost are
recognised in profit or loss and other changes in carrying amount are recognised in
accordance with paragraph 55(b). For available-for-sale financial assets that are not
monetary items under HKAS 21 (for example, equity instruments), the gain or loss that is
recognised directly in equity under paragraph 55(b) includes any related foreign
exchange component. If there is a hedging relationship between a non-derivative
monetary asset and a non-derivative monetary liability, changes in the foreign currency
component of those financial instruments are recognised in profit or loss.
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Impairment and Uncollectibility of Financial Assets
(paragraphs 58-70)

Financial Assets Carried at Amortised Cost (paragraphs 63-65)

AG84.

AGS8S.

AGS86.

AG87.

Impairment of a financial asset carried at amortised cost is measured using the financial
instrument’s original effective interest rate because discounting at the current market rate
of interest would, in effect, impose fair value measurement on financial assets that are
otherwise measured at amortised cost. If the terms of a loan, receivable or
held-to-maturity investment are renegotiated or otherwise modified because of financial
difficulties of the borrower or issuer, impairment is measured using the original effective
interest rate before the modification of terms. Cash flows relating to short-term
receivables are not discounted if the effect of discounting is immaterial. If a loan,
receivable or held-to-maturity investment has a variable interest rate, the discount rate for
measuring any impairment loss under paragraph 63 is the current effective interest rate(s)
determined under the contract. As a practical expedient, a creditor may measure
impairment of a financial asset carried at amortised cost on the basis of an instrument’s
fair value using an observable market price. The calculation of the present value of the
estimated future cash flows of a collateralised financial asset reflects the cash flows that
may result from foreclosure less costs for obtaining and selling the collateral, whether or
not foreclosure is probable.

The process for estimating impairment considers all credit exposures, not only those of
low credit quality. For example, if an entity uses an internal credit grading system it
considers all credit grades, not only those reflecting a severe credit deterioration.

The process for estimating the amount of an impairment loss may result either in a single
amount or in a range of possible amounts. In the latter case, the entity recognises an
impairment loss equal to the best estimate within the range, " taking into account all
relevant information available before the financial statements are issued about conditions
existing at the balance sheet date.

For the purpose of a collective evaluation of impairment, financial assets are grouped on
the basis of similar credit risk characteristics that are indicative of the debtors’ ability to
pay all amounts due according to the contractual terms (for example, on the basis of a
credit risk evaluation or grading process that considers asset type, industry, geographical
location, collateral type, past-due status and other relevant factors). The characteristics
chosen are relevant to the estimation of future cash flows for groups of such assets by
being indicative of the debtors’ ability to pay all amounts due according to the
contractual terms of the assets being evaluated. However, loss probabilities and other loss
statistics differ at a group level between (a) assets that have been individually evaluated
for impairment and found not to be impaired and (b) assets that have not been
individually evaluated for impairment, with the result that a different amount of
impairment may be required. If an entity does not have a group of assets with similar risk
characteristics, it does not make the additional assessment.

" HKAS 37, paragraph 39 contains guidance on how to determine the best estimate in a range of possible
outcomes.
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Impairment losses recognised on a group basis represent an interim step pending the
identification of impairment losses on individual assets in the group of financial assets
that are collectively assessed for impairment. As soon as information is available that
specifically identifies losses on individually impaired assets in a group, those assets are
removed from the group.

Future cash flows in a group of financial assets that are collectively evaluated for
impairment are estimated on the basis of historical loss experience for assets with credit
risk characteristics similar to those in the group. Entities that have no entity-specific loss
experience or insufficient experience, use peer group experience for comparable groups
of financial assets. Historical loss experience is adjusted on the basis of current
observable data to reflect the effects of current conditions that did not affect the period on
which the historical loss experience is based and to remove the effects of conditions in
the historical period that do not exist currently. Estimates of changes in future cash flows
reflect and are directionally consistent with changes in related observable data from
period to period (such as changes in unemployment rates, property prices, commodity
prices, payment status or other factors that are indicative of incurred losses in the group
and their magnitude). The methodology and assumptions used for estimating future cash
flows are reviewed regularly to reduce any differences between loss estimates and actual
loss experience.

As an example of applying paragraph AG89, an entity may determine, on the basis of
historical experience, that one of the main causes of default on credit card loans is the
death of the borrower. The entity may observe that the death rate is unchanged from one
year to the next. Nevertheless, some of the borrowers in the entity’s group of credit card
loans may have died in that year, indicating that an impairment loss has occurred on
those loans, even if, at the year-end, the entity is not yet aware which specific borrowers
have died. It would be appropriate for an impairment loss to be recognised for these
‘incurred but not reported’ losses. However, it would not be appropriate to recognise an
impairment loss for deaths that are expected to occur in a future period, because the
necessary loss event (the death of the borrower) has not yet occurred.

When using historical loss rates in estimating future cash flows, it is important that
information about historical loss rates is applied to groups that are defined in a manner
consistent with the groups for which the historical loss rates were observed. Therefore,
the method used should enable each group to be associated with information about past
loss experience in groups of assets with similar credit risk characteristics and relevant
observable data that reflect current conditions.
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because consolidation recognises in profit or loss the subsidiary’s profit or loss, rather
than changes in the investment’s fair value. A hedge of a net investment in a foreign
operation is different because it is a hedge of the foreign currency exposure, not a fair
value hedge of the change in the value of the investment.

AGRA Paragraph 80 states that in consolidated financial statements the foreign currency risk of
a highly probable forecast intragroup transaction may qualify as a hedged item in a cash
flow hedge, provided the transaction is denominated in a currency other than the
functional currency of the entity entering into that transaction and the foreign currency
risk will affect consolidated profit or loss. For this purpose an entity can be a parent,
subsidiary, associate, joint venture or branch. If the foreign currency risk of a forecast
intragroup transaction does not affect consolidated profit or loss, the intragroup
transaction cannot qualify as a hedged item. This is usually the case for royalty payments,
interest payments or management charges between members of the same group unless
there is a related external transaction. However, when the foreign currency risk of a
forecast intragroup transaction will affect consolidated profit or loss, the intragroup
transaction can qualify as a hedged item. An example is forecast sales or purchases of
inventories between members of the same group if there is an onward sale of the
inventory to a party external to the group. Similarly, a forecast intragroup sale of plant
and equipment from the group entity that manufactured it to a group entity that will use
the plant and equipment in its operations may affect consolidated profit or loss. This
could occur, for example, because the plant and equipment will be depreciated by the
purchasing entity and the amount initially recognised for the plant and equipment may
change if the forecast intragroup transaction is denominated in a currency other than the
functional currency of the purchasing entity.

AGIB If a hedge of a forecast intragroup transaction gualifies for hedge accounting, any gain or
loss that is recognised directly in equity in accordance with paragraph 95(a) shall be
reclassified into profit or loss in the same period or periods during which the foreign
currency risk of the hedged transaction affects consolidated profit or loss.

Designation of Financial Items as Hedged Items (paragraphs 81 and 81A)

AGRAC If a portion of the cash flows of a financial asset or financial liability is designated as the
hedged item, that designated portion must be less than the total cash flows of the asset or
liability. For example, in the case of a liability whose effective interest rate is below
LIBOR, an entity cannot designate (a) a portion of the liability equal to the principal
amount plus interest at LIBOR and (b) a negative residual portion. However, the entity
may designate all of the cash flows of the entire financial asset or financial liability as the
hedged item and hedge them for only one particular risk (e.g. only for changes that are
attributable to changes in LIBOR). For example, in the case of a financial liability whose
effective interest rate is 100 basis points below LIBOR, an entity can designate as the
hedged item the entire liability (i.e. principal plus interest at LIBOR minus 100 basis
points) and hedge the change in the fair value or cash flows of that entire liability that is
attributable to changes in LIBOR. The entity may also choose a hedge ratio of other than
one to one in order to improve the effectiveness of the hedge as described in paragraph
AG100.
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AGIEBD.In addition, if a fixed rate financial instrument is hedged some time after its origination
and interest rates have changed in the meantime, the entity can designate a portion equal
to a benchmark rate that is higher than the contractual rate paid on the item. The entity
can do so provided that the benchmark rate is less than the effective interest rate
calculated on the assumption that the entity had purchased the instrument on the day it
first designates the hedged item. For example, assume an entity originates a fixed rate
financial asset of CU100 that has an effective interest rate of 6 per cent at a time when
LIBOR is 4 per cent. It begins to hedge that asset some time later when LIBOR has
increased to 8 per cent and the fair value of the asset has decreased to CU90. The entity
calculates that if it had purchased the asset on the date it first designates it as the hedged
item for its then fair value of CU90, the effective yield would have been 9.5 per cent.
Because LIBOR is less than this effective yield, the entity can designate a LIBOR portion
of 8 per cent that consists partly of the contractual interest cash flows and partly of the
difference between the current fair value (i.e. CU90) and the amount repayable on
maturity (i.e. CU100).

Designation of Non-Financial Items as Hedged Items (paragraph 82)

AG100.Changes in the price of an ingredient or component of a non-financial asset or
non-financial liability generally do not have a predictable, separately measurable effect
on the price of the item that is comparable to the effect of, say, a change in market
interest rates on the price of a bond. Thus, a non-financial asset or non-financial liability
is a hedged item only in its entirety or for foreign exchange risk. If there is a difference
between the terms of the hedging instrument and the hedged item (such as for a hedge of
the forecast purchase of Brazilian coffee using a forward contract to purchase Colombian
coffee on otherwise similar terms), the hedging relationship nonetheless can qualify as a
hedge relationship provided all the conditions in paragraph 88 are met, including that the
hedge is expected to be highly effective. For this purpose, the amount of the hedging
instrument may be greater or less than that of the hedged item if this improves the
effectiveness of the hedging relationship. For example, a regression analysis could be
performed to establish a statistical relationship between the hedged item (e.g. a
transaction in Brazilian coffee) and the hedging instrument (e.g. a transaction in
Columbian coffee). If there is a valid statistical relationship between the two variables
(i.e. between the unit prices of Brazilian coffee and Columbian coffee), the slope of the
regression line can be used to establish the hedge ratio that will maximise expected
effectiveness. For example, if the slope of the regression line is 1.02, a hedge ratio based
on 0.98 quantities of hedged items to 1.00 quantities of the hedging instrument
maximises expected effectiveness. However, the hedging relationship may result in
ineffectiveness that is recognised in profit or loss during the term of the hedging
relationship.

Designation of Groups of Items as Hedged Items (paragraphs 83 and 84)

AG101.A hedge of an overall net position (e.g. the net of all fixed rate assets and fixed rate
liabilities with similar maturities), rather than of a specific hedged item, does not qualify
for hedge accounting. However, almost the same effect on profit or loss of hedge
accounting for this type of hedging relationship can be achieved by designating as the
hedged item part of the underlying items. For example, if a bank has CU100 of assets and
CU90 of liabilities with risks and terms of a similar nature and hedges the net CU10
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exposure, it can designate as the hedged item CU10 of those assets. This designation can
be used if such assets and liabilities are fixed rate instruments, in which case it is a fair
value hedge, or if they are variable rate instruments, in which case it is a cash flow hedge.
Similarly, if an entity has a firm commitment to make a purchase in a foreign currency of
CU100 and a firm commitment to make a sale in the foreign currency of CU90, it can
hedge the net amount of CU10 by acquiring a derivative and designating it as a hedging
instrument associated with CU10 of the firm purchase commitment of CU100.

Hedge Accounting (paragraphs 85-102)

AG102. An example of a fair value hedge is a hedge of exposure to changes in the fair value of a
fixed rate debt instrument as a result of changes in interest rates. Such a hedge could be
entered into by the issuer or by the holder.

AG103.An example of a cash flow hedge is the use of a swap to change floating rate debt to
fixed rate debt (i.e. a hedge of a future transaction where the future cash flows being
hedged are the future interest payments).

AG104. A hedge of a firm commitment (e.g. a hedge of the change in fuel price relating to an
unrecognised contractual commitment by an electric utility to purchase fuel at a fixed
price) is a hedge of an exposure to a change in fair value. Accordingly, such a hedge is a
fair value hedge. However, under paragraph 87 a hedge of the foreign currency risk of a
firm commitment could alternatively be accounted for as a cash flow hedge.

Assessing Hedge Effectiveness
AG105. A hedge is regarded as highly effective only if both of the following conditions are met:

@ At the inception of the hedge and in subsequent periods, the hedge is expected to
be highly effective in achieving offsetting changes in fair value or cash flows
attributable to the hedged risk during the period for which the hedge is
designated. Such an expectation can be demonstrated in various ways, including
a comparison of past changes in the fair value or cash flows of the hedged item
that are attributable to the hedged risk with past changes in the fair value or cash
flows of the hedging instrument, or by demonstrating a high statistical correlation
between the fair value or cash flows of the hedged item and those of the hedging
instrument. The entity may choose a hedge ratio of other than one to one in order
to improve the effectiveness of the hedge as described in paragraph AG100.

(b) The actual results of the hedge are within a range of 80-125 per cent. For
example, if actual results are such that the loss on the hedging instrument is
CU120 and the gain on the cash instrument is CU100, offset can be measured by
120/ 100, which is 120 per cent, or by 100 / 120, which is 83 per cent. In this
example, assuming the hedge meets the condition in (a) the entity would
conclude that the hedge has been highly effective.
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Effectiveness is assessed, at a minimum, at the time an entity prepares its annual
or interim financial statements.

This Standard does not specify a single method for assessing hedge effectiveness. The
method an entity adopts for assessing hedge effectiveness depends on its risk
management strategy. For example, if the entity’s risk management strategy is to adjust
the amount of the hedging instrument periodically to reflect changes in the hedged
position, the entity needs to demonstrate that the hedge is expected to be highly effective
only for the period until the amount of the hedging instrument is next adjusted. In some
cases, an entity adopts different methods for different types of hedges. An entity’s
documentation of its hedging strategy includes its procedures for assessing effectiveness.
Those procedures state whether the assessment includes all of the gain or loss on a
hedging instrument or whether the instrument’s time value is excluded.

If an entity hedges less than 100 per cent of the exposure on an item, such as 85 per cent,
it shall designate the hedged item as being 85 per cent of the exposure and shall measure
ineffectiveness based on the change in that designated 85 per cent exposure. However,
when hedging the designated 85 per cent exposure, the entity may use a hedge ratio of
other than one to one if that improves the expected effectiveness of the hedge, as
explained in paragraph AG100.

If the principal terms of the hedging instrument and of the hedged asset, liability, firm
commitment or highly probable forecast transaction are the same, the changes in fair
value and cash flows attributable to the risk being hedged may be likely to offset each
other fully, both when the hedge is entered into and afterwards. For example, an interest
rate swap is likely to be an effective hedge if the notional and principal amounts, term,
repricing dates, dates of interest and principal receipts and payments, and basis for
measuring interest rates are the same for the hedging instrument and the hedged item. In
addition, a hedge of a highly probable forecast purchase of a commodity with a forward
contract is likely to be highly effective if:

@) the forward contract is for the purchase of the same quantity of the same
commaodity at the same time and location as the hedged forecast purchase;

(b) the fair value of the forward contract at inception is zero; and

(©) either the change in the discount or premium on the forward contract is excluded
from the assessment of effectiveness and recognised in profit or loss or the
change in expected cash flows on the highly probable forecast transaction is
based on the forward price for the commodity.

Sometimes the hedging instrument offsets only part of the hedged risk. For example, a
hedge would not be fully effective if the hedging instrument and hedged item are
denominated in different currencies that do not move in tandem. Also, a hedge of interest
rate risk using a derivative would not be fully effective if part of the change in the fair
value of the derivative is attributable to the counterparty’s credit risk.
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derecognised item was scheduled, because this determines the repricing time period(s)
from which to remove it and hence the amount to remove from the separate line item
referred to in paragraph AG114(g). When an item is derecognised, if it can be determined
in which time period it was included, it is removed from that time period. If not, it is
removed from the earliest time period if the derecognition resulted from higher than
expected prepayments, or allocated to all time periods containing the derecognised item
on a systematic and rational basis if the item was sold or became impaired.

AG129.1n addition, any amount relating to a particular time period that has not been
derecognised when the time period expires is recognised in profit or loss at that time (see
paragraph 89A). For example, assume an entity schedules items into three repricing time
periods. At the previous redesignation, the change in fair value reported in the single line
item on the balance sheet was an asset of CU25. That amount represents amounts
attributable to periods 1, 2 and 3 of CU7, CU8 and CU10, respectively. At the next
redesignation, the assets attributable to period 1 have been either realised or rescheduled
into other periods. Therefore, CU7 is derecognised from the balance sheet and recognised
in profit or loss. CU8 and CU10 are now attributable to periods 1 and 2, respectively.
These remaining periods are then adjusted, as necessary, for changes in fair value as
described in paragraph AG114(g).

AG130.As an illustration of the requirements of the previous two paragraphs, assume that an
entity scheduled assets by allocating a percentage of the portfolio into each repricing time
period. Assume also that it scheduled CU100 into each of the first two time periods.
When the first repricing time period expires, CU110 of assets are derecognised because
of expected and unexpected repayments. In this case, all of the amount contained in the
separate line item referred to in paragraph AG114(g) that relates to the first time period is
removed from the balance sheet, plus 10 per cent of the amount that relates to the second
time period.

AG131.1f the hedged amount for a repricing time period is reduced without the related assets (or
liabilities) being derecognised, the amount included in the separate line item referred to
in paragraph AG114(g) that relates to the reduction shall be amortised in accordance with
paragraph 92.

AG132.An entity may wish to apply the approach set out in paragraphs AG114-AG131to a
portfolio hedge that had previously been accounted for as a cash flow hedge in
accordance with HKAS 39. Such an entity would revoke the previous designation of a
cash flow hedge in accordance with paragraph 101(d), and apply the requirements set out
in that paragraph. It would also redesignate the hedge as a fair value hedge and apply the
approach set out in paragraphs AG114-AG131 prospectively to subsequent accounting
periods.

Transition (paragraphs 103-108B)

AG133. An entity may have designated a forecast intragroup transaction as a hedged item at the
start of an annual period beginning on or after 1 January 2005 (or, for the purpose of
restating comparative information, the start of an earlier comparative period) in a hedge
that would qualify for hedge accounting in accordance with this Standard (as amended by
the last sentence of paragraph 80). Such an entity may use that designation to apply
hedge accounting in consolidated financial statements from the start of the annual period
beginning on or after 1 January 2005 (or the start of the earlier comparative period). Such
an entity shall also apply paragraphs AG99A and AG99B from the start of the annual
period beginning on or after 1 January 2005. However, in accordance with paragraph
108B, it need not apply paragraph AG99B to comparative information for earlier periods.
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Appendix B

Amendments to Other Pronouncements

The amendments in this appendix shall be applied for annual periods beginning on or after 1
January 2005. If an entity applies this Standard for an earlier period, these amendments shall be
applied for that earlier period.

* % %

The amendments contained in this appendix when this Standard was issued have been
incorporated into the relevant Standards.
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Appendix C

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Standard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December 2007)
- effective for annual periods beginning on or after 1 January 2009

References to:

. ‘recognised in equity” and ‘recognised directly in equity’ are amended to ‘recognised in
other comprehensive income’.

. ‘separate balance sheet line item’ are amended to ‘separate line item in the statement of
financial position’.

In the last sentence of paragraph 11, ‘on the face of the financial statements’ is amended to ‘in
the statement of financial position’.

In paragraph 12, ‘at a subsequent financial reporting date’ is amended to ‘at the end of a
subsequent financial reporting period’.

In paragraph 14, ‘on its balance sheet’ is amended to ‘in its statement of financial position’.
Paragraphs 54 and 55 are amended as follows:
54 If, as a result ... Any previous gain or loss on that asset that has been

recognised directly in eguity other comprehensive income in accordance
with paragraph 55(b) shall be accounted for as follows:

(@ In the case ... If the financial asset is subsequently impaired, any
gain or loss that has been recognised directhr-in-equity in other
comprehensive income is receghised-a reclassified from equity to
profit or loss in accordance with paragraph 67.

(b) In the case of a financial asset that does not have a fixed maturity,

the gain or loss shall remain-in-egquity-unti-thefinancial-assetissold

or-otherwise-disposed-of-when-it-shall be recognised in profit or loss
when the financial asset is sold or otherwise disposed of. If the

financial asset is subsequently impaired any previous gain or loss
that has been recognised directhy-in-equity-isrecognised in other
comprehensive income is reclassified from equity to profit or loss in
accordance with paragraph 67.
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A gain or loss ... shall be recognised, as follows.

(b)

A gain or loss on an available-for-sale financial asset shall be
recognised directhy-in-eguity-through-the statement-of changes-in-
equity-(see HKAS 1 Presentation-of Financial- Statements); in other_
comprehensive income, except for impairment losses (see
paragraphs 67-70) and foreign exchange gains and losses (see
Appendix A paragraph AG83), until the financial asset is
derecognised..—a At which that time, the cumulative gain or loss
previously recognised in eguity other comprehensive income shall
be recognised-in reclassified from equity to profit or loss as a
reclassification adjustment (see HKAS 1 Presentation of Financial
Statements (as revised in 2007)). However, ...

In paragraph 68, ‘removed from equity and recognised in profit or loss’ is amended to
‘reclassified from equity to profit or loss’.

In paragraph 95(a), ‘recognised directly in equity through the statement of changes in equity
(see HKAS 1)’ is amended to ‘recognised in other comprehensive income’.

In paragraph 97, ‘reclassified into profit or loss’ is amended to ‘reclassified from equity to
profit or loss as a reclassification adjustment (see HKAS 1 (as revised in 2007))’.

Paragraphs 98 and 100 are amended as follows:

98

100

If a hedge ...

(@)

(b)

It reclassifies the associated gains and losses that were recognised
directly- ineguity in other comprehensive income in accordance
with paragraph 95 #ato profit or loss as a reclassification
adjustment (see HKAS 1 (revised 2007)) in the same period or
periods during which the asset acquired or liability assumed affects
profit or loss (such as in the periods that depreciation expense or
cost of sales is recognised). However, if an entity expects that all or
a portion of a loss recognised directhy-in-equity in other
comprehensive income will not be recovered in one or more future
periods, it shall reclassify from equity +#to profit or loss as a_
reclassification adjustment the amount that is not expected to be
recovered.

It removes the associated gains and losses that were recognised

directly in equity other comprehensive income in accordance with
paragraph 95 ...

For cash flow hedges other than those covered by paragraphs 97 and 98,
amounts that had been recognised in other comprehensive income directhy-
-eguity shall be recognised-in reclassified from equity to profit or loss as a
reclassification adjustment (see HKAS 1 (revised 2007)) in the same period

or periods during which the hedged forecast transaction affects profit or
loss (for example, when a forecast sale occurs).

87B



HKAS 39 (December 2007)

In paragraph 101, ‘remains recognised directly in equity’ is amended to ‘has been recognised
in other comprehensive income’, “‘shall remain separately recognised in equity’ is amended
to ‘shall remain separately in equity’ and ‘shall be recognised in profit or loss’ is amended to
‘shall be reclassified from equity to profit or loss as a reclassification adjustment’.

Paragraph 102 is amended as follows:

102

Hedges of a net investment ...

@ the portion of the gain or loss on the hedging instrument that is
determined to be an effective hedge (see paragraph 88) shall be

recognised in other comprehensive income directhy-inr-equity-through
the statementof changestnequity{see HKAS-L); and

(b) the ineffective portion shall be recognised in profit or loss.

The gain or loss on the hedging instrument relating to the effective portion
of the hedge that has been recognised in other comprehensive income
directhy-inequity shall be recognised-in reclassified from equity to profit or
loss as a reclassification adjustment (see HKAS 1 (revised 2007)) on disposal
of the foreign operation.

Paragraph 103C is added as follows:

103C

HKAS 1 (as revised in 2007) amended the terminology used throughout
HKFRSs. In addition it amended paragraphs 26, 27, 34, 54, 55, 57, 67, 68,
95(a), 97, 98, 100, 102, 105, 108, AG4D, AG4E(d)(i), AG56, AG67, AG83
and AG99B. An entity shall apply those amendments for annual periods
beginning on or after 1 January 2009. If an entity applies HKAS 1 (revised
2007) for an earlier period, the amendments shall be applied for that earlier
period.

Paragraphs 105 and 108 are amended as follows:

105

108

When ... For any such financial asset, the entity shall recognise all
cumulative changes in fair value in a separate component of equity until
subsequent derecognition or impairment, when the entity shall transfer
reclassify that cumulative gain or loss from equity to profit or loss as a_
reclassification adjustment (see HKAS 1 (revised 2007)). The entity ...

An entity shall not adjust the carrying amount of non-financial assets and
non-financial liabilities to exclude gains and losses related to cash flow
hedges that were included in the carrying amount before the beginning of
the financial year in which this Standard is first applied. At the beginning
of the financial period in which this Standard is first applied, any amount
recognised outside profit or loss (in other comprehensive income or directly
in equity) for a hedge of a firm commitment that under this Standard is
accounted for as a fair value hedge shall be reclassified as an asset or
liability, except for a hedge of foreign currency risk that continues to be
treated as a cash flow hedge.

87C



HKAS 39 (December 2007)

Appendix A Application guidance is amended as described below.

In paragraph AG4E(d)(i), ‘changes reported in equity’ is amended to ‘changes recognised in
other comprehensive income’.

In paragraph AG25, ‘each subsequent balance sheet date” is amended to ‘the end of each
subsequent reporting period’.

In paragraph AG51(a), ‘on its balance sheet’ is amended to “in its statement of financial position’.

In paragraph AG67, 'The next financial reporting date' is amended to "The end of the reporting
period'.

Paragraph AG99B is amended as follows:

AG99B If a hedge of a forecast intragroup transaction qualifies for hedge accounting,
any gain or loss that is recognised in other comprehensive income directhyin-
equity in accordance with paragraph 95(a) shall be reclassified #ate from equity
to profit or loss as a reclassification adjustment in the same period or periods
during which the foreign currency risk of the hedged transaction affects
consolidated profit or loss.

In paragraph AG129, ‘on the balance sheet’ is amended to “in the statement of financial position’.

The Illustrative Example accompanying HKAS 39 is amended as described below.

In paragraphs IE14, IE18, 1E24, IE26, IE28 and IE30, ‘income statement’ is amended to ‘profit
or loss’.

References to ‘balance sheet line item’ are amended to ‘line item in the statement of financial
position’.
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, HKAS 39.

HKAS 39 is based on 1AS 39 Financial Instruments: Recognition and Measurement. In
approving HKAS 39, the Council of the Hong Kong Seciety-Institute of Certified Public
Accountants considered and agreed with the IASB’s basis for conclusions on IAS 39 (as amended
in March 2004 _and subsequently). Accordingly, there are no significant differences between
HKAS 39 and IAS 39. The IASB’s basis for conclusions is reproduced below for reference. The
paragraph numbers of IAS 39 referred to below generally correspond with those in HKAS 39.

BCL.

BC2.

BC3.

This Basis for Conclusions summarises the International Accounting Standards Board’s
considerations in reaching the conclusions on revising IAS 39 Financial Instruments:
Recognition and Measurement in 2003. Individual Board members gave greater weight to
some factors than to others.

In July 2001 the Board announced that, as part of its initial agenda of technical projects,
it would undertake a project to improve a number of Standards, including IAS 32
Financial Instruments: Disclosure and Presentation and 1AS 39 Financial Instruments:
Recognition and Measurement. The objectives of the Improvements project were to
reduce the complexity in the Standards by clarifying and adding guidance, eliminating
internal inconsistencies and incorporating into the Standards elements of Standing
Interpretations Committee (SIC) Interpretations and IAS 39 implementation guidance. In
June 2002 the Board published its proposals in an Exposure Draft of Proposed
Amendments to 1AS 32 Financial Instruments: Disclosure and Presentation and 1AS 39
Financial Instruments: Recognition and Measurement, with a comment deadline of 14
October 2002. In August 2003 the Board published a further Exposure Draft of Proposed
Amendments to 1AS 39 on Fair Value Hedge Accounting for a Portfolio Hedge of
Interest Rate Risk, with a comment deadline of 14 November 2003.

Because the Board’s intention was not to reconsider the fundamental approach to the
accounting for financial instruments established by IAS 32 and IAS 39, this Basis for
Conclusions does not discuss requirements in IAS 39 that the Board has not
reconsidered.

Background

BCA4.

BCs.

The original version of IAS 39 became effective for financial statements covering
financial years beginning on or after 1 January 2001. It reflected a mixed measurement
model in which some financial assets and financial liabilities are measured at fair value
and others at cost or amortised cost, depending in part on an entity’s intention in holding
an instrument.

The Board recognises that accounting for financial instruments is a difficult and
controversial subject. The Board’s predecessor body, the International Accounting
Standards Committee (IASC) began its work on the issue some 15 years ago, in 1988.
During the next eight years it published two Exposure Drafts, culminating in the issue of
IAS 32 on disclosure and presentation in 1995. IASC decided that its initial proposals on
recognition and measurement should not be progressed to a Standard, in view of:

. the critical response they had attracted,;

. evolving practices in financial instruments; and
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(d) meetings between members of the Board and its staff and various groups of
constituents to explore further issues raised in comment letters and at the
roundtable discussions.

BC11A.Some of the comment letters on the June 2002 Exposure Draft and participants in the
roundtables raised a significant issue for which the June 2003 Exposure Draft had not
proposed any changes. This was hedge accounting for a portfolio hedge of interest rate
risk (sometimes referred to as ‘macro hedging’) and the related question of the treatment
in hedge accounting of deposits with a demand feature (sometimes referred to as
‘demand deposits’ or ‘demandable liabilities’). In particular, some were concerned that it
was very difficult to achieve fair value hedge accounting for a macro hedge in
accordance with previous versions of IAS 39.

BC11B.In the light of these concerns, the Board decided to explore whether and how IAS 39
might be amended to enable fair value hedge accounting to be used more readily for a
portfolio hedge of interest rate risk. This resulted in a further Exposure Draft of Proposed
Amendments to 1AS 39 that was published in August 2003 and on which more than 120
comment letters were received. The amendments proposed in the Exposure Draft were
finalised in March 2004.

BC11C After those amendments were issued in March 2004 the Board received further
comments from constituents calling for further amendments to the Standard. In particular,
as a result of continuing discussions with constituents, the Board became aware that some,
including prudential supervisors of banks, securities companies and insurers, were
concerned that the fair value option might be used inappropriately. These constituents
were concerned that:

(a) entities might apply the fair value option to financial assets or financial liabilities
whose fair value is not verifiable. If so, because the valuation of these financial
assets and financial liabilities is subjective, entities might determine their fair
value in a way that inappropriately affects profit or loss.

(b) the use of the option might increase, rather than decrease, volatility in profit or
loss, for example if an entity applied the option to only one part of a matched

position.

(c) if an entity applied the fair value option to financial liabilities, it might result in
an entity recognising gains or losses in profit or loss associated with changes in
its own creditworthiness.

In response to those concerns, the Board published in April 2004 an Exposure Draft of
proposed restrictions to the fair value option. In March 2005 the Board held a series of
round-table meetings to discuss proposals with invited constituents. As a result of this
process, the Board issued an amendment to IAS 39 in June 2005 relating to the fair value

option.
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The Board did not reconsider the fundamental approach to accounting for financial
instruments contained in IAS 39. Some of the complexity in existing requirements is
inevitable in a mixed measurement model based in part on management’s intentions for
holding financial instruments and given the complexity of finance concepts and fair value
estimation issues. The amendments reduce some of the complexity by clarifying the
Standard, eliminating internal inconsistencies and incorporating additional guidance into
the Standard.

The amendments also eliminate or mitigate some differences between 1AS 39 and US
GAAP related to the measurement of financial instruments. Already, the measurement
requirements in 1AS 39 are, to a large extent, similar to equivalent requirements in US
GAAP, in particular, those in FASB SFAS 114 Accounting by Creditors for Impairment
of a Loan, SFAS 115 Accounting for Certain Investments in Debt and Equity Securities
and SFAS 133 Accounting for Derivative Instruments and Hedging Activities.

The Board will continue its consideration of issues related to the accounting for financial
instruments. However, it expects that the basic principles in the improved 1AS 39 will be
in place for a considerable period.

Scope

Loan Commitments (paragraphs 2(i) and 4)

BC15.

BC16.

BC17.

BC18.

Loan commitments are firm commitments to provide credit under pre-specified terms and
conditions. In the 1AS 39 implementation guidance process, the question was raised
whether a bank’s loan commitments are derivatives accounted for at fair value under IAS
39. This question arises because a commitment to make a loan at a specified rate of
interest during a fixed period of time meets the definition of a derivative. In effect, it is a
written option for the potential borrower to obtain a loan at a specified rate.

To simplify the accounting for holders and issuers of loan commitments, the Board
decided to exclude particular loan commitments from the scope of 1AS 39. The effect of
the exclusion is that an entity will not recognise and measure changes in fair value of
these loan commitments that result from changes in market interest rates or credit spreads.
This is consistent with the measurement of the loan that results if the holder of the loan
commitment exercises its right to obtain financing, because changes in market interest
rates do not affect the measurement of an asset measured at amortised cost (assuming it is
not designated in a category other than loans and receivables).

However, the Board decided that an entity should be permitted to measure a loan
commitment at fair value with changes in fair value recognised in profit or loss on the
basis of designation at inception of the loan commitment as a financial liability through
profit or loss. This may be appropriate, for example, if the entity manages risk exposures
related to loan commitments on a fair value basis.

The Board further decided that a loan commitment should be excluded from the scope of
IAS 39 only if it cannot be settled net. If the value of a loan commitment can be settled
net in cash or another financial instrument, including when the entity has a past practice
of selling the resulting loan assets shortly after origination, it is difficult to justify its
exclusion from the requirement in IAS 39 to measure at fair value similar instruments
that meet the definition of a derivative.
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Some comments received on the Exposure Draft disagreed with the Board’s proposal that
an entity that has a past practice of selling the assets resulting from its loan commitments
shortly after origination should apply 1AS 39 to all of its loan commitments. The Board
considered this concern and agreed that the words in the Exposure Draft did not reflect
the Board’s intention. Thus, the Board clarified that if an entity has a past practice of
selling the assets resulting from its loan commitments shortly after origination, it applies
IAS 39 only to its loan commitments in the same class.

Finally, the Board decided that commitments to provide a loan at a below-market interest
rate should be initially measured at fair value, and subsequently measured at the higher of
(a) the amount that would be recognised under IAS 37 and (b) the amount initially
recognised less, where appropriate, cumulative amortisation recognised in accordance
with IAS 18 Revenue in-the-same-way-as-financial-guarantees{see paragraph-BC23). It
noted that without such a requirement, liabilities that result from such commitments
might not be recognised in the balance sheet, because in many cases no cash
consideration is received.

BC20A As discussed in paragraphs BC21-BC23E, the Board amended IAS 39 in 2005 to address

financial guarantee contracts. In making those amendments, the Board moved the
material on loan commitments from the scope section of the Standard to the section on
subseguent measurement (paragraph 47(d)). The purpose of this change was to rationalise
the presentation of this material without making substantive changes.

Financial Guarantee Contracts (paragraphs 2(fe), 9, 47(c), AG4 and 3AG4A)

finalising IFRS 4 Insurance Contracts in early 2004, the Board reached the following
conclusions:

(a) Financial guarantee contracts can have various legal forms, such as that of a
guarantee, some types of letter of credit, a credit default contract or an insurance
contract. However, although this difference in legal form may in some cases
reflect differences in substance, the accounting for these instruments should not
depend on their legal form.

(b) If a financial guarantee contract is not an insurance contract, as defined in IFRS 4,
it should be within the scope of 1AS 39. This was the case before the Board
finalised IFRS 4.

(c) As required before the Board finalised IFRS 4, if a financial quarantee contract
was entered into or retained on transferring to another party financial assets or
financial liabilities within the scope of IAS 39, the issuer should apply IAS 39 to
that contract even if it is an insurance contract, as defined in IFRS 4.
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(d) Unless (c) applies, the following treatment is appropriate for a financial
guarantee contract that meets the definition of an insurance contract:

(i) At inception, the issuer of a financial guarantee contract has a
recognisable liability and should measure it at fair value. If a financial
guarantee contract was issued in a stand-alone arm’s length transaction
to an unrelated party, its fair value at inception is likely to equal the
premium received, unless there is evidence to the contrary.

(ii) Subsequently, the issuer should measure the contract at the higher of the
amount determined in accordance with IAS 37 Provisions, Contingent
Liabilities and Contingent Assets and the amount initially recognised less,

when appropriate, cumulative amortisation recognised in accordance
with IAS 18 Revenue.

to develop a stable platform of Standards for 2005 the Board finalised IFRS 4 in early

2004 without specifying the accounting for these contracts and then published an
Exposure Draft Financial Guarantee Contracts and Credit Insurance in July 2004 to
expose for public comment the conclusion set out in paragraph BC21(d). The Board set a
comment deadline of 8 October 2004 and received more than 60 comment letters. Before
reviewing the comment letters, the Board held a public education session at which it
received briefings from representatives of the International Credit Insurance & Surety
Association and of the Association of Financial Guaranty Insurers.

Revenue Some respondents to the Exposure Draft of July 2004 arqued that there were

important economic differences between credit insurance contracts and other forms of
contract that met the proposed definition of a financial guarantee contract. However, both
in developing the Exposure Draft and in subsequently discussing the comments received,
the Board was unable to identify differences that would justify differences in accounting
treatment.

BC23A Some respondents to the Exposure Draft of July 2004 noted that some credit insurance

contracts contain features, such as cancellation and renewal rights and profit-sharing
features, that the Board will not address until phase |1 of its project on insurance contracts.

They arqued that the Exposure Draft did not give enough guidance to enable them to
account for these features. The Board concluded it could not address such features in the
short term. The Board noted that when credit insurers issue credit insurance contracts,
they typically recognise a liability measured as either the premium received or an
estimate of the expected losses. However, the Board was concerned that some other
issuers of financial guarantee contracts might argue that no recognisable liability existed
at inception. To provide a temporary solution that balances these competing concerns, the
Board decided the following:
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(a) If the issuer of financial gquarantee contracts has previously asserted explicitly
that it regards such contracts as insurance contracts and has used accounting
applicable to insurance contracts, the issuer may elect to apply either IAS 39 or
IFRS 4 to such financial guarantee contracts.

(b) In all other cases, the issuer of a financial guarantee contract should apply IAS
39.

BC23B The Board does not regard criteria such as those described in paragraph BC23A(a) as
suitable for the long term, because they can lead to different accounting for contracts that
have similar economic effects. However, the Board could not find a more compelling
approach to resolve its concerns for the short term. Moreover, although the criteria
described in paragraph BC23A(a) may appear imprecise, the Board believes that the
criteria would provide a clear answer in the vast majority of cases. Paragraph AG4A
gives guidance on the application of those criteria.

BC23C The Board considered convergence with US GAAP. In US GAAP, the requirements for
financial guarantee contracts (other than those covered by US standards specific to the
insurance sector) are in FASB Interpretation 45 Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others
(FIN 45). The recognition and measurement requirements of FIN 45 do not apply to
guarantees issued between parents and their subsidiaries, between entities under common
control, or by a parent or subsidiary on behalf of a subsidiary or the parent. Some
respondents to the Exposure Draft of July 2004 asked the Board to provide a similar
exemption. They arqued that the requirement to recognise these financial guarantee
contracts in separate or individual financial statements would cause costs
disproportionate to the likely benefits, given that intragroup transactions are eliminated
on consolidation. However, to avoid the omission of material liabilities from separate or
individual financial statements, the Board did not create such an exemption.

BC23D The Board issued the amendments for financial guarantee contracts in August 2005.
After those amendments, the recognition and measurement requirements for financial
guarantee contracts within the scope of IAS 39 are consistent with FIN 45 in some areas,
but differ in others:

(a) Like FIN 45, IAS 39 requires initial recognition at fair value.

(b) IAS 39 requires systematic amortisation, in accordance with 1AS 18, of the
liability recognised initially. This is compatible with FIN 45, though FIN 45
contains less prescriptive requirements on subsequent measurement. Both IAS 39
and FIN 45 include a liability adequacy (or loss recognition) test, although the
tests differ because of underlying differences in the Standards to which those
tests refer (IAS 37 and SFAS 5).

(c) Like FIN 45, IAS 39 permits a different treatment for financial quarantee
contracts issued by insurers.

(d) Unlike FIN 45, IAS 39 does not contain exemptions for parents, subsidiaries or
other entities under common control. However, any differences are reflected only
in the separate or individual financial statements of the parent, subsidiaries or
common control entities.
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BC23E Some respondents to the Exposure Draft of July 2004 asked for guidance on the treatment

of financial quarantee contracts by the holder. However, this was beyond the limited
scope of the project.

Contracts to Buy or Sell a Non-Financial Item
(paragraphs 5-7 and AG10)

BC24.

Before the amendments, IAS 39 and IAS 32 were not consistent with respect to the
circumstances in which a commodity-based contract meets the definition of a financial
instrument and is accounted for as a derivative. The Board concluded that the
amendments should make them consistent on the basis of the notion that a contract to buy
or sell a non-financial item should be accounted for as a derivative when it (i) can be
settled net or by exchanging financial instruments and (ii) is not held for the purpose of
receipt or delivery of the non-financial item in accordance with the entity’s expected
purchase, sale or usage requirements (a ‘normal’ purchase or sale). In addition, the Board
concluded that the notion of when a contract can be settled net should include contracts:

@ where the entity has a practice of settling similar contracts net in cash or another
financial instrument or by exchanging financial instruments;

(b) for which the entity has a practice of taking delivery of the underlying and selling
it within a short period after delivery for the purpose of generating a profit from
short-term fluctuations in price or dealer’s margin; and

) in which the non-financial item that is the subject of the contract is readily
convertible to cash.

Because practices of settling net or taking delivery of the underlying and selling it within
a short period after delivery also indicate that the contracts are not ‘normal’ purchases or
sales, such contracts are within the scope of IAS 39 and are accounted for as derivatives.
The Board also decided to clarify that a written option that can be settled net in cash or
another financial instrument, or by exchanging financial instruments, is within the scope
of the Standard and cannot qualify as a ‘normal’ purchase or sale.

Definitions

Loans and Receivables (paragraphs 9, 46(a) and AG26)

BC25.

BC26.

The principal difference between loans and receivables and other financial assets is that
loans and receivables are not subject to the tainting provisions that apply to
held-to-maturity investments. Loans and receivables that are not held for trading may be
measured at amortised cost even if an entity does not have the positive intention and
ability to hold the loan asset until maturity.

The Board decided that the ability to measure a financial asset at amortised cost without
consideration of the entity’s intention and ability to hold the asset until maturity is most
appropriate when there is no liquid market for the asset. It is less appropriate to extend
the category to debt instruments traded in liquid markets. The distinction for
measurement purposes between liquid debt instruments that are acquired upon issue and
liquid debt instruments that are acquired shortly afterwards is difficult to justify on
conceptual grounds. Why should a liquid debt instrument that is purchased on the day of
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Continuing Involvement in a Transferred Asset
(paragraphs 30-35)

BC67.

BC68.

BC69.

BC70.

The Board decided that if the entity determines that it has neither retained nor transferred
substantially all of the risks and rewards of an asset and that it has retained control, the
entity should continue to recognise the asset to the extent of its continuing involvement.
This is to reflect the transferor’s continuing exposure to the risks and rewards of the asset
and that this exposure is not related to the entire asset, but is limited in amount. The
Board noted that precluding derecognition to the extent of the continuing involvement is
useful to users of financial statements in such cases, because it reflects the entity’s
retained exposure to the risks and rewards of the financial asset better than full
derecognition.

When the entity transfers some significant risks and rewards and retains others and
derecognition is precluded because the entity retains control of the transferred asset, the
entity no longer retains all the upside and downside exposure to gains and losses
resulting from the transferred asset. Therefore, the revised IAS 39 requires the asset and
the associated liability to be measured in a way that ensures that any changes in value of
the transferred asset that are not attributed to the entity are not recognised by the entity.

For example, special measurement and income recognition issues arise if derecognition is
precluded because the transferor has retained a call option or written a put option and the
asset is measured at fair value. In those situations, in the absence of additional guidance,
application of the general measurement and income recognition requirements for
financial assets and financial liabilities in IAS 39 may result in accounting that does not
represent the transferor’s rights and obligations related to the transfer.

As another example, if the transferor retains a call option on a transferred
available-for-sale financial asset and the fair value of the asset decreases below the
exercise price, the transferor does not suffer a loss because it has no obligation to
exercise the call option. In that case, the Board decided that it is appropriate to adjust the
measurement of the liability to reflect that the transferor has no exposure to decreases in
the fair value of the asset below the option exercise price. Similarly, if a transferor writes
a put option and the fair value of the asset exceeds the exercise price, the transferee need
not exercise the put. Because the transferor has no right to increases in the fair value of
the asset above the option exercise price, it is appropriate to measure the asset at the
lower of (a) the option exercise price and (b) the fair value of the asset.

Measurement

Fair Value Measurement-Option (paragraph 9)

BC71.

The Board concluded that it could simplify the application of IAS 39 (as revised in 2000)
for some entities by permitting the use of fair value measurement for any financial
instrument. With one exception (see paragraph BE829), this greater use of fair value is
optional. The fair value measurement option does not require entities to measure more
financial instruments at fair value.
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Fheprevious-version-of IAS 39 (as revised in 2000) did not permit an entity to measure
particular categories of financial instruments at fair value with changes in fair value
recognised in profit or loss. Examples included:

@) originated loans and receivables, including a debt instrument acquired directly
from the issuer, unless they met the conditions for classification as held for
trading in paragraph 9.

(b) financial assets classified as available for sale, unless as an accounting policy
choice gains and losses on all available-for-sale financial assets were recognised
in profit or loss or they met the conditions for classification as held for trading in
paragraph 9.

(© non-derivative financial liabilities, even if the entity had a policy and practice of
actively repurchasing such liabilities or they formed part of an arbitrage/customer
facilitation strategy or fund trading activities.

The Board decided in IAS 39 (as revised in 2003) to permit entities to designate
irrevocably on initial recognition any financial instrument as one to be measured at fair
value with gains and losses recognised in profit or loss (‘fair value through profit or
loss’). To impose discipline on this approach, the Board decided that financial
instruments should not be reclassified into or out of the category of fair value through
profit or loss. In particular, some comments received on the Exposure Draft of proposed
amendments to IAS 39 published in June 2002 suggested that entities could use the fair
value option to recognise selectively changes in fair value in profit or loss. The Board
noted that the requirement to designate irrevocably on initial recognition the financial
instruments for which the fair value option is to be applied results in an entity being
unable to ‘cherry pick’ in this way. This is because it will not be known at initial
recognition whether the fair value of the instrument will increase or decrease.

Following the issue of IAS 39 (as revised in 2003), as a result of continuing discussions

with constituents on the fair value option, the Board became aware that some, including
prudential supervisors of banks, securities companies and insurers, were concerned that
the fair value option might be used inappropriately (as discussed in paragraph BC11C).
In response to those concerns, the Board published in April 2004 an Exposure Draft of
proposed restrictions to the fair value option contained in IAS 39 (as revised in 2003).
After discussing comments received from constituents and a series of public round-table
meetings, the Board issued an amendment to 1AS 39 in June 2005 permitting entities to
designate irrevocably on initial recognition financial instruments that meet one of three
conditions (see paragraphs 9(b)(i), 9(b)(ii) and 11A) as ones to be measured at fair value
through profit or loss.
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BC74. Inthe amendment to the fair value option, the Board identified three situations in which

permitting designation at fair value through profit or loss either results in more relevant

information (cases (a) and (b) below) or is justified on the grounds of reducing

complexity or increasing measurement reliability (case (c) below). These are:

(a)

when such designation eliminates or significantly reduces a measurement or

(b)

recognition inconsistency (sometimes referred to as an ‘accounting mismatch’)
that would otherwise arise (paragraphs BC75-BC75B);

when a group of financial assets, financial liabilities or both is managed and its

(©

performance is evaluated on a fair value basis, in accordance with a documented
risk management or investment strategy (paragraphs BC76-BC76B); and

when an instrument contains an embedded derivative that meets particular

conditions (paragraphs BC77-BC78).

BC74A. The ability for entities to use the fair value option simplifies the application of 1AS 39 by

mitigating some anomalies that result from the different measurement attributes in the

Standard. In particular, for financial instruments designated in this way:

(@)

it eliminates the need for hedge accounting for hedges of fair value exposures

(b)

when there are natural offsets, and thereby eliminates the related burden of
designating, tracking and analysing hedge effectiveness.

it eliminates the burden of separating embedded derivatives.

(©

it eliminates problems arising from a mixed measurement model when financial

(d)

assets are measured at fair value and related financial liabilities are measured at
amortised cost. In particular, it eliminates volatility in profit or loss and equity
that results when matched positions of financial assets and financial liabilities are
not measured consistently.

the option to recognise unrealised gains and losses on available-for-sale financial

(e)

assets in profit or loss is no longer necessary.

it de-emphasises interpretative issues around what constitutes trading.

Designation as at fair value through profit or loss eliminates or significantly reduces a

measurement or recognition inconsistency (paragraph 9(b)(i))
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BC75. IAS 39, like comparable standards in some national jurisdictions, imposes a
mixed-attribute measurement model. It requires some financial assets and liabilities to be
measured at fair value, and others to be measured at amortised cost. It requires some
gains and losses to be recognised in profit or loss, and others to be recognised initially as
a component of equity. This combination of measurement and recognition requirements
can result in inconsistencies, which some refer to as ‘accounting mismatches’, between
the accounting for an asset (or group of assets) and a liability (or group of liabilities). The
notion of an accounting mismatch necessarily involves two propositions. First, an entity
has particular assets and liabilities that are measured, or on which gains and losses are
recognised, inconsistently; second, there is a perceived economic relationship between
those assets and liabilities. For example, a liability may be considered to be related to an
asset when they share a risk that gives rise to opposite changes in fair value that tend to
offset, or when the entity considers that the liability funds the asset.

BC75A. Some entities can overcome measurement or recognition inconsistencies by using hedge
accounting or, in the case of insurers, shadow accounting. However, the Board recognises
that those techniques are complex and do not address all situations. In developing the
amendment to the fair value option, the Board considered whether it should impose
conditions to limit the situations in which an entity could use the option to eliminate an
accounting mismatch. For example, it considered whether entities should be required to
demonstrate that particular assets and liabilities are managed together, or that a
management strateqy is effective in reducing risk (as is required for hedge accounting to
be used), or that hedge accounting or other ways of overcoming the inconsistency are not
available.

BC75B.The Board concluded that accounting mismatches arise in a wide variety of
circumstances. In the Board’s view, financial reporting is best served by providing
entities with the opportunity to eliminate perceived accounting mismatches whenever that
results in more relevant information. Furthermore, the Board concluded that the fair value
option may validly be used in place of hedge accounting for hedges of fair value
exposures, thereby eliminating the related burden of designating, tracking and analysing
hedge effectiveness. Hence, the Board decided not to develop detailed prescriptive
guidance about when the fair value option could be applied (such as requiring
effectiveness tests similar to those required for hedge accounting) in the amendment on
the fair value option. Rather, the Board decided to require disclosures in IAS 32" about:

e the criteria an entity uses for designating financial assets and financial liabilities
as at fair value through profit or loss

. how the entity satisfies the conditions in this Standard for such designation
. the nature of the assets and liabilities so designated
. the effect on the financial statement of using this designation, namely the

carrying amounts and net gains and losses on assets and liabilities so designated,
information about the effect of changes in a financial liability’s credit quality on
changes in its fair value, and information about the credit risk of loans or
receivables and any related credit derivatives or similar instruments.

i In August 2005, the IASB relocated all disclosures relating to financial instruments to IFRS 7 Financial Instruments: Disclosures.
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A group of financial assets, financial liabilities or both is managed and its performance is
evaluated on a fair value basis, in accordance with a documented risk management or
investment strateqy (paragraph 9(b)(ii))

BC76.

Standard requires financial instruments to be measured at fair value through profit or loss

in only two situations, namely when an instrument is held for trading or when it contains
an embedded derivative that the entity is unable to measure separately. However, the
Board recognised that some entities manage and evaluate the performance of financial
instruments on a fair value basis in other situations. Furthermore, for instruments
managed and evaluated in this way, users of financial statements may regard fair value
measurement as providing more relevant information. Finally, it is established practice in
some industries in some jurisdictions to recognise all financial assets at fair value through
profit or loss. (This practice was permitted for many assets in IAS 39 (as revised in 2000)
as an accounting policy choice in accordance with which gains and losses on all
available-for-sale financial assets were reported in profit or 10ss.)

BC76A. In the amendment to IAS 39 relating to the fair value option issued in June 2005, the
Board decided to permit financial instruments managed and evaluated on a fair value
basis to be measured at fair value through profit or loss. The Board also decided to
introduce two requirements to make this category operational. These requirements are
that the financial instruments are managed and evaluated on a fair value basis in
accordance with a documented risk management or investment strategy, and that
information about the financial instruments is provided internally on that basis to the
entity’s key management personnel.

BC76B. In looking to an entity’s documented risk management or investment strategy, the Board
makes no judgement on what an entity’s strateqy should be. However, the Board noted
that users, in making economic decisions, would find useful both a description of the
chosen strateqy and how designation at fair value through profit or loss is consistent with
it. Accordingly, IAS 32 requires such disclosures. The Board also noted that the required
documentation of the entity’s strateqy need not be on an item-by-item basis, nor need it
be in the level of detail required for hedge accounting. However, it should be sufficient to
demonstrate that using the fair value option is consistent with the entity’s risk
management or investment strategy. In many cases, the entity’s existing documentation,
as approved by its key management personnel, should be sufficient for this purpose.

i In August 2005, the IASB relocated all disclosures relating to financial instruments to IFRS 7 Financial Instruments: Disclosures.
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instrument contains _an embedded derivative that meets particular conditions

(paragraph 11A)

value. This requirement extends to derivatives that are embedded in an instrument that

also includes a non-derivative host contract if the embedded derivative meets the
conditions in paragraph 11. Conversely, if the embedded derivative does not meet those
conditions, separate accounting with measurement of the embedded derivative at fair
value is prohibited. Therefore, to satisfy these requirements, the entity must:

(a) identify whether the instrument contains one or more embedded derivatives,

(b) determine whether each embedded derivative is one that must be separated from
the host instrument or one for which separation is prohibited, and

(c) if the embedded derivative is one that must be separated, determine its fair value
at initial recognition and subsequently.

BC77A. For some embedded derivatives, like the prepayment option in an ordinary residential

mortgage, this process is fairly simple. However, entities with more complex instruments
have reported that the search for and analysis of embedded derivatives (steps (a) and (b)
in paragraph BC77) significantly increase the cost of complying with the Standard. They
report that this cost could be eliminated if they had the option to fair value the combined
contract.

BC77B. Other entities report that one of the most common uses of the fair value option is likely

to be for structured products that contain several embedded derivatives. Those structured
products will typically be hedged with derivatives that offset all (or nearly all) of the
risks they contain, whether or not the embedded derivatives that give rise to those risks
are separated for accounting purposes. Hence, the simplest way to account for such
products is to apply the fair value option so that the combined contract (as well as the
derivatives that hedge it) is measured at fair value through profit or loss. Furthermore, for
these more complex instruments, the fair value of the combined contract may be
significantly easier to measure and hence be more reliable than the fair value of only
those embedded derivatives that IAS 39 requires to be separated.
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sought to strike a balance between reducing the costs of complying with the embedded

derivatives provisions of this Standard and the need to respond to the concerns expressed
regarding possible inappropriate use of the fair value option. The Board determined that
allowing the fair value option to be used for any instrument with an embedded derivative
would make other restrictions on the use of the option ineffective, because many
financial instruments include an embedded derivative. In contrast, limiting the use of the
fair value option to situations in which the embedded derivative must otherwise be
separated would not significantly reduce the costs of compliance and could result in less
reliable measures being included in the financial statements. Therefore, the Board
decided to specify situations in which an entity cannot justify using the fair value option
in place of assessing embedded derivatives—when the embedded derivative does not
significantly modify the cash flows that would otherwise be required by the contract or is
one for which it is clear with little or no analysis when a similar hybrid instrument is first
considered that separation is prohibited.

The role of prudential supervisors

BC78A. The Board considered the circumstances of requlated financial institutions such as banks

BC79.

and insurers in determining the extent to which conditions should be placed on the use of
the fair value option. The Board recognised that requlated financial institutions are
extensive holders and issuers of financial instruments and so are likely to be among the
largest potential users of the fair value option. However, the Board noted that some of the
prudential supervisors that oversee these entities expressed concern that the fair value
option might be used inappropriately.

of thisprojectto-improve tAS-39. The Board noted that the primary objective of
prudential supervisors is to maintain the financial soundness of individual financial
institutions and the stability of the financial system as a whole. Prudential supervisors
achieve this objective partly by assessing the risk profile of each regulated institution and
imposing a risk-based capital requirement.

N
A O
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BC79A.The Board noted that these objectives of prudential supervision differ from the objectives

of general purpose financial reporting. The latter is intended to provide information about
the financial position, performance and changes in financial position of an entity that is
useful to a wide range of users in_making economic decisions. However, the Board
acknowledged that for the purposes of determining what level of capital an institution
should maintain, prudential supervisors may wish to understand the circumstances in
which a requlated financial institution has chosen to apply the fair value option and
evaluate the rigour of the institution’s fair value measurement practices and the
robustness of its underlying risk management strategies, policies and practices.
Furthermore, the Board agreed that certain disclosures would assist both prudential
supervisors in their evaluation of capital requirements and investors in making economic
decisions. In particular, the Board decided to require an entity to disclose how it has
satisfied the conditions in paragraphs 9(b), 11A and 12 for using the fair value option,
including, for instruments within paragraph 9(b)(ii), a narrative description of how
designation at fair value through profit or loss is consistent with the entity’s documented
risk management or investment strategy.

Other matters

BC80A.

above—|AS 39 (as revised in 2000) contained an accounting policy choice for the
recognition of gains and losses on available-for-sale financial assets—such gains and
losses could be recognised either in equity or in profit or loss. The Board concluded that
the fair value option removed the need for such an accounting policy choice. An entity
can achieve recognition of gains and losses on such assets in profit or loss in appropriate
cases by using the fair value option. Accordingly, the Board decided that the choice that
was in IAS 39 (as revised in 2000) should be removed and that gains and losses on
available-for-sale financial assets should be recognised in equity when IAS 39 was
revised in 2003.

The fair value option permits (but does not require) entities to measure financial

BC81.

instruments at fair value with changes in fair value recognised in profit or loss.
Accordingly, it does not restrict an entity’s ability to use other accounting methods (such
as amortised cost). Some respondents to the Exposure Draft of proposed amendments to
IAS 39 published in June 2002 would have preferred more pervasive changes to expand
the use of fair values and limit the choices available to entities, such as the elimination of
the held-to-maturity category or the cash flow hedge accounting approach. Although such
changes have the potential to make the principles in I1AS 39 more coherent and less
complex, the Board did not consider such changes as part of the project to improve IAS
39.

Comments received on the Exposure Draft of proposed amendments to IAS 39 published
in June 2002 also questioned the proposal that all items measured at fair value through
profit or loss should have the descriptor ‘held for trading’. Some comments noted that
‘held for trading’ is commonly used with a narrower meaning, and it may be confusing
for users if instruments designated at fair value through profit or loss are also called ‘held
for trading’. Therefore, the Board considered using a fifth category of financial
instruments—*fair value through profit or loss’—to distinguish those instruments to

102F



BC82.

BC83.

BC84.

HKAS 39 (May—2004December 2007)

which the fair value option was applied from those classified as held for trading. The
Board rejected this possibility because it believed adding a fifth category of financial
instruments would unnecessarily complicate the Standard. Rather, the Board concluded
that “fair value though profit or loss’ should be used to describe a category that
encompasses financial instruments classified as held for trading and those to which the
fair value option is applied.

In addition, the Board decided to include a requirement for an entity to classify a
financial liability as held for trading if it is incurred principally for the purpose of
repurchasing it in the near term or it is part of a portfolio of identified financial
instruments that are managed together and for which there is evidence of a recent pattern
of short-term profit-taking. In these circumstances, the absence of a requirement to
measure such financial liabilities at fair value permits cherry-picking of unrealised gains
or losses. For example, if an entity wishes to recognise a gain, it can repurchase a fixed
rate debt instrument that was issued in an environment where interest rates were lower
than in the reporting period and if it wishes to recognise a loss, it can repurchase an
issued debt instrument that was issued in an environment in which interest rates were
higher than in the reporting period. However, a financial liability is not classified as held
for trading merely because it funds assets that are held for trading.

The Board decided to include in revised 1AS 32" a requirement to disclose the settlement
amount repayable at maturity of a liability that is designated as at fair value through
profit or loss. This gives users of financial statements information about the amount
owed by the entity to its creditors in the event of its liquidation.

The Board also decided to include in IAS 39 (as revised in 2003) the ability for entities to
designate a loan or receivable as available for sale (see paragraph 9). The Board decided
that, in the context of the existing mixed measurement model, there are no reasons to
limit to any particular type of asset the ability to designate an asset as available for sale.

Application of the Fair Value Measurement Option to a Component or a Proportion
Portion (Rather than the Entirety) of a Financial Asset or a Financial Liability

BC85.

BC86.

Some comments received on the Exposure Draft of proposed amendments to 1AS 39
published in June 2002 argued that the fair value measurement-option should be extended
so that it could also be applied to a pertier-component of a financial asset or a financial
liability (e.g. changes in fair value attributable to one risk_such as changes in a
benchmark interest rate). The arguments included (a) concerns regarding inclusion of
own credit risk in the measurement of financial liabilities and (b) the prohibition on using
non-derivatives as hedging instruments (cash instrument hedging).

The Board concluded that IAS 39 should not extend the fair value measurement option to
portions-components of financial assets or financial liabilities. It was concerned (a) about
difficulties in measuring the change in value of the pertien-component because of
ordering issues and joint effects (i.e. if the pertier-component is affected by more than
one risk, it may be difficult to isolate accurately and measure the-pertiercomponent); (b)
that the amounts recognised in the balance sheet would be neither fair value nor cost; and
(c) that a fair value adjustment for a pertior-component may move the carrying amount
of an instrument away from its fair value. Fhe-Board-agreed-to-address-separately-the-
isste-of-cash-instrument-hedging—In finalising the 2003 amendments to IAS 39, the

Board separately considered the issue of cash instrument hedging (see paragraphs BC144

and BC 145).

“In August 2005, the IASB relocated all disclosures relating to financial instruments to IFRS 7 Financial Instruments: Disclosures.
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BC86A. Other comments received on the April 2004 Exposure Draft of proposed restrictions to

the fair value option contained in IAS 39 (as revised in 2003) suggested that the fair
value option should be extended so that it could be applied to a proportion (ie a
percentage) of a financial asset or financial liability. The Board was concerned that such
an extension would require prescriptive guidance on how to determine a proportion. For
example if an entity were to issue a bond totalling CU100 million in the form of 100
certificates each of CU1 million, would a proportion of 10 per cent be identified as 10 per
cent of each certificate, 10 million specified certificates, the first (or last) 10 million
certificates to be redeemed, or on some other basis? The Board was also concerned that
the remaining proportion, not being subject to the fair value option, could give rise to
incentives for an entity to ‘cherry pick’ (ie to realise financial assets or financial
liabilities selectively so as to achieve a desired accounting result). For these reasons, the
Board decided not to allow the fair value option to be applied to a proportion of a single
financial asset or financial liability. However, if an entity simultaneously issues two or
more identical financial instruments, it is not precluded from designating only some of
those instruments as being subject to the fair value option (for example, if doing so
achieves a significant reduction in a recognition or measurement inconsistency, as
explained in paragraph AG4G). Thus, in the above example, the entity could designate 10
million specified certificates if to do so would meet one of the three criteria in paragraph
BC74.

Own Credit Risk of Liabilities

BC87.

BC88.

BC89.

The Board discussed the issue of including changes in ewn-the credit risk of a financial
liability in the its fair value measurement-effinaneial-HabHhties. It considered responses
to the Exposure Draft of proposed amendments to 1AS 39 published in June 2002 that
expressed concern about the effect of including this component in the fair value
measurement and that suggested the fair value option should be restricted to exclude all
or some financial liabilities. However, the Board concluded that the fair value option
could be applied to any financial liability, and decided not to restrict the option in the
Standard (as revised in 2003) because to doirg so would negate some of the benefits of
the fair value option set out in paragraph BC74A.

The Board considered comments on the Exposure Draft that disagreed with the view that,
in applying the fair value option to financial liabilities, an entity should recognise income
as a result of deteriorating credit quality (and a loan expense as a result of improving
credit quality). Commentators noted that it is not useful to report lower liabilities when an
entity is in financial difficulty precisely because its debt levels are too high, and that it
would be difficult to explain to users of financial statements the reasons why income
would be recognised when an-entity’s-a liability's creditworthiness deteriorates. These
comments suggested that fair value should exclude the effects of changes in ewn-the
instrument's credit risk.

However, the Board noted that because financial statements are prepared on a going
concern basis, credit risk affects the value at which liabilities could be repurchased or
settled. Accordingly, the fair value of a financial liability reflects the credit risk relating
to that liability. Therefore, it decided to include credit risk relating to a financial liability
in the fair value measurement of that liability for the following reasons:

@ entities realise changes in fair value, including fair value attributable to ewn-the

liability's credit risk, for example, by renegotiating or repurchasing liabilities or
by using derivatives;
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(b) changes in credit risk affect the observed market price of a financial liability and
hence its fair value;

(c) it is difficult from a practical standpoint to exclude changes in credit risk from an
observed market price; and

(d) the fair value of a financial liability (i.e. the price of that liability in an exchange
between a knowledgeable, willing buyer and a knowledgeable, willing seller) on
initial recognition reflects the-its credit risk-relating-te-that-Hability. The Board
believes that it is inappropriate to include credit risk in the initial fair value
measurement of financial liabilities, but not subsequently.

BC90 The Board also considered whether the pertien-component of the fair value of a financial
liability attributable to changes in credit quality should be specifically disclosed,
separately presented in the income statement, or separately presented in equity. The
Board decided that whilst separately presenting or disclosing such changes mightwoeuld-

ef-ten be dlfflcult in practlce ﬂet—be—phaeneable-beeause—rt—m@n—net-be—pesable—t&

BCO91.

BCO92.

dlsclosure of such mformatlon Would be useful to users of flnanC|aI statements and would
help alleviate the concerns expressed. Therefore, it decided to include in IAS 32" to-
reguire-a disclosure to help identify ef the changes in the fair value of a financial liability
that-is-notattributable-to-changes-ina-benchmarkratethat arise from changes in the
liability's credit risk. The Board believes this is a reasonable proxy for the change in fair
value that is attributable to changes in the liability’s credit risk, in particular when such
changes are large, and will provide users with information with which to understand the
profit or loss effect of such a change in credit risk.

The Board decided to clarify that this issue relates to the credit risk of the financial
liability, rather than the creditworthiness of the entity. The Board noted that this more
appropriately describes the objective of what is included in the fair value measurement of
financial liabilities.

The Board also noted that the fair value of liabilities secured by valuable collateral,
guaranteed by third parties or ranking ahead of virtually all other liabilities is generally
unaffected by changes in the entity’s creditworthiness.

Measurement of Financial Liabilities with a Demand Feature

BC93.

Some comments received on the Exposure Draft requested clarification of how to
determine fair value for financial liabilities with a demand feature (e.g. demand deposits),
when the fair value measurement option is applied or the liability is otherwise measured
at fair value. In other words, could the fair value be less than the amount payable on
demand, discounted from the first date that an amount could be required to be paid (the
‘demand amount’), such as the amount of the deposit discounted for the period that the
entity expects the deposit to be outstanding? Some commentators believe that the fair
value of financial liabilities with a demand feature is less than the demand amount, for
reasons that include the consistency of such measurement with how those financial
liabilities are treated for risk management purposes.

i In August 2005, the IASB relocated all disclosures relating to financial instruments to IFRS 7 Financial Instruments: Disclosures.
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The Board agreed that this issue should be clarified in IAS 39. It confirmed that the fair
value of a financial liability with a demand feature is not less than the amount payable on
demand discounted from the first date that the amount could be required to be paid. This
conclusion is the same as in the original IAS 32. The Board noted that in many cases, the
market price observed for such financial liabilities is the price at which they are
originated between the customer and the deposit-taker—i.e. the demand amount. It also
noted that recognising a financial liability with a demand feature at less than the demand
amount would give rise to an immediate gain on the origination of such a deposit, which
the Board believes is inappropriate.

Fair Value Measurement Guidance
(paragraphs AG69-AG82)

BC95.

The Board decided to include in the revised 1AS 39 expanded guidance about how to
determine fair values, in particular for financial instruments for which no quoted market
price is available (Appendix A paragraphs AG74-AG82). The Board decided that it is
desirable to provide clear and reasonably detailed guidance about the objective and use of
valuation techniques to achieve reliable and comparable fair value estimates when
financial instruments are measured at fair value.

Use of Quoted Prices in Active Markets (paragraphs AG71-AG73)

BC96.

BC97.

The Board considered comments received that disagreed with the proposal in the
Exposure Draft that a quoted price is the appropriate measure of fair value for an
instrument quoted in an active market. Some respondents argued that (a) valuation
techniques are more appropriate for measuring fair value than a quoted price in an active
market (e.g. for derivatives) and (b) valuation models are consistent with industry best
practice, and are justified because of their acceptance for regulatory capital purposes.

However, the Board confirmed that a quoted price is the appropriate measure of fair
value for an instrument quoted in an active market, notably because (a) in an active
market, the quoted price is the best evidence of fair value, given that fair value is defined
in terms of a price agreed by a knowledgeable, willing buyer and a knowledgeable,
willing seller; (b) it results in consistent measurement across entities; and (c) fair value as
defined in the Standard does not depend on entity-specific factors. The Board further
clarified that a quoted price includes market-quoted rates as well as prices.
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Hedge accounting

(@)

()

(s)

The Standard requires that when a hedged forecast transaction actually occurs
and results in the recognition of a financial asset or a financial liability, the gain
or loss deferred in equity does not adjust the initial carrying amount of the asset
or liability (i.e. “basis adjustment’ is prohibited), but remains in equity and is
recognised in profit or loss consistently with the recognition of gains and losses
on the asset or liability. For hedges of forecast transactions that will result in the
recognition of a non-financial asset or a non-financial liability, the entity has a
choice of whether to apply basis adjustment or retain the hedging gain or loss in
equity and recognise it in profit or loss when the asset or liability affects profit or
loss.

The Exposure Draft proposed to treat hedges of firm commitments as fair value
hedges (rather than as cash flow hedges). The Standard adopts this requirement
but clarifies that a hedge of the foreign currency risk of a firm commitment may
be accounted for as either a fair value hedge or a cash flow hedge.

The Exposure Draft maintained the prior quidance that a forecast intragroup

transaction may be designated as the hedged item in a foreign currency cash flow
hedge provided the transaction is highly probable, meets all other hedge
accounting criteria, and will result in the recognition of an intragroup monetary
item. The Standard (as revised in 2003) did not include this guidance in the light
of comments received from some constituents questioning its conceptual basis.
After the revised Standard was issued, constituents raised concerns that it was
common practice for entities to designate a forecast intragroup transaction as the
hedged item and that the revised IAS 39 created a difference from US GAAP. In
response to these concerns, the Board published an Exposure Draft in July 2004.
That Exposure Draft proposed to allow an entity to apply hedge accounting in the
consolidated financial statements to a highly probable forecast external
transaction denominated in the functional currency of the entity entering into the
transaction, provided the transaction gave rise to an exposure that would have an
effect on the consolidated profit or loss (ie was denominated in a currency other
than the group’s presentation currency). After discussing the comment letters
received on that Exposure Draft, the Board decided to permit the foreign
currency risk of a forecast intragroup transaction to be the hedged item in a cash
flow hedge in consolidated financial statements provided the transaction is
denominated in a currency other than the functional currency of the entity
entering into that transaction and the foreign currency risk will affect
consolidated profit or loss. In issuing this amendment the Board concluded that:

(i) allowing a forecast intragroup transaction to be designated as the hedged

item in consolidated financial statements is consistent with the functional
currency framework in IAS 21 The Effects of Changes in Foreign
Exchange Rates, which recognises a functional currency exposure
whenever a transaction (including a forecast transaction) is denominated
in a currency different from the functional currency of the entity entering
into the transaction.
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(ii) allowing a forecast transaction (intragroup or external) to be designated
as the hedged item in consolidated financial statements would not be
consistent with the functional currency framework in IAS 21 if the
transaction is _denominated in the functional currency of the entity
entering into it. Accordingly, such transactions should not be permitted
to be designated as hedged items in a foreign currency cash flow hedge.

(iii) it is consistent with paragraphs 97 and 98 that any gain or loss that is
recognised directly in equity in a cash flow hedge of a forecast
intragroup transaction should be reclassified into consolidated profit or
loss in the same period or periods during which the foreign currency risk
of the hedged transaction affects consolidated profit or loss.

Transition

(st)  The revised Standard adopts the proposal in the Exposure Draft that, on transition,
an entity is permitted to designate a previously recognised financial asset or
financial liability as a financial asset or a financial liability at fair value through
profit or loss or available for sale. However, a disclosure requirement has been
added to IAS 32= to provide information about the fair value of the financial
assets or financial liabilities designated into each category and the classification
and carrying amount in the previous financial statements.

(tu) The Exposure Draft proposed retrospective application of the derecognition
provisions of the revised IAS 39 to financial assets derecognised under the
original 1AS 39. The Standard requires prospective application, namely that
entities do not recognise those assets that were derecognised under the original
Standard, but permits retrospective application from a date of the entity’s
choosing, provided that the information needed to apply IAS 39 to assets and
liabilities derecognised as a result of past transactions was obtained at the time of
initially accounting for those transactions.

(V) The Exposure Draft proposed, and the revised Standard originally required,
retrospective application of the ‘day 1’ gain or loss recognition requirements in
paragraph AG76. After the revised Standard was issued, constituents raised
concerns that retrospective application would diverge from the requirements of
US GAAP, would be difficult and expensive to implement, and might require
subjective assumptions about what was observable and what was not. In response
to these concerns, the Board decided:

(i) to permit entities to apply the requirements in the last sentence of
paragraph AG76 in any one of the following ways:

. retrospectively, as previously required by IAS 39

. prospectively to transactions entered into after 25 October 2002,
the effective date of equivalent US GAAP requirements

o prospectively to transactions entered into after 1 January 2004,
the date of transition to IFRSs for many entities.

* In August 2005, the IASB relocated all disclosures relating to financial instruments to IFRS 7 Financial Instruments:
Disclsoures.
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(ii) to clarify that a gain or loss should be recognised after initial recognition
only to the extent that it arises from a change in a factor (including time)
that market participants would consider in setting a price. Some
constituents asked the Board to clarify that straight-line amortisation is
an_appropriate_method of recognising the difference between a
transaction price (used as fair value in accordance with paragraph AG76)
and a valuation made at the time of the transaction that was not based
solely on data from observable markets. The Board decided not to do this.

It concluded that although straight-line amortisation may be an
appropriate method in some cases, it will not be appropriate in others.

Dissenting Opinions

Dissent of Anthony T Cope, James J Leisenring and Warren J
McGregor

DOLl.

DO2.

DOs.

Messrs Cope, Leisenring and McGregor dissent from the issue of this Standard.

Mr Leisenring dissents because he disagrees with the conclusions concerning
derecognition, impairment of certain assets and the adoption of basis adjustment hedge
accounting in certain circumstances.

The Standard requires in paragraphs 30 and 31 that to the extent of an entity’s continuing
involvement in an asset, a liability should be recognised for the consideration received.
Mr Leisenring believes that the result of that accounting is to recognise assets that fail to
meet the definition of assets and to record liabilities that fail to meet the definition of
liabilities. Furthermore, the Standard fails to recognise forward contracts, puts or call
options and guarantees that are created, but instead records a fictitious ‘borrowing’ as a
result of rights and obligations created by those contracts. There are other consequences
of the continuing involvement approach that has been adopted. For transferors, it results
in very different accounting by two entities when they have identical contractual rights
and obligations only because one entity once owned the transferred financial asset.
Furthermore, the ‘borrowing’ that is recognised is not accounted for like other loans, so
no interest expense may be recorded. Indeed, implementing the proposed approach
requires the specific override of measurement and presentation standards applicable to
other similar financial instruments that do not arise from derecognition transactions. For
example, derivatives created by derecognition transactions are not accounted for at fair
value. For transferees, the approach also requires the override of the recognition and
measurement requirements applicable to other similar financial instruments. If an
instrument is acquired in a transfer transaction that fails the derecognition criteria, the
transferee recognises and measures it differently from an instrument that is acquired from
the same counterparty separately.
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Mr Leisenring also disagrees with the requirement in paragraph 64 to include an asset
that has been individually judged not to be impaired in a portfolio of similar assets for an
additional portfolio assessment of impairment. Once an asset is judged not to be impaired,
it is irrelevant whether the entity owns one or more similar assets as those assets have no
implications for whether the asset that was individually considered for impairment is or is
not impaired. The result of this accounting is that two entities could each own 50 per cent
of a single loan. Both entities could conclude the loan is not impaired. However, if one of
the two entities happens to have other loans that are similar, it would be allowed to
recognise an impairment with respect to the loan where the other entity is not.
Accounting for identical exposures differently is unacceptable. Mr Leisenring believes
that the arguments in paragraph BC115 are compelling.

Mr Leisenring also dissents from paragraph 98 which allows but does not require basis
adjustment for hedges of forecast transactions that result in the recognition of
non-financial assets or liabilities. This accounting results in always adjusting the recorded
asset or liability at the date of initial recognition away from its fair value. It also records
an asset, if the basis adjustment alternative is selected, at an amount other than its cost as
defined in IAS 16 Property, Plant and Equipment and further described in paragraph 16
of that Standard. If a derivative were to be considered a part of the cost of acquiring an
asset, hedge accounting in these circumstances should not be elective to be consistent
with IAS 16. Mr Leisenring also objects to creating this alternative as a result of an
improvement project that ostensibly had as an objective the reduction of alternatives. The
non-comparability that results from this alternative is both undesirable and unnecessary.

Mr Leisenring also dissents from the application guidance in paragraph AG71 and in
particular the conclusion contained in paragraph BC98. He does not believe that an entity
that originates a contract in one market should measure the fair value of the contract by
reference to a different market in which the transaction did not take place. If prices
change in the transacting market, that price change should be recognised when
subsequently measuring the fair value of the contract. However, there are many
implications of switching between markets when measuring fair value that the Board has
not yet addressed. Mr Leisenring believes a gain or loss should not be recognised based
on the fact a transaction could occur in a different market.

Mr Cope dissents from paragraph 64 and agrees with Mr Leisenring’s analysis and
conclusions on loan impairment as set out above in paragraph DO4. He finds it
counter-intuitive that a loan that has been determined not to be impaired following
careful analysis should be subsequently accounted for as if it were impaired when
included in a portfolio.
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Dissent of Mary E Barth, Robert P Garnett and Geoffrey Whittington

DO1.

DO2.

DO3.

DOA4.

Professor Barth, Mr Garnett and Professor Whittington dissent from the amendment to
IAS 39 Financial Instruments: Recognition and Measurement—The Fair Value Option.
Their dissenting opinions are set out below.

These Board members note that the Board considered the concerns expressed by the
prudential supervisors on the fair value option as set out in the December 2003 version of
IAS 39 when it finalised IAS 39. At that time the Board concluded that these concerns
were outweighed by the benefits, in terms of simplifying the practical application of IAS
39 and providing relevant information to users of financial statements, that result from
allowing the fair value option to be used for any financial asset or financial liability. In
the view of these Board members, no substantive new arguments have been raised that
would cause them to revisit this conclusion. Furthermore, the majority of constituents
have clearly expressed a preference for the fair value option as set out in the December
2003 version of IAS 39 over the fair value option as contained in the amendment.

Those Board members note that the amendment introduces a series of complex rules,
including those governing transition which would be entirely unnecessary in the absence
of the amendment. There will be consequential costs to preparers of financial statements,
in order to obtain, in many circumstances, substantially the same result as the much
simpler and more easily understood fair value option that was included in the December
2003 version of IAS 39. They believe that the complex rules will also inevitably lead to
differing interpretations of the eligibility criteria for the fair value option contained in the
amendment.

These Board members also note that, for paragraph 9(b)(i), application of the amendment
may not mitigate, on an ongoing basis, the anomaly of volatility in profit or loss that
results from the different measurement attributes in IAS 39 any more than would the
option in the December 2003 version of IAS 39. This is because the fair value
designation is required to be continued even if one of the offsetting instruments is
derecognised. Furthermore, for paragraphs 9(b)(i), 9(b)(ii) and 11A, the fair value
designation continues to apply in subsequent periods, irrespective of whether the initial
conditions that permitted the use of the option still hold. Therefore, these Board members
question the purpose of and need for requiring the criteria to be met at initial designation.
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Appendix

Amendments resulting from other Basis for Conclusions

The following sets out amendments required for this Basis for Conclusions resulting from other
newly issued HKFRSs that are not yet effective. Once effective, the amendments set out below will
be incorporated into the text of this Basis for Conclusions and this appendix will be deleted. In
the amended paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December 2007) — effective
for annual periods beginning on or after 1 January 2009

The rubric preceding the Basis for Conclusions is amended as follows:
This Basis for Conclusions accompanies, but is not part of, IAS 39.

In this Basis for Conclusions the terminology has not been amended to reflect the
changes made by IAS 1 Presentation of Financial Statements (as revised in 2007).

Paragraphs BC75, BC125, BC155, BC167, BC221(c) and BC222(p) and (s)(iii) are footnoted as
follows:

BC75 IAS 39 ... It requires some gains and losses to be recognised in profit or loss,
and others to be recognised initially as a component of equity.* This
combination of measurement and recognition requirements can result in
inconsistencies, which some refer to as ‘accounting mismatches’, between the
accounting for an asset (or group of assets) and a liability (or group of liabilities).
The notion ...

* As a consequence of the revision of IAS 1 Presentation of Financial
Statements in 2007 these other gains and losses are recognized in other
comprehensive income.

BC125 In the Exposure Draft ... The Board noted that this was consistent with the
recognition of changes in the fair value of available-for-sale financial assets
directly in equity* (see paragraph 55(b)).

* As a consequence of the revision of 1AS 1 Presentation of Financial
Statements in 2007 such changes are recognised in other comprehensive
income.

BC155 The question ... The entity enters into a derivative to hedge against possible
future changes in the US dollar/euro exchange rate. Such a hedge is classified as
a cash flow hedge under IAS 39, with the effect that gains and losses on the
hedging instrument (to the extent that the hedge is effective) are initially
recognised in equity.* The question ...

* As a consequence of the revision of 1AS 1 Presentation of Financial
Statements in 2007 such gains and losses are recognised in other
comprehensive income.
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BC167 If the internal swap ... This is because the gains and losses on the internal swap
in the banking book would be recognised in equity* to the extent the hedge is
effective and the gains and losses on the internal swap in the trading book would
be recognised in profit or loss.

* As a consequence of the revision of IAS 1 Presentation of Financial
Statements in 2007 such gains and losses are recognised in other
comprehensive income.

BC221(c) The Board decided to eliminate the option to recognise in profit or loss gains
and losses on available-for-sale financial assets (IAS 39, paragraph 55(b)), and
thus require such gains and losses to be recognised in equity.* The change ...

* As a consequence of the revision of IAS 1 Presentation of Financial
Statements in 2007 such gains and losses are recognised in other
comprehensive income.

BC222 The main changes from the Exposure Draft’s proposals are as follows:

(p) The Exposure Draft ... Impairment losses recognised on
available-for-sale equity instruments cannot be reversed through profit
or loss, ie any subsequent increase in fair value is recognised in equity.*

* As a consequence of the revision of IAS 1 Presentation of Financial
Statements in 2007 such an increase is recognised in other
comprehensive income.

(s) The Exposure Draft ...

(iii) it is consistent with paragraphs 97 and 98 that any gain or loss
that is recognised directly in equity* in a cash flow hedge of a
forecast intragroup transaction should be reclassified into
consolidated profit or loss in the same period or periods during
which the foreign currency risk of the hedged transaction
affects consolidated profit or loss.

* As a conseguence of the revision of IAS 1 Presentation of Financial
Statements in 2007 such a gain or loss is recognised in other
comprehensive income.
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HEDGING

Hedging Instruments

Hedging the fair value exposure of a bond denominated in a foreign currency
Hedging with a non-derivative financial asset or liability

Hedge accounting: use of written options in combined hedging instruments
Internal hedges

Offsetting internal derivative contracts used to manage interest rate risk
Offsetting internal derivative contracts used to manage foreign currency risk
Internal derivatives: examples of applying Question F.1.6

Combination of written and purchased options

Delta-neutral hedging strategy

Hedging instrument: out of the money put option

Hedging instrument: proportion of the cash flows of a cash instrument
Hedges of more than one type of risk

Hedging instrument: dual foreign currency forward exchange contract
Concurrent offsetting swaps and use of one as a hedging instrument

Hedged Items

Whether a derivative can be designated as a hedged item

Cash flow hedge: anticipated issue of fixed rate debt

Hedge accounting: unrecogrised-assets core deposit intangibles

Hedge accounting: hedging of future foreign currency revenue streams
Cash flow hedges: “all in one’ hedge

Hedge relationships: entity-wide risk

Cash flow hedge: forecast transaction related to an entity’s equity
Hedge accounting: risk of a transaction not occurring
Held-to-maturity investments: hedging variable interest rate payments
Hedged items: purchase of held-to-maturity investment

Cash flow hedges: reinvestment of funds obtained from held-to-maturity
investments

Hedge accounting: prepayable financial asset

Fair value hedge: risk that could affect profit or loss

Intragroup and intra-entity hedging transactions

Internal contracts: single offsetting external derivative

Internal contracts: external derivative contracts that are settled net
Partial term hedging

Hedging instrument: cross-currency interest rate swap

Hedged items: hedge of foreign currency risk of publicly traded shares
Hedge accounting: stock index

Hedge accounting: netting of assets and liabilities

Hedge Accounting

Cash flow hedge: fixed interest rate cash flows

Cash flow hedge: reinvestment of fixed interest rate cash flows
Foreign currency hedge

Foreign currency cash flow hedge

Fair value hedge: variable rate debt instrument

Fair value hedge: inventory

Hedge accounting: forecast transaction

Retrospective designation of hedges

Hedge accounting: designation at the inception of the hedge
Hedge accounting: identification of hedged forecast transaction
Cash flow hedge: documentation of timing of forecast transaction
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Hedge Effectiveness

Hedging on an after-tax basis

Hedge effectiveness: assessment on cumulative basis
Hedge effectiveness: counterparty credit risk

Hedge effectiveness: effectiveness tests

Hedge effectiveness: less than 100 per cent offset
[Not used]

Assuming perfect hedge effectiveness

Cash Flow Hedges

Hedge accounting: non-derivative monetary asset or non-derivative
monetary liability used as a hedging instrument

Cash flow hedges: performance of hedging instrument (1)

Cash flow hedges: performance of hedging instrument (2)

Cash flow hedges: forecast transaction occurs before the specified period
Cash flow hedges: measuring effectiveness for a hedge of a forecast
transaction in a debt instrument

Cash flow hedges: firm commitment to purchase inventory in a foreign
currency

Hedging: Other Issues

Hedge accounting: management of interest rate risk in financial institutions
Hedge accounting considerations when interest rate risk is managed on a net
basis

Ilustrative example of applying the approach in Question F.6.2

Hedge accounting: premium or discount on forward exchange contract
HKAS 39 and HKAS 21 - Fair value hedge of asset measured at cost

OTHER
Disclosure of changes in fair value
HKAS 39 and HKAS 7 — Hedge accounting: cash flow statements

Amendments resulting from other Implementation Guidance
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Commodity Futures Commodity prices

Interest Rate Forward Linked to Government Interest rates
Debt (Treasury Forward)

Currency Forward Currency rates
Commodity Forward Commodity prices
Equity Forward Equity prices (equity of another entity)

The above list provides examples of contracts that normally qualify as derivatives under
HKAS 39. The list is not exhaustive. Any contract that has an underlying may be a derivative.
Moreover, even if an instrument meets the definition of a derivative contract, special
provisions of HKAS 39 may apply, for example, if it is a weather derivative (see HKAS-
39:2(h}and-HKAS 39.AG1), a contract to buy or sell a non-financial item such as commodity
(see HKAS 39.5 and HKAS 39.AG10) or a contract settled in an entity’s own shares (see
HKAS 32.21-HKAS 32.24). Therefore, an entity must evaluate the contract to determine
whether the other characteristics of a derivative are present and whether special provisions

apply.
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E.4.8 Impairment: recognition of collateral

If an impaired financial asset is secured by collateral-and-foreclosure-is-probable that

does not meet the recognition criteria for assets in other Standards, is the collateral
recognised as an asset separate from the impaired financial asset?

No. The measurement of the impaired financial asset reflects the falr value of the coIIateraI
The collateral w

tender—Aeeedegty—the-eelJfateFal-ls not recognlsed asan asset separate from the |mpa|red

financial asset-before-foreclosure unless it meets the recognition criteria for an asset in
another Standard.
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F.1.12 Hedges of more than one type of risk

Issue (a) - Normally a hedging relationship is designated between an entire hedging
instrument and a hedged item so that there is a single measure of fair value for the
hedging instrument. Does this preclude designating a single financial instrument
simultaneously as a hedging instrument in both a cash flow hedge and a fair value
hedge?

No. For example, entities commonly use a combined interest rate and currency swap to
convert a variable rate position in a foreign currency to a fixed rate position in the functional
currency. HKAS 39.76 allows the swap to be designated separately as a fair value hedge of
the currency risk and a cash flow hedge of the interest rate risk provided the conditions in
HKAS 39.76 are met.

Issue (b) - If a single financial instrument is a hedging instrument in two different
hedges, is special disclosure required?

HKAS 3258 HKFRS 7.22 requires disclosures separately for designated fair value hedges,

cash flow hedges and hedges of a net investment in a foreign operation. The instrument in
question would be reported in the HKAS 32.58 disclosures separately for each type of hedge.
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Section G: Other

G.1 Disclosure of changes in fair value

HKAS 39 requires financial assets classified as available for sale (AFS) and financial
assets and financial liabilities at fair value through profit or loss to be remeasured to fair
value. Unless a financial asset or a financial liability is designated as a cash flow hedging
instrument, fair value changes for financial assets and financial liabilities at fair value
through profit or loss are recognised in profit or loss, and fair value changes for AFS
assets are recognised in equity. What disclosures are required regarding the amounts of
the fair value changes during a reporting period?

HKAS32.94(h)-HKFRS 7.20 requires material-items of income, expense and gains and losses
to be disclosed whether—memded—m—pmﬁ{—epless—epm—eqany—Thls disclosure requwement
encompasses waterial items of income, expense and gains and losses that arise on
remeasurement to fair value. Therefore, an entity provides disclosures of material-fair value
changes, distinguishing between changes that are recognised in profit or loss and changes that
are recognised in equity. Further breakdown is provided of changes that relate to:

€)) AFS assets, showing separately the amount of gain or loss recognised directly in
equity during the period and the amount that was removed from equity and
recognised in profit or loss for the period;

(b) financial assets ané-or financial liabilities at fair value through profit or loss, showing
separately those fair value changes on financial assets or financial liabilities (i)
designated as such upon initial recognition and (ii) classified as held for trading in
accordance with HKAS 39; and

(© hedging instruments.

HIKAS32-HKERS 7 neither requires nor prohibits disclosure of components of the change in
fair value by the way items are classified for internal purposes. For example, an entity may
choose to disclose separately the change in fair value of those derivatives that in accordance
with HKAS 39 elassifies-it categorises as held for trading, but the entity classifies as part of
risk management activities outside the trading portfolio.

In addition, HKAS-32.94(e)}-HKFRS 7.8 requires disclosure of the carrying amounts of
financial assets and-or financial liabilities at fair value through profit or loss, showing
separately that: (i) those desmnated as such upon |n|t|al recoqnltlon a@elasaﬂed—as—held—fer—

tradmghand (||) u

elassmedrasrheld for tradlng}m accordance Wlth HKAS 39

G.2 HKAS 39 and HKAS 7 — Hedge accounting: cash flow statements

How should cash flows arising from hedging instruments be classified in cash flow
statements?

Cash flows arising from hedging instruments are classified as operating, investing or
financing activities, on the basis of the classification of the cash flows arising from the hedged
item. While the terminology in HKAS 7 has not been updated to reflect HKAS 39, the
classification of cash flows arising from hedging instruments in the cash flow statement
should be consistent with the classification of these instruments as hedging instruments under
HKAS 39.
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Appendix

Amendments resulting from other Implementation Guidance

The following sets out amendments required for this Guidance resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Guidance and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December
2007) — effective for annual periods beginning on or after 1 January
2009

References to ‘deferred in equity’, ‘reported in equity’, ‘recognised in equity’ and ‘recognised
directly in equity’ are amended to ‘recognised in other comprehensive income’.

In the tables in Questions D.2.1 and D.2.2, ‘changes in equity’ is amended to ‘changes in
other comprehensive income’.

In Question E.2.1, ‘on its balance sheet’ is amended to ‘in its statement of financial position’.
Question E.3.1 is amended as follows:

Entity A holds ... On 20 December 2008 20X0, the fair value of the shares is
CU120 and the cumulative gain recognised in other comprehensive income
eguity is CU20. ... Under HKAS 39.55(b), should Entity A recegnise reclassify
the cumulative gain of CU20 recognised in—eguity in_other comprehensive
income from equity to ir profit or loss as a reclassification adjustment?

Yes. The transaction qualifies for derecognition under HKAS 39. HKAS 39.55(b)
requires that the cumulative gain or loss that-has—been—+recognised—inr—equity on an
available-for-sale financial asset that has been recognised in other comprehensive
income to be recegnised-in reclassified from equity to profit or loss when the asset is
derecognised. In the ...

Question E.3.2 is amended as follows:

For an available-for-sale monetary financial asset, the entity reperts recognises
changes in the carrying amount relating to changes in foreign exchange rates in
profit or loss in accordance with HKAS 21.23(a) and HKAS 21.28 and other
changes in the carrying amount in_other comprehensive income ir—eguity in
accordance with HKAS 39. How is the cumulative gain or loss that is recognised
thequity in other comprehensive income determined?

To illustrate: on 31 December 20X1 20061 Entity A acquires a bond ... Entity A
classifies the bond as available for sale, and thus recognises gains and losses in-equity
in other comprehensive income. The entity’s ...
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On 31 December 20X2 2002, the foreign currency has appreciated ... In this case, the
cumulative gain or loss to be recognised in other comprehensive income and
accumulated in equity directhy-in-equity is the difference between the fair value and
the amortised cost on 31 December 20X2 2002, ie LC38 (= LC2,120 — LC2,082).

Interest received on the bond on 31 December 20X2 2002 is FC59 (= LC118).
Interest ...

Cr  Fair value change in eguity
other comprehensive income LC38

On 31 December 20X3 2003, the foreign currency has appreciated further ... The
cumulative gain or loss to be recogrised—directly accumulated in equity is the
difference between the fair value and the amortised cost on 31 December 20X3 2003,
ie negative LC40 (= LC2,675 — LC2,715). Thus, there—is—a—debitte the amount
recognised in other comprehensive income eguity equals te the change in the
difference during 20X3 2003 of LC78 (= LC40 + LC38).

Interest received on the bond on 31 December 20X3 2003 is FC59 (= LC148).
Interest ...

Dr Fair value change in
other comprehensive income eguity LC78

Question E.3.3 is amended as follows:
. the heading ‘E.3.3 HKAS 39 and HKAS 21 Exchange differences arising
on translation of foreign entities: equity or income?’ is amended to ‘E.3.3
HKAS 39 and HKAS 21 Exchange differences arising on translation of
foreign entities: other comprehensive income or profit or loss?’.

. (in the fourth paragraph of the answer) ‘its income statement’ is amended to
‘its profit or loss’.

. (in the last paragraph of the answer) ‘classified as equity’ is amended to
‘accumulated in equity’.

In Question E.3.4 the answer is amended as follows:
. ‘Income statement’ is amended to ‘Profit or loss’.

. ‘in profit or loss or in equity’ is amended to ‘in profit or loss or in other
comprehensive income’.

. ‘recognises gains and losses on available-for-sale monetary financial assets
in equity’” is amended to ‘recognises gains and losses on available-for-sale
monetary financial assets in other comprehensive income’.

. ‘resulting in a loss in equity’ is amended to ‘resulting in a loss recognised in
other comprehensive income’.
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Question E.4.9 is amended as follows:

. 'be recognised in profit or loss' is amended to 'be reclassified from equity
to profit or loss as a reclassification adjustment'.

. ‘removed from equity and recognised in profit or loss’ is amended to
‘reclassified from equity to profit or loss’.

. ‘also recognised in profit or loss’ is amended to ‘also reclassified from
equity to profit or loss’.

In Question F.1.2, in the answer to the second question, “future sale is recognised in profit or
loss’ is amended to “future sale is reclassified from equity to profit or loss as a reclassification
adjustment’.

In Question F.1.5 the answer is amended as follows:

No. An internal contract designated at the subsidiary level or by a division as a hedge
results in the recognition of changes in the fair value of the item being hedged in
profit or loss (a fair value hedge) or in the recognition of the changes in the fair value
of the internal derivative in—egquity in other comprehensive income (a cash flow
hedge). There is no basis for changing the measurement attribute of the item being
hedged in a fair value hedge unless the exposure is offset with an external derivative.
There is also no basis for reluding recognising the gain or loss on the internal
derivative in eguity in other comprehensive income for one entity and recognising it
in profit or loss by the other entity unless it is offset with an external derivative. In
cases ... It should be noted, however, that there will be no effect on profit or loss and
equity other comprehensive income of reversing ... Just as the internal derivatives
offset at the treasury level, their use as fair value hedges by two separate entities or
divisions within the consolidated group will also result in the offset of the fair value
amounts recognised in profit or loss, and their use as cash flow hedges by two
separate entities or divisions within the consolidated group will also result in the fair
value amounts being offset against each other in other comprehensive income eguity.
However, there may be an effect on individual line items in both the consolidated
income statement of comprehensive income and the consolidated balanee—sheet
statement of financial position, for example when internal derivatives that hedge
assets (or liabilities) in a fair value hedge are offset by internal derivatives that are
used as a fair value hedge of other assets (or liabilities) that are recognised in a
different line item in the statement of financial position balanee-sheet or statement of
comprehensive income statement-Hnre-item. In addition, to the extent that one of the
internal contracts is used as a cash flow hedge and the other is used in a fair value
hedge, the-effect-onprofit-orloss-and-equity gains and losses recognised would not
offset since the gain (or loss) on the internal derivative used as a fair value hedge
would be recognised in profit or loss and the corresponding loss (or gain) on the
internal derivative used as a cash flow hedge would be recognised in eguity other
comprehensive income.

In Question F.1.6 the second paragraph of the answer is amended as follows:

. ‘profit or loss or [in] equity' is amended to 'profit or loss or [in] other
comprehensive income'.
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. ‘gains and losses that are initially recognised in equity are recognised in
profit or loss’ is amended to ‘gains and losses that are initially recognised in
other comprehensive income are reclassified from equity to profit or loss’.

. ‘profit or loss and equity’ is amended to ‘profit or loss and other
comprehensive income’.

Question F.1.7 is amended as described below.

The following references are amended as described below.

. ‘Dr Equity’ is amended to ‘Dr Other comprehensive income’.
. ‘Cr Equity’ is amended to ‘Cr Other comprehensive income’.
. ‘Income’ is amended to ‘Profit or loss’.

. ‘Equity’ is amended to ‘Other comprehensive income’.

In Case 1, 'the income statements' is amended to 'profit or loss'.

Case 2 is amended as follows:

A and B complete the necessary documentation, the hedges are effective, and both A
and B qualify for hedge accounting in their individual financial statements. A defers
recognises the gain of LC20 on its internal derivative transaction in a-hedgingreserve
inequity other comprehensive income and B defers recognises the loss of LC50 in #s

hedging-reserve-in-eguity other comprehensive income. TC does .

Case 3 is amended as follows:

As in cases 1 and 2, A and B apply hedge accounting for their cash flow hedges and
TC measures its derivatives at fair value. A defers recognises a gain of LC20 on its
internal derivative transaction in-eguity in other comprehensive income and B defers
recognises a loss of LC50 on its internal derivative transaction in other
comprehensive income r-eguity. .

In Questions F.1.7 Case 3 and Case 4, F.5.2, F.5.3 and F.5.6, ‘Cr Equity’ and ‘Dr Equity’ are
amended to ‘Cr Other comprehensive income’ and ‘Dr Other comprehensive income’
respectively.

In the answer to Question F.1.10, ‘reports changes in the fair value of the share in equity’ is
amended to ‘recognises changes in the fair value of the share in other comprehensive
income’.

In the answers to Questions F.2.4 and F.6.5, ‘recognised directly in equity through the
statement of changes in equity’ is amended to ‘recognised in other comprehensive income’.
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In Question F.3.3, ‘the income statement’ is amended to ‘profit or loss’.

In Question F.3.4, ‘amount recognised directly in equity is transferred to profit or loss’ is
amended to ‘amount recognised in other comprehensive income is reclassified from equity to
profit or loss as a reclassification adjustment’.

In Question F.5.2, ‘it credits the effective portion of the change in fair value of the swap, ie
the net change in fair value of CU49, to equity’ is amended to ‘it recognises the effective
portion of the change in fair value of the swap, ie the net change in fair value of CU49, in
other comprehensive income’.

In Question F.5.3, 2001’ is amended to ‘20X1, ‘2002’ is amended to ‘20X2’ and ‘it debits
the entire change in fair value of the forward contract (CU80) to equity’ is amended to ‘it
recognises the entire change in fair value of the forward contract (CU80) in other
comprehensive income’.

In Question F.5.6, references to the years ‘2001’ and ‘2002’ are amended to ‘20X1’ and
‘20X2’ respectively and “directly in equity’ is amended to ‘in other comprehensive income’
(six times).

Question F.6.2 is amended as described below.
The section “Systems considerations’ of Issue (b) is amended as follows:

. ‘the adjustments to equity from changes in the fair value of a hedging
instrument should be recognised in profit or loss’ is amended to ‘the
cumulative gains and losses recognised in other comprehensive income from
changes in the fair value of a hedging instrument should be reclassified to
profit or loss’.

. ‘should be recognised in profit or loss’ is amended to ‘should be reclassified
from equity to profit or loss’.

In Issue (f), ‘recognised initially in equity are reclassified out of equity and recognised in
profit or loss’ is amended to ‘recognised initially in other comprehensive income are
reclassified from equity to profit or loss’.

Issue (g) is amended as follows:

. ‘should be recognised in profit or loss’ is amended to ‘should be reclassified
from equity to profit or loss’.

. ‘are recognised in profit or loss’ is amended to ‘are reclassified from equity
to profit or loss’.

In Issue (h), ‘net cumulative gain or loss is recognised in profit or loss’ is amended to ‘net
cumulative gain or loss is reclassified from equity to profit or loss’.
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Issue (j) is amended as follows:

. ‘are reclassified into profit or loss’ is amended to ‘are reclassified from
equity to profit or loss’.

. ‘shall reclassify immediately into profit or loss’ is amended to ‘shall
reclassify immediately from equity to profit or loss’.

In Question F.6.3, the section ‘Systems considerations’ in ‘Designation objectives’ is
amended as follows:

. (in the second paragraph) ‘track of deferred derivative gains and losses in
equity’ is amended to ‘track of gains and losses recognised in other
comprehensive income’.

. (in the second paragraph, twice) ‘be recognised in profit or loss’ is amended
to ‘be reclassified from equity to profit or loss’.

. (in the second and third paragraphs) ‘be reclassified out of equity’ is
amended to ‘be reclassified from equity to profit or loss’.

In Question F.6.4, ‘amounts recognised in equity are released to profit or loss’ is amended to

‘amounts recognised in other comprehensive income are reclassified from equity to profit or
loss’.
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Appendix

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued HKFRSs
that are not yet effective. Once effective, the amendments set out below will be incorporated into the text
of this Standard and this appendix will be deleted. In the amended paragraphs shown below, new text is
underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) - effective for annual periods beginning on or
after 1 January 2009

Paragraph 62 is amended as follows:
62 Up to the date ... In other words:

(@) any resulting decrease in the carrying amount of the property is recognised in
profit or loss. However, to the extent that an amount is included in revaluation
surplus for that property, the decrease is eharged-againstthat recognised in
other comprehensive income and reduces the revaluation surplus within

equity.

(b) any resulting increase in the carrying amount is treated as follows:
0]
(i) any remaining part of the increase is eredited-directhy-in-egquity-in

recognised in other comprehensive income and increases the
revaluation surplus within equity. On subsequent ...

Paragraph 85A is added as follows:

85A HKAS 1 Presentation of Financial Statements (as revised in 2007) amended the
terminology used throughout HKFRSs. In addition it amended paragraph 62. An
entity shall apply those amendments for annual periods beginning on or after 1
January 2009. If an entity applies HKAS 1 (revised 2007) for an earlier period, the
amendments shall be applied for that earlier period.
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IASC Basis for Conclusions on IAS 40 (2000) Investment
Property

This Basis for Conclusions was issued by the Board of the former International Accounting Standards
Committee (IASC) in 2000. Apart from the deletion of paragraphs B10-B15, B25 and B26, this Basis has
not been revised by the IASB. Those paragraphs are no longer relevant and have been deleted to avoid
the risk that they might be read out of context. However, cross-references to paragraphs in IAS 40 as
issued in 2000 have been marked to show the corresponding paragraphs in IAS 40 as revised by the
IASB in 2003 (superseded references are struck through and new references are underlined).
Paragraphs are treated as corresponding if they broadly address the same matter even though the
guidance may differ. In addition, the text has been annotated where references to material in other
standards are no longer valid, following the revision of those standards. Reference should be made to the
IASB’s Basis for Conclusions on the amendments made in 2003.

Background

B1. The IASC Board (the “Board”) approved IAS 25, Accounting for Investments, in 1986. In 1994,
the Board approved a reformatted version of IAS 25 presented in the revised format adopted for
International Accounting Standards from 1991. Certain terminology was also changed at that
time to bring it into line with then current IASC practice. No substantive changes were made to
the original approved text.

B2. IAS 25 was one of the standards that the Board identified for possible revision in E32,
Comparability of Financial Statements. Following comments on the proposals in E32, the Board
decided to defer consideration of IAS 25, pending further work on Financial Instruments. In 1998,
the Board approved IAS 38, Intangible Assets, and IAS 39, Financial Instruments: Recognition
and Measurement, leaving IAS 25 to cover investments in real estate, commodities and tangible
assets such as vintage cars and other collectors’ items.

B3. In July 1999, the Board approved E64, Investment Property, with a comment deadline of 31
October 1999. The Board received 121 comment letters on E64. Comment letters came from
various international organisations, as well as from 28 individual countries. The Board approved
IAS 40, Investment Property, in March 2000. Paragraph B67 below summarises the changes
that the Board made to E64 in finalising IAS 40.

B4. IAS 40 permits entities to choose between a fair value model and a cost model. As explained in
paragraphs B47-48 below, the Board believes that it is impracticable, at this stage, to require a
fair value model for all investment property. At the same time, the Board believes that it is
desirable to permit a fair value model. This evolutionary step forward will allow preparers and
users to gain greater experience working with a fair value model and will allow time for certain
property markets to achieve greater maturity.

Need for a Separate Standard

B5. Some commentators argued that investment property should fall within the scope of IAS 16,
Property, Plant and Equipment, and that there is no reason to have a separate standard on
investment property. They believe that:

(@) it is not possible to distinguish investment property rigorously from owner-occupied
property covered by IAS 16 and without reference to management intent. Thus, a
distinction between investment property and owner-occupied property will lead to a
free choice of different accounting treatments in some cases; and

(b) the fair value accounting model proposed in E64 is not appropriate, on the grounds
that fair value is not relevant and, in some cases, not reliable in the case of investment
property. The accounting treatments in IAS 16 are appropriate not only for
owner-occupied property, but also for investment property.

B6. Having reviewed the comment letters, the Board still believes that the characteristics of
investment property differ sufficiently from the characteristics of owner-occupied property that
there is a need for a separate Standard on investment property. In particular, the Board believes
that information about the fair value of investment property, and about changes in its fair value,
is highly relevant to users of financial statements. The Board believes that it is important to
permit a fair value model for investment property, so that entities can report fair value
information prominently. The Board tried to maintain consistency with IAS 16, except for
differences dictated by the choice of a different accounting model.
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Scope

Investment Property Entities

B7.

Some commentators argued that the Standard should cover only investment property held by
entities that specialise in owning such property (and, perhaps, also other investments) and not
cover investment property held by other entities. The Board rejected this view because the
Board could find no conceptual and practical way to distinguish rigorously any class of entities
for which the fair value model would be less or more appropriate.

Investment Property Reportable Segments

B8S.

B9.

Some commentators suggested that the Board should limit the scope of the Standard to
entities that have a reportable segment whose main activity is investment property. These
commentators argued that an approach linked to reportable segments would require an entity to
adopt the fair value model when the entity considers investment property activities to be an
important element of its financial performance and would allow an entity to adopt IAS 16 in other
cases.

An approach linked to reportable segments would lead to lack of comparability between
investment property held in investment property segments and investment property held in other
segments. For this reason, the Board rejected such an approach.
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Investment Property under Construction

B16.

B17.

B18.

B19.

B20.

E64 proposed that investment property under construction should be measured at fair value.
E64 argued that fair value is the most relevant measure and that fair value of investment
property under construction is not necessarily more difficult to measure than completed
investment property. For example, where an investment property under construction is largely
pre-leased, there may be less uncertainty about future cash inflows than for a completed
investment property that is largely vacant.

Some commentators argued that it is difficult to estimate fair value reliably for investment
property under construction, because a market may not exist for property under construction.
They argued that there may be considerable uncertainty about the cost to complete investment
property under construction and about the income that such property will generate. Therefore,
they suggested that an entity should not measure investment property at more than cost if the
investment property is still under construction.

The Board was persuaded by this argument and concluded that investment property under
construction should be excluded from the scope of this Standard and should be covered by IAS
16.

Paragraph 5258 of the Standard addresses cases where an entity begins to redevelop an
existing investment property for continued future use as investment property. One approach
would be to require a temporary transfer out of investment property into property under
development (subject to IAS 16) for the duration of the redevelopment. However, the Board felt
that such temporary transfers would be confusing and would be of little or no benefit to users of
financial statements. This approach would also need arbitrary rules to distinguish major
redevelopments that would result in such a temporary transfer from less significant works that
would not lead to such a transfer. Accordingly, paragraph 5258 states that the property remains
an investment property and is not reclassified as owner-occupied property during the
redevelopment.

When an entity completes the construction or development of a self-constructed investment
property that will be carried at fair value, there is likely to be a difference between the fair value
of the property at that date and its previous carrying amount. The Board considered two
approaches to accounting for such differences under the fair value model.

(@ Under the first approach, the difference would be transferred to revaluation surplus.
This approach would be consistent with the Standard’s approach to transfers from
owner-occupied property to investment property.

(b) Under the second approach, the difference would be recognised in net profit or loss for
the period. The Board concluded that this second approach gives a more meaningful
picture of performance (see paragraph 5965).

Property Occupied by Another Entity in the Same Group

B21.

B22.

In some cases, an entity owns property that is leased to, and occupied by, another entity in the
same group. The property does not qualify as investment property in consolidated financial
statements that include both entities, because the property is owner-occupied from the
perspective of the group as a whole. However, from the perspective of the individual entity that
owns it, the property is investment property if it meets the definition set out in the Standard.

Some commentators believe that the definition of investment property should exclude properties
that are occupied by another entity in the same group. Alternatively, they suggest that the
Standard should not require investment property accounting in individual financial statements
for properties that do not qualify as investment property in consolidated financial statements.
They believe that:

(@ it could be argued (at least in some such cases) that the property does not meet the
definition of investment property from the perspective of a subsidiary whose property is
occupied by another entity in the same group—the subsidiary’s motive for holding the
property is to comply with a directive from its parent and not necessarily to earn rentals
or to benefit from capital appreciation. Indeed, the intra-group lease may not be priced
on an arm'’s length basis;

(b) this requirement would lead to additional valuation costs that would not be justified by

the limited benefits to users. For groups with subsidiaries that are required to prepare
individual financial statements, the cost could be extensive as entities may create a
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separate subsidiary to hold each property;

(c) some users may be confused if the same property is classified as investment property
in the individual financial statements of a subsidiary and as owner-occupied property in
the consolidated financial statements of the parent; and

(d) there is a precedent for a similar exemption (relating to disclosure, rather than
measurement) in paragraph 4(c) of IAS 24, Related Party Disclosures, which does not
require disclosures in a wholly-owned subsidiary’s financial statements if its parent is
incorporated in the same country and provides consolidated financial statements in
that country.”

Some commentators believe that the definition of investment property should exclude property
occupied by any related party. They argue that related parties often do not pay rent on an arm’s
length basis, that it is often difficult to establish whether the rent is consistent with pricing on an
arm’s length basis and that rental rates may be subject to arbitrary change. They suggest that
fair values are less relevant where property is subject to leases that are not priced on an arm’s
length basis.

The Board could find no justification for treating property leased to another entity in the same
group (or to another related party) differently from property leased to other parties. Therefore,
the Board decided that an entity should use the same accounting treatment, regardless of the
identity of the lessee.

Government Grants

B27.

B28.

B29.

IAS 20, Accounting for Government Grants and Disclosure of Government Assistance, permits
two methods of presenting grants relating to assets — either setting up a grant as deferred
income and amortising the income over the useful life of the asset or deducting the grant in
arriving at the carrying amount of the asset. Some believe that both of those methods reflect a
historical cost model and are inconsistent with the fair value model set out in this Standard.
Indeed, Exposure Draft E65, Agriculture, which proposes a fair value model for biological assets,
addresses certain aspects of government grants, as these are a significant factor in accounting
for agriculture in some countries.

Some commentators urged IASC to change the accounting treatment of government grants
related to investment property. However, most commentators agreed that IASC should not deal
with this aspect of government grants now. The Board decided not to revise this aspect of IAS
20 in the project on Investment Property.

Some commentators suggested that IASC should begin a wider review of IAS 20 as a matter of
urgency. In early 2000, the G4+1 group of standard setters published a Discussion Paper,
“Accounting by Recipients for Non-Reciprocal Transfers, Excluding Contributions by Owners:
Their Definition, Recognition and Measurement”. The Board’s work plan does not currently
include a project on the accounting for government grants or other forms of non-reciprocal
transfer.

“|AS 24 Related Party Disclosures as revised by the IASB in 2003 no longer provides the exemption
mentioned in paragraph B22(d).
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Definition of Investment Property

B30.

B31.

B32.

B33.

B34.

B35.

B36.

The definition of investment property excludes:

@ owner-occupied property — covered by IAS 16, Property, Plant and Equipment. Under
IAS 16, such property is carried at either depreciated cost or revalued amount less
subsequent depreciation. In addition, such property is subject to an impairment test;
and

(b) property held for sale in the ordinary course of business— covered by IAS 2,
Inventories. IAS 2 requires an entity to carry such property at the lower of cost and net
realisable value.

These exclusions are consistent with the existing definitions of property, plant and equipment in
IAS 16 and inventories in IAS 2. This ensures that all property is covered by one, and only one,
of the three Standards.

Some commentators suggested that property held for sale in the ordinary course of business
should be treated as investment property rather than as inventories (covered by IAS 2). They
argued that:

@) it is difficult to distinguish property held for sale in the ordinary course of business from
property held for capital appreciation; and

(b) it is illogical to require a fair value model for land and buildings held for long-term
capital appreciation (investment property) when a cost model is still used for land and
buildings held for short-term sale in the ordinary course of business (inventories).

The Board rejected this suggestion because:

(@) if fair value accounting is used for property held for sale in the ordinary course of
business, this would raise wider questions about inventory accounting that go beyond
the scope of this project; and

(b) it is arguably more important to use fair value accounting for property that may have
been acquired over a long period and held for several years (investment property) than
for property that was acquired over a shorter period and held for a relatively short time
(inventories). With the passage of time, cost-based measurements become
increasingly irrelevant. Also, an aggregation of costs incurred over a long period is of
guestionable relevance.

Some commentators suggested requiring (or at least permitting) entities, particularly financial
institutions such as insurance companies, to use the fair value model for their owner-occupied
property. They argued that some financial institutions regard their owner-occupied property as
an integral part of their investment portfolio and treat it for management purposes in the same
way as property leased to others. In the case of insurance companies, the property may be held
to back policyholder liabilities. The Board believes that property used for similar purposes
should be subject to the same accounting treatment. Accordingly, the Board concluded that no
class of entities should use the fair value model for their owner-occupied property.

Some commentators suggested that the definition of investment property should exclude
property held for rentals, but not for capital appreciation. In their view, a fair value model may be
appropriate for dealing activities, but is inappropriate where an entity has historically held rental
property for many years and has no intention of selling it in the foreseeable future. They
consider that holding property for long-term rental is a service activity and the assets used in
that activity should be treated in the same way as assets used to support other service activities.
In their view, holding an investment in property in such cases is similar to holding
“held-to-maturity investments”, which are measured at amortised cost under IAS 39.

In the Board’s view, the fair value model provides useful information about property held for
rental, even if there is no immediate intention to sell the property. The economic performance of
a property can be regarded as being made up of both rental income earned during the period
(net of expenses) and changes in the value of future net rental income. The fair value of an
investment property can be regarded as a market-based representation of the value of the
future net rental income, regardless of whether the entity is likely to sell the property in the near
future. Also, the Standard notes that fair value is determined without deducting costs of
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disposal—in other words, the use of the fair value model is not intended as a representation that
a sale could, or should, be made in the near future.

The classification of hotels and similar property was controversial throughout the project and
commentators on E64 had mixed views on this subject. Some see hotels essentially as
investments, while others see them essentially as operating properties. Some requested a
detailed rule to specify whether hotels (and, perhaps, other categories of property, such as
restaurants, bars and nursing homes) should be classified as investment property or as
owner-occupied property.

The Board concluded that it is preferable to distinguish investment property from
owner-occupied property on the basis of general principles, rather than have arbitrary rules for
specific classes of property. Also, it would inevitably be difficult to establish rigorous definitions
of specific classes of property to be covered by such rules. Paragraphs 9-3111-13 of the
Standard discuss cases such as hotels in the context of the general principles that apply when
an entity provides ancillary services.

Some commentators requested quantitative guidance (such as a percentage) to clarify whether
an “insignificant portion” is owner-occupied (paragraph-810) and whether ancillary services are
“significant” (paragraphs 9-3111-13 of the Standard). As for similar cases in other Standards,
the Board concluded that quantitative guidance would create arbitrary distinctions.

Subsequent Expenditure

B40.

B41.

B42.

Some believe that there is no need to capitalise subsequent expenditure in a fair value model
and that all subsequent expenditure should be recognised as an expense. However, others
believe — and the Board agreed — that the failure to capitalise subsequent expenditure would
lead to a distortion of the reported components of financial performance. Therefore, the
Standard requires that an entity should determine whether subsequent expenditure should be
capitalised using a test similar to the test used for owner-occupied property in IAS 16.

Some commentators suggested that the test for capitalising subsequent expenditure should not
refer to the originally assessed standard of performance. They felt that it is impractical and
irrelevant to judge against the originally assessed standard of performance, which may relate to
many years in the past. Instead, they suggested that subsequent expenditure should be
capitalised if it enhances the previously assessed standard of performance — for example, if it
increases the current market value of the property or is intended to maintain its competitiveness
in the market. The Board saw some merit in this suggestion.

Nevertheless, the Board believes that a reference to the previously assessed standard of
performance would require substantial additional guidance, might not change the way the
Standard is applied in practice and might cause confusion. The Board also concluded that it was
important to retain the existing reference to the originally assessed standard of performance* to
be consistent with IAS 16 and IAS 38.

Subsequent Measurement

Accounting Model

B43.

B44.

Under IAS 25, an entity was permitted to choose from among a variety of accounting treatments
for investment property (depreciated cost under the benchmark treatment in I1AS 16, Property,
Plant and Equipment, revaluation with depreciation under the allowed alternative treatment in
IAS 16, cost less impairment under IAS 25 or revaluation under IAS 25).%

E64 proposed that all investment property should be measured at fair value. Supporters of the
fair value model believe that fair values give users of financial statements more useful
information than other measures, such as depreciated cost. In their view, rental income and
changes in fair value are inextricably linked as integral components of the financial performance
of an investment property and measurement at fair value is necessary if that financial

"IAS 16 Property, Plant and Equipment as revised by the IASB in 2003 requires all subsequent costs to
be covered by its general recognition principle and eliminated the requirement to reference the originally
assessed standard of performance. IAS 40 was amended as a consequence of the change to IAS 16

T IAS 16 Property, Plant and Equipment as revised by the IASB in 2003 eliminated all references to
‘benchmark’ treatment and ‘allowed alternative’ treatments. They are replaced with cost model and
revaluation model.
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performance is to be reported in a meaningful way.

Supporters of the fair value model also note that an investment property generates cash flows
largely independently of the other assets held by an entity. In their view, the generation of
independent cash flows through rental or capital appreciation distinguishes investment property
from owner-occupied property. The production or supply of goods or services (or the use of
property for administrative purposes) generates cash flows that are attributable not merely to
property, but also to other assets used in the production or supply process. Proponents of the
fair value model for investment property argue that this distinction makes a fair value model
more appropriate for investment property than for owner-occupied property.

Those who oppose measurement of investment property at fair value argue that:

(a) there is often no active market for investment property (unlike for many financial
instruments). Real estate transactions are not frequent and not homogeneous. Each
investment property is unique and each sale is subject to significant negotiations. As a
result, fair value measurement will not enhance comparability because fair values are
not determinable on a reliable basis, especially in countries where the valuation
profession is less well established. A depreciated cost measurement provides a more
consistent, less volatile, and less subjective measurement;

(b) IAS 39 does not require fair value measurement for all financial assets, even some that
are realised more easily than investment property. It would be premature to consider
extending the fair value model until the Joint Working Group on financial instruments
has completed its work;

(c) a cost basis is used for “shorter term” assets (such as inventories) for which fair value
is, arguably, more relevant than for “held for investment” assets; and

(d) measurement at fair value is too costly in relation to the benefits to users.

This is the first time that the Board has proposed requiring a fair value accounting model for
non-financial assets. The comment letters on E64 showed that although many support this step,
many others still have significant conceptual and practical reservations about extending a fair
value model to non-financial assets, particularly (but not exclusively) for entities whose main
activity is not to hold property for capital appreciation. Also, some entities feel that certain
property markets are not yet sufficiently mature for a fair value model to work satisfactorily.
Furthermore, some believe that it is impossible to create a rigorous definition of investment
property and that this makes it impracticable to require a fair value model at present.

For those reasons, the Board believes that it is impracticable, at this stage, to require a fair
value model for investment property. At the same time, the Board believes that it is desirable to
permit a fair value model. This evolutionary step forward will allow preparers and users to gain
greater experience working with a fair value model and will allow time for certain property
markets to achieve greater maturity.

IAS 40 permits entities to choose between a fair value model and a cost model. An entity should
apply the model chosen to all its investment property. [This choice is not available to a lessee
accounting for an investment property under an operating lease as if it were a finance
lease—refer to the IASB’s Basis for Conclusions on the amendments made in 2003.] The fair
value model is the model proposed in E64: investment property should be measured at fair
value and changes in fair value should be recognised in the income statement. The cost model
is the benchmark treatment” in IAS 16, Property, Plant and Equipment: investment property
should be measured at depreciated cost (less any accumulated impairment losses). An entity
that chooses the cost model should disclose the fair value of its investment property.

Under IAS 8, Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting
Policies, a change in accounting policies from one model to the other model should be made
only if the change will result in a more appropriate presentation of events or transactions. The
Board concluded that this is highly unlikely to be the case for a change from the fair value model
to the cost model and paragraph 2531 of the Standard reflects this conclusion.

"IAS 16 Property, Plant and Equipment as revised by the IASB in 2003 eliminated all references to
‘benchmark’ treatment and ‘allowed alternative’ treatments.
" revised by the IASB in 2003 as IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
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The Board believes that it is undesirable to permit three different accounting treatments for
investment property. Accordingly, if an entity does not adopt the fair value model, the Standard
requires the entity to use the benchmark treatment in IAS 16 and does not permit the use of the
allowed alternative treatment. However, an entity may still use the allowed alternative for other
properties covered by IAS 16."

Guidance on Fair Value

B52.

B53.

B54.

The valuation profession will have an important role in implementing the Standard. Accordingly,
in developing its guidance on the fair value of investment property, the Board considered not
only similar guidance in other IASC literature, but also International Valuation Standards (IVS)
issued by the International Valuation Standards Committee (IVSC). The Board understands that
IVSC intends to review, and perhaps revise, its Standards in the near future.

The Board believes that IASC’s concept of fair value is similar to the IVSC concept of market
value. IVSC defines market value as “the estimated amount for which an asset should exchange
on the date of valuation between a willing buyer and a willing seller in an arm’s length
transaction after proper marketing wherein the parties had each acted knowledgeably, prudently
and without compulsion.” The Board believes that the guidance in paragraphs 29-3836, 37 and
32-3839-44 of the Standard is, in substance (and largely in wording as well), identical with
guidance in IVS 1.

Paragraphs 3138 and 39-4645-52 of IAS 40 have no direct counterpart in the IVSC literature.
The Board developed much of this material in response to commentators on E64, who asked for
more detailed guidance on determining the fair value of investment property. In developing this
material, the Board considered guidance on fair value in other IASC Standards and Exposure
Drafts, particularly those on financial instruments (IAS 32 and IAS 39), intangible assets (IAS 38)
and agriculture (E65).

Independent Valuation

BS55.

B56.

Some commentators believe that fair values should be determined on the basis of an
independent valuation, to enhance the reliability of the fair values reported. Others believe, on
cost-benefit grounds, that IASC should not require (and perhaps not even encourage) an
independent valuation. They believe that it is for preparers to decide, in consultation with
auditors, whether an entity has sufficient internal resources to determine reliable fair values.
Some also believe that independent valuers with appropriate expertise are not available in
some markets.

The Board concluded that an independent valuation is not always necessary. Therefore, as
proposed in E64, the Standard encourages, but does not require, an entity to determine the fair
value of all investment property on the basis of a valuation by an independent valuer who holds
a recognised and relevant professional qualification and who has recent experience in the
location and category of the investment property being valued. This approach is consistent with
the approach to actuarial valuations in IAS 19, Employee Benefits (see IAS 19, paragraph 57)

Inability to Measure Fair Value Reliably

B57.

B58.

E64 included a rebuttable presumption that an entity will be able to determine reliably the fair
value of property held to earn rentals or for capital appreciation. E64 also proposed a reliability
exception: IAS 16 should be applied if evidence indicates clearly, when an entity acquires or
constructs a property, that fair value will not be determinable reliably on a continuing basis.

Some commentators opposed various aspects of this proposal, on one or more of the following
grounds:

@ the rebuttable presumption underestimates the difficulties of determining fair value
reliably. This will often be impossible, particularly where markets are thin or where
there is not a well-established valuation profession;

(b) the accounting model under IAS 16 includes an impairment test under IAS 36.
However, it is illogical to rely on an impairment test when fair value cannot be
determined using cash flow projections, because an impairment test under IAS 36 is
also difficult in such cases;

" IAS 16 Property, Plant and Equipment as revised by the IASB in 2003 eliminated all references to
‘benchmark’ treatment and ‘allowed alternative’ treatments.
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(c) where fair value cannot be determined reliably, this fact does not justify charging
depreciation. Instead, the property in question should be measured at cost less
impairment losses; and

(d) to avoid the danger of manipulation, all efforts should be made to determine fair values,
even in a relatively inactive market. Even without an active market, a range of
projected cash flows is available. If there are problems in determining fair value, an
entity should measure the property at the best estimate of fair value and disclose
limitations on the reliability of the estimate. If it is completely impossible to determine
fair value, fair value should be deemed to be zero.

The Board concluded that the rebuttable presumption and the reliability exception should be
retained, but decided to implement them in a different way. In E64, they were implemented by
excluding a property from the definition of investment property if the rebuttable presumption was
overcome. Some commentators felt that it was confusing to include such a reliability exception
in a definition. Accordingly, the Board moved the reliability exception from the definition to the
section on subsequent measurement (paragraphs 4#-4953-55).

Under E64, an entity should not stop using the fair value model if comparable market
transactions become less frequent or market prices become less readily available. Some
commentators disagreed with this proposal. They argued that there may be cases when reliable
estimates are no longer available and that it would be misleading to continue fair value
accounting in such cases. The Board decided that it is important to keep the E64 approach,
because otherwise entities might use a reliability exception as an excuse to discontinue fair
value accounting in a falling market.

In cases where the reliability exception applies, E64 proposed that an entity should continue to
apply IAS 16 until disposal of the property. Some commentators proposed that an entity should
start applying the fair value model once the fair value becomes measurable reliably. The Board
rejected this proposal because it would inevitably be a subjective decision to determine when
fair value has become measurable reliably and this subjectivity could lead to inconsistent
application.

E64 proposed no specific disclosure where the reliability exception applies. Some
commentators felt that disclosure would be important in such cases. The Board agreed and
decided to include disclosures consistent with paragraph 170(b) of IAS 39- (see paragraphs 68-
and-69(e)78 and 79(e) of IAS 40). Paragraph 170(b) of IAS 39 requires disclosures for financial
assets whose fair value cannot be reliably measured.

Gains and Losses on Remeasurement to Fair Value

B63.

Some commentators argued that there should be either a requirement or an option to recognise
changes in the fair value of investment property in equity,1 on the grounds that:

(@ the market for property is not liquid enough and market values are uncertain and
variable. Investment property is not as liquid as financial instruments and IAS 39 allows
an option for available-for-sale investments;

(b) until performance reporting issues are resolved more generally, it is premature to
require recognition of fair value changes in the income statement;

(c) recognition of unrealised gains and losses in the income statement increases volatility
and does not enhance transparency, because revaluation changes will blur the
assessment of an entity’s operating performance. It may also cause a presumption that
the unrealised gains are available for distribution as dividends;

(d) recognition in equity is more consistent with the historical cost and modified historical
cost conventions that are a basis for much of today’s accounting. For example, it is
consistent with IASC's treatment of revaluations of property, plant and equipment
under IAS 16 and with the option available for certain financial instruments under IAS
39;

" In August 2005, the IASB relocated all disclosures relating to financial instruments to IFRS 7 Financial
Instruments: Disclosures.

! Under IAS 1 Presentation of Financial Statements, all such changes reported in equity are presented in
a statement showing changes in equity.
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(e) for properties financed by debt, changes in the fair value of the properties resulting
from interest rate changes should not be recognised in the income statement, since the
corresponding changes in the fair value of the debt are not recognised under IAS 39;

® under paragraphs 92 and 93 of the Framework, income should be recognised only
when it can be measured with sufficient certainty. For example, IAS 11, Construction
Contracts, requires certain conditions before an entity can use the
percentage-of-completion method. These conditions are not normally met for
investment property; and

(9) results from operations should be distinguished from changes in values. For example,
under IAS 21, unrealised exchange differences on a foreign entity are recognised in
equity.

Some commentators suggested that increases should be recognised in equity and decreases
should be recognised in net profit or loss. This is similar to the revaluation model that forms the
allowed alternative treatment®in IAS 16 (except for the lack of depreciation).

As proposed in E64, the Board concluded that, in a fair value model, changes in the fair value of
investment property should be recognised in the income statement as part of net profit or loss
for the period. The arguments for this approach include the following:

@ the conceptual case for the fair value model is built largely on the view that this
provides the most relevant and transparent view of the financial performance of
investment property. Given this, it would be inconsistent to permit or require
recognition in equity;

(b) recognition of fair value changes in equity would create a mismatch because net rental
income would be recognised in the income statement, whereas the related
consumption of the service potential (recognised as depreciation under IAS 16) would
be recognised in equity. Similarly, maintenance expenditure would be recognised as
an expense while related increases in fair value would be recognised in equity;

(c) using this approach, there is no need to resolve some difficult and controversial issues
that would arise if changes in the fair value of investment property were recognised in
equity. These issues include the following:

0] should fair value changes previously recognised in equity be transferred
(“recycled”) to net profit or loss on disposal of investment property; and

(i) should fair value changes previously recognised in equity be transferred
(“recycled”) to net profit or loss when investment property is impaired? If so,
how should such impairment be identified and measured; and

(d) given the difficulty in defining investment property rigorously, entities will sometimes
have the option of applying the investment property standard or either of the two
treatments in IAS 16. It would be undesirable to include two choices in the investment
property standard, as this would give entities a choice (at least occasionally) between
four different treatments.

Transfers

B66.

When an owner-occupied property carried under the benchmark treatment under IAS 16
becomes an investment property, the measurement basis for the property changes from
depreciated cost to fair value. The Board concluded that the effect of this change in
measurement basis should be treated as a revaluation under IAS 16 at the date of change in
use. The result is that:

(@ the income statement excludes cumulative net increases in fair value that arose before
the property became investment property. The portion of this change that arose before
the beginning of the current period does not represent financial performance of the

" In 1AS 21 The Effects of Changes in Foreign Exchange Rates, as revised by the IASB in 2003, the term
“foreign entity” was replaced by “foreign operation”

T IAS 16 Property, Plant and Equipment as revised by the IASB in 2003 eliminated all references to
‘benchmark’ treatment and ‘allowed alternative’ treatments.
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current period; and

(b) this treatment creates comparability between entities that had previously revalued the
property under the allowed alternative treatment in IAS 16 and those entities that had
previously used the IAS 16 benchmark treatment.

Summary of Changes to E64

B67. The most important change between E64 and the final Standard was the introduction of the cost
model as an alternative to the fair value model. The other main changes are listed below.

@) The guidance on determining fair value was expanded, to clarify the following:

0

(ii)

(iii)

(iv)

V)

(vi)

(vii)

(viii)

the fair value of investment property is not reduced by transaction costs that
may be incurred on sale or other disposal (paragraph 3837 of the Standard).
This is consistent with the measurement of financial assets under paragraph
69 of IAS 39.¢ E64 was silent on the treatment of such costs;

measurement is based on valuation at the balance sheet date (paragraph-
3138);

the best evidence of fair value is normally given by current prices on an active
market for similar property in the same location and condition and subject to
similar lease and other contracts (paragraph-3945). In the absence of such
evidence, fair value reflects information from a variety of sources and an
entity needs to investigate reasons for any differences between the
information from different sources (paragraphs-496-4146 and 47);

market value differs from value in use as defined in IAS 36, Impairment of
Assets (paragraph-4349);

there is a need to avoid double counting of investment property and
separately recognised assets and liabilities. Integral equipment (such as
elevators or air-conditioning) is generally included in the investment property,
rather than recognised separately (paragraph-4450);

the fair value of investment property does not reflect future capital
expenditure that will improve or enhance the asset and does not reflect the
related future benefits from this future expenditure (paragraph-4551);

an entity uses IAS 37 to account for any provisions associated with
investment property (paragraph-4652); and

in the exceptional cases when fair value cannot be determined reliably,
measurement is under the IAS 16 benchmark treatment* only (in such cases,
revaluation under IAS 16 would also not be reliable) and residual value is
assumed to be zero (given that fair value cannot be determined reliably)
(paragraphs-47-4853 and 54).

(b) In relation to the scope of the Standard and the definition of investment property:

@

(i)

(i)

paragraph 34 now clarifies that the Standard does not apply to forests and
similar regenerative natural resources and to mineral rights, the exploration
for and extraction of minerals, oil, natural gas and similar non-regenerative
resources. This wording is consistent with a similar scope exclusion in IAS 16,
Property, Plant and Equipment. The Board did not wish to prejudge its
decision on the treatment of such items in the current projects on Agriculture
and the Extractive Industries;

land held for a currently undetermined future use is a further example of
investment property (paragraph-6{b)8)b)), on the grounds that a subsequent
decision to use such land as inventory or for development as owner-occupied
property would be an investment decision;

new examples of items that are not investment property are: property held for
future use as owner-occupied property, property held for future development

"IAS 16 Property, Plant and Equipment as revised by the IASB in 2003 eliminated all references to
‘benchmark’ treatment and ‘allowed alternative’ treatments.
¢ Paragraph 69 was replaced by paragraph 46 when the IASB revised IAS 39 in 2003.
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and subsequent use as owner-occupied property, property occupied by
employees (whether or not the employees pay rent at market rates) and
owner-occupied property awaiting disposal (paragraph-#¢€)9(c));

(iv) property that is being constructed or developed for future use as investment
property is now covered by IAS 16 and measured at cost, less impairment
losses, if any (paragraph-#e)9(d)). E64 proposed that investment property
under construction should be measured at fair value; and

(v) the reference to reliable measurement of fair value (and the related
requirements in paragraphs 14-15 of E64) was moved from the definition of
investment property into the section on subsequent measurement
(paragraphs-47-4953-55).

New paragraph 2023 deals with start up costs, initial operating losses and abnormal
wastage (based on paragraphs 17 and 18 of IAS 16 ). The Board considered adding
guidance on the treatment of incidental revenue earned during the construction of
investment property. However, the Board concluded that this raised an issue in the
context of IAS 16 and decided that it was beyond the scope of this project to deal with
this.

There is an explicit requirement on determining gains or losses on disposal (paragraph
6269). This is consistent with IAS 16, paragraph 56.¢ There are also new
cross-references to:

0] IAS 17, Leases, and IAS 18, Revenue, as guidance for determining the date
of disposal (paragraph-6167); and

(i) IAS 37, Provisions, Contingent Liabilities and Contingent Assets, for liabilities
retained after disposal (paragraph-6471).

The Standard states explicitly that an entity should transfer an investment property to
inventories when the entity begins to develop the property for subsequent sale in the
ordinary course of business (paragraphs-54(b}-and-5257(b) and 58). E64 proposed
that all transfers from investment properties to inventories should be prohibited. The
Standard also deals more explicitly than E64 with certain other aspects of transfers.

New disclosure requirements include:

0] extension of the required disclosure on methods and significant assumptions,
which are now to include disclosure of whether fair value was supported by
market evidence, or whether the estimate is based on other data (which the
entity should disclose) because of the nature of the property and the lack of
comparable market data (paragraph-66(b)75(d));

(i) disclosures of rental income and direct operating expenses (paragraph-
66{ehy75(f)); and
(iii) disclosures in the exceptional cases when fair value is not reliably

determinable (paragraphs-68-and-69(e}78 and 79(e)).

E64 proposed a requirement to disclose the carrying amount of unlet or vacant
investment property. Some commentators argued that this disclosure was
impracticable, particularly for property that is partly vacant. Some also felt that this is a
matter for disclosure in a financial review by management, rather than in the financial
statements. The Board deleted this disclosure requirement. It should be noted that
some indication of vacancy levels may be available from the required disclosure of
rental income and from the IAS 17 requirement to disclose cash flows from
non-cancellable operating leases (split into less than one year, one to five years and
more than five years).

"In IAS 16 Property, Plant and Equipment as revised by the IASB in 2003, paragraph 17 and 18 were
replaced by paragraphs 19-22.

® In IAS 16 Property, Plant and Equipment as revised by the IASB in 2003, paragraph 56 was replaced by
paragraphs 68 and 71.
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E64 included no specific transitional provisions, which means that IAS 8 would apply.
There is a risk that restatement of prior periods might allow entities to manipulate their
reported net profit or loss for the period by selective use of hindsight in determining fair
values in prior periods. Accordingly, the Board decided to prohibit restatement in the
fair value model, except where an entity has already publicly disclosed fair values for

prior periods (paragraph-7880).
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Appendix

Amendments resulting from other Basis for Conclusions

The following sets out amendments required for this Basis for Conclusions resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Basis for Conclusions and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in
December 2007) — effective for annual periods beginning on or
after 1 January 2009

The following footnote to paragraph B63 is deleted:

‘Under IAS 1 Presentation of Financial Statements, all such changes reported in equity are
presented in a statement showing changes in equity.’
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Appendix

Amendmentsresulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly issued
HKFRSs that are not yet effective. Once effective, the amendments set out below will be incorporated
into the text of this Standard and this appendix will be deleted. In the amended paragraphs shown below,
new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Statements (issued in December
2007) - effective for annual periods beginning on or after 1 January
2009

In paragraph 24(a) of HKAS 41, ‘a balance sheet date’ is amended to ‘the end of a reporting period’.

In the appendix accompanying HKAS 41, the rubric above paragraph Al is amended as follows:
This appendix, which was prepared by the IASC staff but was not approved by the IASC Board,
accompanies, but is not part of, HKAS 41.
m HKAS 1 Presentation of Financial Statement revi in 2007).'

Example 1 in the appendix is amended as described below.

In the ‘Statement of financial position’ and in the ‘Statement of changes in equity’, the
reference to ‘Accumulated profits’ is amended to ‘Retained earnings’.

The following footnote to the ‘Statement of changes in equity’ is deleted:
‘This is one of several formats for the statement of changes in equity permitted by HKAS 1.’

In the second footnote, ‘HKAS 7 Cash Flow Statements’ is amended to 'HKAS 7 Statement of Cash
Flows'.
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Basis for Conclusions

Agriculture

This Basis for Conclusions accompanies, but is not part of, HKAS 19.

Background

B1. In 1994, the IASC Board (the “Board” decided to develop an International Accounting Standard
on agriculture and appointed a Steering Committee to help define the issues and develop
possible solutions. In 1996, the Steering Committee published a Draft Statement of Principles
(“DSOP” setting out the issues, alternatives, and the Steering Committee’s proposals for
resolving the issues and inviting public comment. In response, 42 comment letters were
received. The Steering Committee reviewed the comments, revised certain of its
recommendations, and submitted them to the Board.

B2. In July 1999, the Board approved Exposure Draft E65, Agriculture, with a comment deadline of
31 January 2000. The Board received 62 comment letters on E65. They came from various
international organisations, as well as from 28 individual countries. In April 2000, the IASC
Staff sent a questionnaire to enterprises that undertake agricultural activity in an attempt to
determine the reliability of the fair value measurement proposed in E65 and received 20
responses from 11 countries. In December 2000, after considering the comments on E65 and
responses to the questionnaire, the Board approved IAS 41 Agriculture (the Standard).
Paragraph B82 below summarises the changes that the Board made to E65 in finalising the
Standard.

The Need for an International Accounting Standard on
Agriculture

B3. A main objective of the IASC is to develop International Accounting Standards that are relevant
in the general purpose financial statements of all businesses. While most International
Accounting Standards apply to enterprises in all activities, some International Accounting
Standards; for example, IAS 30 Disclosures in the Financial Statements of Banks and Similar
Financial Institutions” and IAS 40 Investment Property, deal with issues that arise in particular
activities. IASC has also undertaken industry-specific projects on insurance and extractive

industries.

B4. Diversity in accounting for agricultural activity has occurred because:

(@ prior to the development of the Standard, assets related to agricultural activity and
changes in those assets were excluded from the scope of International Accounting
Standards:

0] IAS 2 Inventories excluded “producers” inventories of livestock, agricultural
and forest products... to the extent that they are measured at net realisable
value in accordance with well established practices in certain industries?

(i) IAS 16 Property, Plant and Equipment did not apply to “forests and similar
regenerative natural resources”;

(iii) IAS 18 Revenue did not deal with revenue arising from “natural increases in
herds, and agricultural and forest products” and

(iv) IAS 40 Investment Property did not apply to “forests and similar regenerative
natural resources”;

(b) accounting guidelines for agricultural activity developed by national standard setters

have, in general, been piecemeal, developed to resolve a specific issue related to a
form of agricultural activity of significance to that country; and

(c) the nature of agricultural activity creates uncertainty or conflicts when applying

" In August 2005, IFRS 7 Financial Instruments: Disclosure supersedes IAS 30.
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B81. The Board did not include the above disclosures in the Standard. The Board noted that
requiring item (a) above would not be appropriate since external independent valuations are not
commonly used for assets related to agricultural activity, unlike for certain other assets such as
investment property. The Board also noted that item (b) is not required in other International
Accounting Standards and a unique disclosure requirement is not warranted for agricultural

activity.

Items (c) and (d) would be outside the scope of the Standard and covered by other

International Accounting Standards (IAS 16 or IAS 2 Inventories).

Summary of Changes to E65

B82. The Standard made the following principal changes to the proposals in E65:

@

(b)

(©

(d)

(e)

)

@

(h)

The Standard includes a reliability exception for biological assets on initial recognition.
If the exception is applied, the biological asset should be measured at its cost less any
accumulated depreciation and any accumulated impairment losses (paragraph 30 of
the Standard). As a consequence, the Standard includes disclosure requirements
consistent with paragraph 170(b) of IAS 39 Financial Instruments: Recognition and
Measurement’, and paragraph 68 of IAS 40 Investment Property® (paragraphs 54(a)-(c)
and 55 of the Standard), and consistent with paragraphs 60(b)-(d) and 60(e)(v)-(vii) of
IAS 16 Property, Plant and Equipment* (paragraphs 54(d)-(f) and 55).

If the reliability exception is applied but fair value subsequently becomes reliably
measurable and, therefore, an enterprise has started measuring the biological assets
at their fair value less estimated point-of-sale costs, the Standard requires the
enterprise to disclose a description of the biological assets, an explanation of why fair
value has become reliably measurable, and the effect of the change (paragraph 56).

E65 did not specify how to account for point-of-sale costs (such as commissions to
brokers). The Standard requires that biological assets and agricultural produce
should be measured at their fair value less estimated point-of-sale costs (paragraphs
12-13).

E65 included net realisable value as one of the measurement bases in cases where no
active market exists. Net realisable value was deleted from the bases since it is not a
market-determined value.

The Standard indicates that market-determined prices or values are used when
available. The Standard also indicates that, in some circumstances,
market-determined prices or values may not be available for an asset in its present
condition. In these circumstances, an enterprise uses the present value of expected
net cash flows (paragraphs 18-20).

Guidance on the performance of present value calculations was added (paragraphs
21-23).

E65 did not specify how to account for contracts for the sale of a biological asset or
agricultural produce. The Standard indicates that the fair value of a biological asset or
agricultural produce is not adjusted because of the existence of a sales contract
(paragraph 16).

E65 did not explicitly indicate that a gain or loss may arise on initial recognition of
agricultural produce. The Standard clarifies that a gain or loss may arise on initial
recognition of agricultural produce; for example, as a result of harvesting and that such
a gain or loss should be included in net profit or loss* for the period in which it arises
(paragraphs 28-29).

“Paragraph 170(b) of IAS 39 was replaced by paragraph 90 of IAS 32 Financial Instruments: Disclosure
and Presentation when the |IASB revised those standards in 2003. In 2005, the IASB relocated all
disclosures relating to financial instruments to IFRS 7 Financial Instruments: Disclosures.

* Paragraph 68 of IAS 40 was replaced by paragraph 78 when the IASB revised IAS 40 in 2003.

* Paragraph 60 of IAS 16 was replaced by paragraph 73 when IAS 16 was revised in 2003.

X |AS 1 Presentation of Financial Statements (revised in 2003) replaced the term ‘net profit or loss’ with

‘profit or loss’.
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E65 proposed that costs of producing and harvesting biological assets should be
charged to expense when incurred, and that costs that increase the number of units of
biological assets owned or controlled by the enterprise should be added to the carrying
amount of the asset. The Standard does not explicitly prescribe how to account for
subsequent expenditure related to biological assets.

E65 proposed that an enterprise should recognise a conditional government grant as
income when there is reasonable assurance that the conditions are met. The
Standard requires that a conditional government grant related to a bhiological asset
measured at its fair value less estimated point-of-sale costs, including where a
government grant requires an enterprise not to engage in specified agricultural activity,
should be recognised as income when, and only when, the conditions attaching to the
government grant are met. The Standard also indicates that IAS 20 Accounting for
Government Grants and Disclosure of Government Assistance, is applied to a
government grant related to a biological asset measured at its cost less any
acco‘,luml)JIated depreciation and any accumulated impairment losses (paragraphs 34-35
and 37).

E65 provided the following encouragements specific to agricultural activity with regard
to alternative treatments allowed in other International Accounting Standards, to
achieve consistency with the accounting treatment of activities covered by E65:

0] analysing expenses by nature, as set out in IAS 1 Presentation of Financial
Statements; and

(i) revaluing certain intangible assets used in agricultural activity if an active
market exists, as set out in IAS 38 Intangible Assets.

The Board did not include these encouragements in the Standard. The Board noted
that IAS 1 and IAS 38 apply to enterprises that undertake agricultural activity, as well
as to those in other activities.

New disclosure requirements include disclosing the:

@ basis for making distinctions between consumable and bearer biological
assets or between mature and immature biological assets, when an
enterprise provides a quantified description of each group of biological assets
(paragraph 43);

(i) methods and significant assumptions applied in determining the fair value of
each group of agricultural produce at the point of harvest (paragraph 47);

(i) fair value less estimated point-of-sale costs of agricultural produce harvested
during the period, determined at the point of harvest (paragraph 48);

(iv) increases resulting from business combinations in the reconciliation of the
carrying amount of biological assets (paragraph 50(e)); and

(v) significant decreases expected in the level of government grants related to
agricultural activity covered by the Standard (paragraph 57(c)).

E65 proposed disclosing the:

0] extent to which the carrying amount of biological assets reflects a valuation by
an external independent valuer or, if there has been no valuation by an
external independent valuer, that fact;

(i) activities that are unsustainable with an estimated date of cessation of the
activities;
(i) aggregate carrying amount of an enterprise’s agricultural land and the basis

(cost or revalued amount) on which the carrying amount was determined
under IAS 16; and

(iv) carrying amount of agricultural produce either on the face of the balance
sheet or in the notes.

The Standard does not include the above disclosures.
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Explanation of transition to HKFRSs

Reconciliations
Designation of financial assets or financial liabilities
Use of fair value as deemed cost

Interim financial reports

EFFECTIVE DATE
APPENDICES

A

B
C
D

Defined terms
Business combinations
Comparison with International Financial Reporting Standards

Amendments resulting from other HKFRSs

BASIS FOR CONCLUSIONS
IMPLEMENTATION GUIDANCE

38-46
39-43
43A

44
45-46
47-47F

Hong Kong Financial Reporting Standard 1 First-time Adoption of Hong Kong Financial
Reporting Standards (HKFRS 1) is set out in paragraphs 1-47F and Appendices A-B. All the
paragraphs have equal authority. Paragraphs in bold type state the main principles. Terms
defined in Appendix A are in italics the first time they appear in the Standard. Definitions of
other terms are given in the Glossary for Hong Kong Financial Reporting Standards. HKFRS 1
should be read in the context of its objective and the Basis for Conclusions, the Preface to
Hong Kong Financial Reporting Standards and the Framework for the Preparation and
Presentation of Financial Statements. HKAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors provides a basis for selecting and applying accounting policies in the
absence of explicit guidance.

3 HKFRS 1 (revised May-2006December 2007)
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without preparing a complete set of financial statements as defined in HKAS 1
Presentation of Financial Statements; or

(d) did not present financial statements for previous periods.

This HKFRS applies when an entity first adopts HKFRSs. It does not apply when, for
example, an entity:

(a) stops presenting financial statements under other accounting requirements,
having previously presented them as well as another set of financial
statements that contained an explicit and unreserved statement of compliance
with HKFRSs;

(b) presented financial statements in the previous year under other accounting
requirements and those financial statements contained an explicit and
unreserved statement of compliance with HKFRSs; or

(c) presented financial statements in the previous year that contained an explicit
and unreserved statement of compliance with HKFRSs, even if the auditors
qualified their audit report on those financial statements.

This HKFRS does not apply to changes in accounting policies made by an entity that
already applies HKFRSs. Such changes are the subject of:

(a) requirements on changes in accounting policies in HKAS 8 Accounting
Policies, Changes in Accounting Estimates and Errors; and

(b) specific transitional requirements in other HKFRSs.

RECOGNITION AND MEASUREMENT

Opening HKFRS balance sheet

An entity shall prepare an opening HKFRS balance sheet at the date of transition to
HKFRSs. This is the starting point for its accounting under HKFRSs. An entity need
not present its opening HKFRS balance sheet in its first HKFRS financial statements.

Accounting policies

An entity shall use the same accounting policies in its opening HKFRS balance
sheet and throughout all periods presented in its first HKFRS financial
statements. Those accounting policies shall comply with each HKFRS effective
at the reporting date for its first HKFRS financial statements, except as specified
in paragraphs-13-3413-34B, 36A-36C and 37.

An entity shall not apply different versions of HKFRSs that were effective at earlier
dates. An entity may apply a new HKFRS that is not yet mandatory if it permits early
application.

6 HKFRS 1 (revised-May-2006December 2007)
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Example: Consistent application of latest version of HKFRSs
BACKGROUND

The reporting date for entity A's first HKFRS financial statements is 31 December
2005. Entity A decides to present comparative information in those financial
statements for one year only (see paragraph 36). Therefore, its date of transition to
HKFRSs is the beginning of business on 1 January 2004 (or, equivalently, close of
business on 31 December 2003). Entity A presented financial statements under its
previous GAAP annually to 31 December each year up to, and including, 31
December 2004.

APPLICATION OF REQUIREMENTS

Entity A is required to apply the HKFRSs effective for periods ending on 31 December
2005 in:

(@) preparing its opening HKFRS balance sheet at 1 January 2004; and

(b) preparing and presenting its balance sheet for 31 December 2005 (including
comparative amounts for 2004), income statement, statement of changes in
equity and cash flow statement for the year to 31 December 2005 (including
comparative amounts for 2004) and disclosures (including comparative
information for 2004).

(c) If a new HKFRS is not yet mandatory but permits early application, entity A is
permitted, but not required, to apply that HKFRS in its first HKFRS financial
statements.

The transitional provisions in other HKFRSs apply to changes in accounting policies
made by an entity that already uses HKFRSs; they do not apply to a first-time
adopter's transition to HKFRSs, except as specified in paragraphs 25D, 34A and 34B.

Except as described in paragraphs 43-3413-34B and 36A-36C, an entity shall, in its
opening HKFRS balance sheet:

(@) recognise all assets and liabilities whose recognition is required by HKFRSs;

(b) not recognise items as assets or liabilities if HKFRSs do not permit such
recognition;

(c) reclassify items that it recognised under previous GAAP as one type of asset,

liability or component of equity, but are a different type of asset, liability or
component of equity under HKFRSs; and

(d) apply HKFRSs in measuring all recognised assets and liabilities.

The accounting policies that an entity uses in its opening HKFRS balance sheet may
differ from those that it used for the same date using its previous GAAP. The resulting
adjustments arise from events and transactions before the date of transition to
HKFRSs. Therefore, an entity shall recognise those adjustments directly in retained
earnings (or, if appropriate, another category of equity) at the date of transition to
HKFRSs.

7 HKFRS 1 (revised-May-2006December 2007)
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This HKFRS establishes two categories of exceptions to the principle that an entity's
opening HKFRS balance sheet shall comply with each HKFRS:

() paragraphs 13-25G and 36A-36C grant exemptions from some requirements
of other HKFRSs.

(b) paragraphs 26-34B prohibit retrospective application of some aspects of other
HKFRSs.

Exemptions from other HKFRSs

An entity may elect to use one or more of the following exemptions:
(@) business combinations (paragraph 15);

(b) fair value or revaluation as deemed cost (paragraphs 16-19);

(c) employee benefits (paragraph 28 20 and 20 A);

(d) cumulative translation differences (paragraphs 21 and 22);
(e) compound financial instruments (paragraph 23);
) assets and liabilities of subsidiaries, associates and joint ventures

(paragraphs 24 and 25);
(9) designation of previously recognised financial instruments (paragraph 25A);
(h) share-based payment transactions (paragraphs 25B and 25C);
0] insurance contracts (paragraph 25D);

0) decommissioning liabilities included in the cost of property, plant and
equipment (paragraph 25E);

(K) leases (paragraph 25F); and

() fair value measurement of financial assets or financial liabilities at initial
recognition (paragraph 25G).

An entity shall not apply these exemptions by analogy to other items.

Some exemptions below refer to fair value. HKFRS 3 Business Combinations explains
how to determine the fair values of identifiable assets and liabilities acquired in a
business combination. An entity shall apply those explanations in determining fair
values under this HKFRS, unless another HKFRS contains more specific guidance on
the determination of fair values for the asset or liability in question. Those fair values
shall reflect conditions that existed at the date for which they were determined.

Business combinations

An entity shall apply the requirements in Appendix B to business combinations that the
entity recognised before the date of transition to HKFRSs.

8 HKFRS 1 (revised-May-2006December 2007)
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first-time adopter uses this exemption, it shall:

€)) measure the liability as at the date of transition to HKFRSs in accordance with
HKAS 37;

(b) to the extent that the liability is within the scope of HK(IFRIC)-Int 1, estimate
the amount that would have been included in the cost of the related asset
when the liability first arose, by discounting the liability to that date using its
best estimate of the historical risk-adjusted discount rate(s) that would have
applied for that liability over the intervening period; and

(c) calculate the accumulated depreciation on that amount, as at the date of
transition to HKFRSs, on the basis of the current estimate of the useful life of
the asset, using the depreciation policy adopted by the entity under HKFRSs.

Leases

A first-time adopter may apply the transitional provisions in HK(IFRIC)-Int 4
Determining whether an Arrangement contains a Lease. Therefore, a first-time
adopter may determine whether an arrangement existing at the date of transition to
HKFRSs contains a lease on the basis of facts and circumstances existing at that
date.

Fair value measurement of financial assets or financial liabilities

Notwithstanding the requirements of paragraphs 7 and 9, an entity may apply the
requirements in the last sentence of HKAS 39 paragraph AG76, and paragraph
AGT76A, in either of the following ways:

€) prospectively to transactions entered into after 25 October 2002; or

(b) prospectively to transactions entered into after 1 January 2004.

Exceptions to retrospective application of other HKFRSs

This HKFRS prohibits retrospective application of some aspects of other HKFRSs
relating to:

(a) derecognition of financial assets and financial liabilities (paragraphs 27_and
27A);

(b) hedge accounting (paragraphs 28-30);
(c) estimates (paragraphs 31-34);and

(d) assets classified as held for sale and discontinued operations (paragraphs
34A and 34B).

13 HKFRS 1 (revised-May-2006December 2007)



27

FIRST-TIME ADOPTION OF HONG KONG FINANCIAL REPORTING STANDARDS

Derecognition of financial assets and financial liabilities

Except _as permitted by paragraph 27A, a first-time adopter shall apply the

27A

derecognition requirements in HKAS 39 prospectively for transactions occurring on or
after 1 January 2004. In other words, if a first-time adopter derecognised
non-derivative financial assets or non-derivative financial liabilities under its previous
GAAP as a result of a transaction that occurred before 1 January 2004, it shall not
recognise those assets and liabilities under HKFRSs (unless they qualify for
recognition as a result of a later transaction or event).

Notwithstanding paragraph 27, an entity may apply the derecognition requirements in

28

29

30

31

HKAS 39 retrospectively from a date of the entity’'s choosing, provided that the
information needed to apply HKAS 39 to financial assets and financial liabilities
derecognised as a result of past transactions was obtained at the time of initially
accounting for those transactions.

Hedge accounting

As required by tHKAS 39 Financial Instruments: Recognition and Measurement, at the
date of transition to HKFRSs, an entity shall:

(a) measure all derivatives at fair value; and

(b) eliminate all deferred losses and gains arising on derivatives that were
reported under previous GAAP as if they were assets or liabilities.

An entity shall not reflect in its opening HKFRS balance sheet a hedging relationship
of a type that does not qualify for hedge accounting under tHKAS 39 (for example,
many hedging relationships where the hedging instrument is a cash instrument or
written option; where the hedged item is a net position; or where the hedge covers
interest risk in a held-to-maturity investment). However, if an entity designated a net
position as a hedged item under previous GAAP, it may designate an individual item
within that net position as a hedged item under HKFRSs, provided that it does so no
later than the date of transition to HKFRSs.

[fa¥a' a A 0 a ntha
relationships-that-existed-at-the-date-of transition-to- HKFRSs. _If, before the date of
transition to HKFRSs, an entity had designated a transaction as a hedge but the
hedge does not meet the conditions for hedge accounting in HKAS 39 the entity shall
apply paragraphs 91 and 101 of HKAS 39 to discontinue hedge accounting.
Transactions entered into before the date of transition to HKFRSs shall not be
retrospectively designated as hedges.

AN antit, ha 3 /_the ansitiona

Estimates

An entity's estimates under HKFRSs at the date of transition to HKFRSs shall be
consistent with estimates made for the same date under previous GAAP (after
adjustments to reflect any difference in accounting policies), unless there is
objective evidence that those estimates were in error.

14 HKFRS 1 (revised May 2006)
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An entity may receive information after the date of transition to HKFRSs about
estimates that it had made under previous GAAP. Under paragraph 31, an entity shall
treat the receipt of that information in the same way as non-adjusting events after the
balance sheet date under HKAS 10 Events after the Balance Sheet Date. For example,
assume that an entity's date of transition to HKFRSs is 1 January 2004 and new
information on 15 July 2004 requires the revision of an estimate made under previous
GAAP at 31 December 2003. The entity shall not reflect that new information in its
opening HKFRS balance sheet (unless the estimates need adjustment for any
differences in accounting policies or there is objective evidence that the estimates
were in error). Instead, the entity shall reflect that new information in its income
statement (or, if appropriate, other changes in equity) for the year ended 31 December
2004.

An entity may need to make estimates under HKFRSs at the date of transition to
HKFRSs that were not required at that date under previous GAAP. To achieve
consistency with HKAS 10, those estimates under HKFRSs shall reflect conditions
that existed at the date of transition to HKFRSs. In particular, estimates at the date of
transition to HKFRSs of market prices, interest rates or foreign exchange rates shall
reflect market conditions at that date.

Paragraphs 31-33 apply to the opening HKFRS balance sheet. They also apply to a
comparative period presented in an entity's first HKFRS financial statements, in which
case the references to the date of transition to HKFRSs are replaced by references to
the end of that comparative period.

Assets classified as held for sale and discontinued operations

HKFRS 5 requires that it shall be applied prospectively to non-current assets (or
disposal groups) that meet the criteria to be classified as held for sale and operations
that meet the criteria to be classified as discontinued after the effective date of the
HKFRS. HKFRS 5 permits an entity to apply the requirements of the HKFRS to all
non-current assets (or disposal groups) that meet the criteria to be classified as held
for sale and operations that meet the criteria to be classified as discontinued after any
date before the effective date of the HKFRS, provided the valuations and other
information needed to apply the HKFRS were obtained at the time those criteria were
originally met.

An entity with a date of transition to HKFRSs before 1 January 2005 shall apply the

transitional provisions of HKFRS 5. An entity with a date of transition to HKFRSs on or
after 1 January 2005 shall apply HKFRS 5 retrospectively.

PRESENTATION AND DISCLOSURE

Except as described in paragraphs 36A-37, Fthis HKFRS does not provide
exemptions from the presentation and disclosure requirements in other HKFRSs.

Comparative information

To comply with HKAS 1 Presentation of Financial Statements, an entity's first HKFRS
financial statements shall include at least one year of comparative information under
HKFRSs.

Exemption from the requirement to restate comparative information for HKAS
39 and HKFRS 4

In its first HKFRS financial statements, an entity that adopts HKFRSs before 1
January 2006 shall present at least one year of comparative information, but this
comparative information need not comply with HKAS 32, HKAS 39 or HKFRS 4. An
entity that chooses to present comparative information that does not comply with

15 HKFRS 1 (revised-May-2006December 2007)



36B

36C

37

FIRST-TIME ADOPTION OF HONG KONG FINANCIAL REPORTING STANDARDS

HKAS 32, HKAS 39 or HKFRS 4 in its first year of transition shall:

€) apply the recognition and measurement requirements of its previous GAAP in
the comparative information for financial instruments within the scope of
HKAS 32 and HKAS 39 and for insurance contracts within the scope of

HKFRS 4;

(b) disclose this fact together with the basis used to prepare this information;
and

(c) disclose the nature of the main adjustments that would make the information

comply with HKAS 32, HKAS 39 and HKFRS 4. The entity need not quantify
those adjustments. However, the entity shall treat any adjustment between
the balance sheet at the comparative period’s reporting date (ie the balance
sheet that includes comparative information under previous GAAP) and the
balance sheet at the start of the first HKFRS reporting period (ie the first
period that includes information that complies with HKAS 32, HKAS 39 and
HKFRS 4) as arising from a change in accounting policy and give the
disclosures required by paragraph 28(a)-(e) and (f)(i) of HKAS 8 Accounting
Policies, Changes in Accounting Estimates and Errors. Paragraph 28(f)(i)
applies only to amounts presented in the balance sheet at the comparative
period’s reporting date.

In the case of an entity that chooses to present comparative information that does not
comply with HKAS 32, HKAS 39 and HKFRS 4, references to the ‘date of transition to
HKFRSs’ shall mean, in the case of those Standards only, the beginning of the first
HKFRS reporting period. Such entities are required to comply with paragraph 15(c)
of HKAS 1 to provide additional disclosures when compliance with the specific
requirements in HKFRSs is insufficient to enable users to understand the impact of
particular transactions, other events and conditions on the entity’s financial position
and financial performance.

Exemption from the requirement to present comparative information for HKFRS6

An entity that adopts HKFRSs before 1 January 2006 and chooses to adopt HKFRS 6
Exploration for and Evaluation of Mineral Resources before 1 January 2006 need not
apply the requirements of HKFRS 6 to comparative information presented in its first
HKFRS financial statements.

Exemption from the requirement to provide comparative disclosures for
HKFRS 7

An entity that adopts HKFRSs before 1 January 2006 and chooses to adopt HKFRS 7
Financial Instruments: Disclosures in its first HKFRS financial statements need not
present the comparative disclosures required by HKFRS 7 in those financial
statements.

Non-HKFRS comparative information and hHistorical summaries

Some entities present historical summaries of selected data for periods before the first
period for which they present full comparative information under HKFRSs. This
HKFRS does not require such summaries to comply with the recognition and
measurement requirements of HKFRSs. Furthermore, some entities present
comparative information under previous GAAP as well as the comparative information
required by HKAS 1. In any financial statements containing historical summaries or
comparative information under previous GAAP, an entity shall:

€) label the previous GAAP information prominently as not being prepared under
HKFRSs; and
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APPENDIX C

Comparison with International Financial Reporting Standards

This comparison appendix, which was prepared as at May 2006 and deals only with significant
differences in the standards extant, is produced for information only and does not form part of
the standards in HKFRS 1.

The International Financial Reporting Standard comparable with HKFRS 1 is IFRS 1 First-time
Adoption of International Financial Reporting Standards.

The following sets out the major textual differences between HKFRS 1 and IFRS 1 and the
reasons for such differences.

Differences Reasons for the differences

1. IFRS 1 Paras 3(a) and 4
HKFRS 1 Paras 3(a) and 4

IFRS 1 contains references to IFRS 1 is an international statement
"national" requirements whereas | whereas HKFRS 1 is a national statement.
HKFRS 1 uses references to "other
accounting" requirements.
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Appendix D

Amendments resulting from other HKFRSs

The following sets out amendments required for this Standard resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will
be incorporated into the text of this Standard and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HK(IFRIC)- Int 12 Service Concession Arrangements (issued in March
2007) - effective for annual periods beginning on or after 1 January 2008

Paragraph 9 is amended as follows:

9 The transitional provisions in other HKFRSs apply to changes in accounting
policies made by an entity that already uses HKFRSs; they do not apply to a
first-time adopter’s transition to HKFRSs, except as specified in paragraphs
25D, 25H, 34A and 34B.

In paragraph 12(a), the reference to paragraphs 13-25G is changed to 13-25H.

In paragraph 13, subparagraphs (k) and (I) are amended, and subparagraph (m) is inserted, as
follows:

(k) leases (paragraph 25F); and—

0] fair value measurement of financial assets or financial liabilities at initial
recognition (paragraph 25G).; and

(m) a_financial asset or an intangible asset accounted for in accordance with
HK(IFRIC)-Int 12 Service Concession Arrangements (paragraph 25H).

After paragraph 25G, a new heading and paragraph 25H are inserted as follows:
Service concession arrangements

25H A first-time adopter may apply the transitional provisions in HK(IFRIC)-Int 12
Service Concession Arrangements.

HKAS 23 Borrowing Costs (issued in June 2007) - effective for annual
periods beginning on or after 1 January 2009

In the rubric, the first sentence is amended as follows:

Hong Kong Financial Reporting Standard 1 First-time Adoption of Hong Kong
Financial Reporting Standards (HKFRS 1) is set out in paragraphs 1+—47F-1-47G:--

Paragraphs 9, 12 and 13 are amended, after paragraph 25H a heading and paragraph 25I are
inserted, and paragraph 47G is added as follows:

9 The transitional provisions in other HKFRSs apply to changes in accounting
policies made by an entity that already uses HKFRSs; they do not apply to a
first-time adopter’s transition to HKFRSs, except as specified in paragraphs
25D, 25H, 251, 34A and 34B.
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This HKFRS establishes two categories of exceptions to the principle that an
entity’s opening HKFRS balance sheet shall comply with each HKFRS:

(a) paragraphs 13-25H] and 36A-36C grant exemptions from some
requirements of other HKFRSs.

(b) paragraphs 26-34B prohibit retrospective application of some aspects
of other HKFRSs.

An entity may elect to use one or more of the following exemptions:
(a)

0] fair value measurement of financial assets or financial liabilities at
initial recognition (paragraph 25G); and—

(m) a financial asset or an intangible asset accounted for in accordance
with HK(IFRIC)-Int 12 Service Concession Arrangements (paragraph
25H); and

(n) borrowing costs (paragraph 25I).

An entity shall not apply these exemptions by analogy to other items.

Borrowing costs

A first-time adopter may apply the transitional provisions set out in paragraphs
27 and 28 of HKAS 23 Borrowing Costs, as revised in 2007. In those
paragraphs references to the effective date shall be interpreted as 1 January
2009 or the date of transition to HKFRSs, whichever is later.

An entity shall apply the amendments in paragraphs 13(n) and 25I for annual
periods beginning on or after 1 January 2009. If an entity applies HKAS 23 for
an earlier period, these amendments shall be applied for that earlier period.

HKAS 1 Presentation of Financial Statements (issued in December 2007)
- effective for annual periods beginning on or after 1 January 2009

In the rubric, the first sentence is amended as follows:

Hong Kong Financial Reporting Standard 1 First-time Adoption of Hong Kong
Financial Reporting Standards (HKFRS 1) is set out in paragraphs +—47G 1-47H and
Appendices A—C. All the paragraphs ...

In paragraph IN3, ‘at the reporting date for its first HKFRS financial statements’ is amended to
‘at the end of its first HKFRS reporting period'.

Paragraphs 6 and 7 are amended as follows:

6

An entity shall prepare and present an opening HKFRS balance—sheet
statement of financial position at the date of transition to HKFRSs. This is the

starting point for its accounting under HKFRSs. An-entity-need-notpresentits

An entity ... Those accounting policies shall comply with each HKFRS
effective at the reporting—date—for end of its first HKFRS firancial
statements reporting period, except as specified in paragraphs 13-34B;
36A—36C and 37.

26A HKFRS 1 (revised December 2007)



FIRST-TIME ADOPTION OF HONG KONG FINANCIAL REPORTING STANDARDS

The Example after paragraph 8 is amended as described below.

References to the years ‘2003’ to ‘2005’ are amended to ‘20X3’ to ‘20X5’ respectively.

The paragraphs Background and Application of requirements are amended as follows:

Background

The reperting-date—for end of entity A’'s first HKFRS financial-statements reporting
period is 31 December 20X5 2005. Entity A decides to present comparative
information in those financial statements for one year only (see paragraph 36) ...

Application of requirements

Entity A ... in:

@)

preparing and presenting its opening HKFRS balance-sheet statement of
financial position at 1 January 20X4 2004; and ...

Paragraphs 10, 12(a) and 21 are amended as follows:

10

12

21

Except as described in paragraphs 13—34B and-36A—36C, an entity shall, in
its opening HKFRS balance-sheet statement of financial position: ...

This HKFRS establishes two categories of exceptions to the principle that an
entity’s opening HKFRS balanece-sheet statement of financial position shall
comply with each HKFRS:

(a) paragraphs 13-251 and-—36A—36C grant exemptions from some
requirements of other HKFRSs.

HKAS 21 The Effects of Changes in Foreign Exchange Rates requires an
entity:

(a) to elassify recognise some translation differences in_other
comprehensive income and accumulate these as in a separate
component of equity; and

(b) on disposal of a foreign operation, to transfer reclassify the
cumulative translation difference for that foreign operation (including,
if applicable, gains and losses on related hedges) from equity to the
income-statement profit or loss as part of the gain or loss on disposal.

In paragraph 32, references to the years ‘2003’ and ‘2004’ are amended to ‘20X4’ and ‘20X5’

respectively.

Paragraphs 32, 35 and 36 are amended as follows:

32

35

An entity ... Instead, the entity shall reflect that new information in its-irceme
statement QI‘OfIt or loss (or, if appropriate, other comprehensive income oether
chanhges-in-equity) for the year ended 31 December 20X4 2004.

Except as described in paragraphs 36A—37, this HKFRS does not provide
exemptions from the presentation and disclosure requirements in other
HKFRSs.
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To comply with HKAS 1, an entity’s first HKFRS financial statements shall
include at least ene—year—of-comparative—information-underHKFRSs. three
statements of financial position, two statements of comprehensive income,
two separate income statements (if presented), two statements of cash flows
and two statements of changes in equity and related notes, including
comparative information.

Paragraphs 36A—36C and the headings above them are deleted.

Paragraphs 39 and 45(a) are amended as follows:

39

45

To comply with paragraph 38, an entity’s first HKFRS financial statements
shall include: ...

(a) (i) the end ... under previous GAAP;.

(b) a reconciliation to its total comprehensive income under HKFRSs of

theprofitorlossreperted-underprevious-GAAR for the latest period in
the entity’s most recent annual financial statements to-its-profitorloss

underHKFRSs forthe—sameperiod:. The starting point for that
reconciliation shall be total comprehensive income under previous
GAAP for the same period or, if an entity did not report such a total,
profit or loss under previous GAAP. and

(©)
To comply with ...

(a) Each such interim financial report shall, if the entity presented an
interim financial report for the comparable interim period of the
immediately preceding financial year, include-recenciliationsof:

0] a reconciliation of its equity under previous GAAP at the end of
that comparable interim period to its equity under HKFRSs at
that date; and

(i)  areconciliation to its prefit-erless total comprehensive income
under HKFRSs previous—GAAPR for that comparable interim
period (current and year-to-date). The starting point for that
reconciliation shall be total comprehensive income under
previous GAAP for that period or, if an entity did not report such
a total, profit or loss under previous GAAP.-te-itsprofitorloss
underHKFRSs forthat period:

Paragraph 47C is deleted.

Paragraph 47H is added as follows:

47H

HKAS 1 (as revised in 2007) amended the terminology used throughout
HKFRSs. In addition it amended paragraphs 6, 7, 8 (Example), 10, 12(a), 21,
32, 35, 36, 39(b) and 45(a), Appendix A and paragraph B2(i) in Appendix B,
and deleted paragraphs 36A-36C and 47C. An entity shall apply those
amendments for annual periods beginning on or after 1 January 2009. If an
entity applies HKAS 1 (revised 2007) for an earlier period, the amendments
shall be applied for that earlier period.
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In Appendix A, the defined terms are amended as follows:

first HKFRS reporting The latest reporting period ending—en—the—reporting
period date—of covered by an entity’s first HKFRS financial

statements.

opening HKFRS balance An entity’s balance-sheet statement of financial position

sheet statement of

financial position

repotrting-date

{published-erunpublished) at the date of transition to
HKFRSs.

ARECHEE S Ia_test_perueel © elue|ee| .by HideiSi

In Appendix B, paragraph B2(i) is amended as follows:

B2 If a first-time adopter ...

0] If the first-time adopter recognised goodwill under previous GAAP as
a deduction from equity:

@

it shall not recognise that goodwill in its opening HKFRS
balance-sheet statement of financial position. Furthermore, it
shall not transfer reclassify that goodwill to the—income
statement profit or loss if it disposes of the subsidiary or if the
investment in the subsidiary becomes impaired.
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substantive changes. However, in the light of responses to ED 1, the Board decided in
finalising IFRS 1 that the redrafting would not make it easier for first-time adopters and
others to understand and apply the transition provisions and Q&As. However, the
project to improve IAS 32 and IAS 39 resulted in certain amendments to the transition
requirements. In addition, this project incorporated selected other Q&As (i.e. not on
transition) into IAS 39. The Board therefore took this opportunity to consolidate all the
guidance for first-time adopters in one place, by incorporating the Q&As on transition
into IFRS 1.

BC78 Some respondents to ED 1 asked the Board to clarify what would happen if hedge
accounting under previous GAAP involved hedging relationships of a type that does
not qualify for hedge accounting under IAS 39. The problem can be seen most clearly
for a hedge of a net position (macro hedge). If a first-time adopter were to use hedge
accounting in its opening IFRS balance sheet for a hedge of a net position, this would
involve either:

€) recognising deferred debits and credits that are not assets and liabilities (for a
fair value hedge); or

(b) deferring gains or losses in equity when there is, at best, a weak link to an
underlying item that defines when they should be transferred to the income
statement (for a cash flow hedge).

BC79 As either of these treatments would diminish the relevance and reliability of an entity's
first IFRS financial statements, the Board decided that an entity should not apply
hedge accounting in its opening IFRS balance sheet to a hedge of a net position that
does not qualify as a hedged item under IAS 39. However, the Board concluded that it
would be reasonable (and consistent with IAS 39, paragraph 133) to permit a
first-time adopter to designate an individual item as a hedged item within the net
position, provided that it does so no later than the date of transition to IFRSs, to
prevent selective designation. For similar reasons, the Board prohibited hedge
accounting in the opening IFRS balance sheet for any hedging relationship of a type
that does not qualify for hedge accounting under IAS 39 (see paragraph 29 of the
IFRS).

BC80 Some respondents to ED 1 suggested that an entity adopting IFRSs for the first time in
2005 could not meet IAS 39's documentation and effectiveness criteria by the date of
transition to IFRSs (1 January 2004 for many entities). Some requested an exemption
from these criteria until the beginning of the latest period covered by the first IFRS
financial statements (1 January 2005 for many entities). However, for the following
reasons, the Board did not create an exemption in this area:

(@) The Board's primary objective is comparability within a first-time adopter's first
IFRS financial statements and between different first-time adopters switching
to IFRSs at the same time (paragraph BC10).

(b) The continuation of previous GAAP hedge accounting practices could permit
the non-recognition of derivatives or the recognition of deferred debits and
credits that are not assets and liabilities.

(c) The Board's benchmark for cost-benefit assessments was an entity that has
planned the transition to IFRSs and is able to collect the necessary
information at, or very soon after, the date of transition to IFRSs (paragraph
BC27). Entities should not be ‘rewarded' by concessions if they failed to plan
for transition, nor should that failure be allowed to undermine the integrity of
their opening IFRS balance sheet. Entities switching to IFRSs in 2005 need to
have their hedge accounting systems in place by the beginning of 2004. In the
Board's view, that is a challenging but achievable timetable. Entities preparing
to switch to IFRSs in 2004 should have been aware of the implications of IAS
39 already and the Exposure Draft of improvements to IAS 39, published in
June 2002, proposed very few changes in this area, so delayed transition is

“In IAS 39, as revised in 2003, paragraph 133 has replaced by paragraphs 84 and AG101.
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Appendix

Amendments resulting from other Basis for Conclusions

The following sets out amendments required for this Basis for Conclusions resulting from other
newly issued HKFRSs that are not yet effective. Once effective, the amendments set out below
will be incorporated into the text of this Basis for Conclusions and this appendix will be deleted.
In the amended paragraphs shown below, new text is underlined and deleted text is struck
through.

HKFRS 8 Operating Segments (issued in March 2007) — effective for
annual periods beginning on or after 1 January 2009

Paragraph BC4 is footnoted as follows:

In 2006 IAS 14 was replaced by IFRS 8 Operating Segments (as revised in 2007).

HKAS 23 Borrowing Costs (issued in June 2007) — effective for annual
periods beginning on or after 1 January 2009

Paragraph BC63D a heading and paragraph BC63E are added as follows:
Borrowing costs

BC63E IAS 23 Borrowing Costs (as revised in 2007) contains transitional provisions
because the Board acknowledged that if an entity has been following the
accounting policy of immediately recognising borrowing costs as an expense
and has not previously gathered the necessary information for capitalisation of
borrowing costs, getting the information retrospectively may be costly.
First-time adopters of IFRSs face problems similar to those facing entities that
already apply IFRSs. Moreover, although first-time adopters have the option
of using fair value as the deemed cost of an asset at the date of transition to
IFRSS, this option is not applicable to all qualifying assets, such as inventories.
Furthermore, the Board concluded that the existence of the deemed cost
option is not sufficient to justify a more stringent requirement for the
application of IAS 23 for first-time adopters than for entities that already apply
IFRSs. A more stringent requirement for the adoption of the capitalisation
treatment could be justified when IFRS 1 was originally issued because
capitalisation was then an option. The requirements for the application of
mandatory capitalisation, on the other hand, should be the same for entities
that already apply IFRSs and for first-time adopters. Therefore, the Board
decided to amend IFRS 1, allowing first-time adopters transitional provisions
equivalent to those available to entities that already apply IFRSs in
paragraphs 27 and 28 of IAS 23, as revised in 2007.

HKAS 1 Presentation of Financial Statements (issued in December
2007) — effective for annual periods beginning on or after 1 January 2009

The rubric preceding the Basis for Conclusions is amended as follows:
This Basis for Conclusions accompanies, but is not part of, IFRS 1.

In this Basis for Conclusions the terminology has not been amended to reflect the
changes made by IAS 1 Presentation of Financial Statements (as revised in 2007).
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Paragraphs BC84 and BC89A are footnoted as follows:

BC84

An entity ... Some of those events might qualify as adjusting events under IAS
10 Events after the Balance Sheet Date.* However, if the entity made those
estimates on a basis consistent with IFRSs

* In September 2007 the IASB amended the title of IAS 10 from Events after
the Balance Sheet Date to Events after the Reporting Period as a
conseguence of the revision of IAS 1 Presentation of Financial Statements
in 2007.

BC89A Nevertheless .... The disclosures in paragraph 36A* inform users of the lack

of comparability.

* As a consequence of the revision of IAS 1 Presentation of Financial
Statements in 2007, paragraph 36A has been deleted.

Paragraph BC92 is amended and paragraphs BC92A-BC92C are added as follows:

BC92

Paragraph 39(a) and (b) of the IFRS requires reconciliations of equity and
profit-or-loss total comprehensive income. The Board concluded that users
would also find it helpful to have information about the other adjustments that
affect the opening IFRS balance sheet but do not appear in these
reconciliations. Because a reconciliation could be voluminous, the IFRS
requires disclosure of narrative information about these adjustments, as well
as about adjustments to the cash flow statement (paragraph 40 of the IFRS).

BC92A The Board decided to require a first-time adopter to include in its first IFRS

BC92B

financial statements a reconciliation of total comprehensive income (or, if an
entity did not report such a total, profit or loss) in accordance with previous
GAAP to total comprehensive income in accordance with IFRSs for the latest
period reported in accordance with previous GAAP.

The Board observed that the amendments to IAS 1 in 2007 regarding the
presentation of income and expense might result in users having to change
their analytical models to include both income and expense that are
recognised in profit or loss and those recognised outside profit or loss.
Accordingly, the Board concluded that it would be helpful to those users to
provide information on the effect and implication of the transition to IFRSs on
all items of income and expense, not only those recognised in profit or loss.

BC92C The Board acknowledged that GAAP in other jurisdictions might not have a

notion of total comprehensive income. Accordingly, it decided that an entity
should reconcile to total comprehensive income in accordance with IFRSs
from the previous GAAP equivalent of total comprehensive income. The
previous GAAP equivalent might be profit or loss.
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HKFRS 2 Share-based Payment IG64-1G65
HK(IFRIC) INTERPRETATIONS

HK(IFRIC)-Int 1 Changes in Existing Decommissioning, Restoration 1G201-1G203
and Similar Liabilities

HK(IFRIC)—Int 4 Determining whether an Arrangement contains a 1G204-1G205
Lease

APPENDIX

Amendments resulting from other Implementation Guidance
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HKAS 19 Employee Benefits

At the date of transition to HKFRSs, an entity applies HKAS 19 in measuring net
employee benefit assets or liabilities under defined benefit plans, but it may elect to
recognise all cumulative actuarial gains or losses from the inception of the plan until
the date of transition to HKFRSs even if its accounting policy under HKAS 19 will
involve leaving some later actuarial gains and losses unrecognised (paragraph 20 of
the HKFRS). The transitional provisions in HKAS 19 do not apply to an entity's
opening HKFRS balance sheet (paragraph 9 of the HKFRS).

An entity's actuarial assumptions at the date of transition to HKFRSs are consistent
with actuarial assumptions made for the same date under previous GAAP (after
adjustments to reflect any difference in accounting policies), unless there is objective
evidence that those assumptions were in error (paragraph 31 of the HKFRS). The
impact of any later revisions to those assumptions is an actuarial gain or loss of the
period in which the entity makes the revisions.

An entity may need to make actuarial assumptions at the date of transition to HKFRSs
that were not necessary under its previous GAAP. Such actuarial assumptions do not
reflect conditions that arose after the date of transition to HKFRSs. In particular,
discount rates and the fair value of plan assets at the date of transition to HKFRSs
reflect market conditions at that date. Similarly, the entity's actuarial assumptions at
the date of transition to HKFRSs about future employee turnover rates do not reflect a
significant increase in estimated employee turnover rates as a result of a curtailment
of the pension plan that occurred after the date of transition to HKFRSs (paragraph
3233 of the HKFRS).

In many cases, an entity's first HKFRS financial statements will reflect measurements
of employee benefit obligations at three dates: the reporting date, the date of the
comparative balance sheet and the date of transition to HKFRSs. HKAS 19
encourages an entity to involve a qualified actuary in the measurement of all material
post-employment benefit obligations. To minimise costs, an entity may request a
qualified actuary to carry out a detailed actuarial valuation at one or two of these dates
and roll the valuation(s) forward or back to the other date(s). Any such roll forward or
roll back reflects any material transactions and other material events (including
changes in market prices and interest rates) between those dates (HKAS 19,
paragraph 57).

HKAS 21 The Effects of Changes in Foreign Exchange Rates

An entity may, under previous GAAP, have treated goodwill arising on the acquisition
of a foreign operation and any fair value adjustments to the carrying amounts of assets
and liabilities arising on the acquisition of that foreign operation as assets and
liabilities of the entity rather than as assets and liabilities of the foreign operation. If so,
the entity is permitted to apply prospectively the requirements of paragraph 47 of
HKAS 21 to all acquisitions occurring after the date of transition to HKFRSs.

HKFRS 3 Business Combinations

The following examples illustrate the effect of Appendix B of the HKFRS, assuming
that a first-time adopter uses the exemption.
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that is a financial guarantee contract or a designated and effective hedging
instrument). The result is that an entity measures_at fair value all derivative
financial assets and derivative financial liabilities that are not financial
guarantee contracts-atfairvalue.

(d) to comply with HKAS 39, paragraph 50, an entity classifies a non-derivative
financial asset or non-derivative financial liability in its opening HKFRS
balance sheet as at fair value through profit or loss if, and only if, the asset or
liability was:

0] acquired or incurred principally for the purpose of selling or
repurchasing it in the near term;

(i) at the date of transition to HKFRSs, part of a portfolio of identified
financial instruments that were managed together and for which there
was evidence of a recent actual pattern of short-term profit-taking; or

(iii) designated as at fair value through profit or loss at the date of
transition to HKFRSs, for an entity that presents its first HKFRS
financial statements for an annual period beginning on or after 1
January 2006.

(iv) designated as at fair value through profit or loss at the start of its first
HKFRS reporting period, for an entity that presents its first HKFRS
financial statements for an annual period beginning before 1 January
2006 and applies paragraphs 11A, 48A, AG4B-AG4K, AG33A and
AG33B and the 2005 amendments in paragraphs 9, 12 and 13 of
HKAS 39. If the entity restates comparative information for HKAS 39 it
shall restate the comparative information only if the financial assets or
financial liabilities designated at the start of its first HKFRS reporting
period would have met the criteria for such designation in paragraph
9(b)(i), 9(b)(ii) or 11A of HKAS 39 at the date of transition to HKFRSs
or, if acquired after the date of transition to HKFRSs, would have met
the criteria in paragraph 9(b)(i), 9(b)(ii) or 11A at the date of initial
recognition. For groups of financial assets, financial liabilities or both
that are designated in accordance with paragraph 9(b)(ii) of HKAS 39
at the start of the first HKFRS reporting period, the comparative
financial statements should be restated for all the financial assets and
financial liabilities within the groups at the date of transition to
HKFRSs even if individual financial assets or liabilities within a group
were derecognised during the comparative period.

(e) to comply with HKAS 39, paragraph 9, available-for-sale financial assets are
those non-derivative financial assets that are designated as available for sale
and those non-derivative financial assets that are not in any of the previous
categories.

For those financial assets and financial liabilities measured at amortised cost in the
opening HKFRS balance sheet, an entity determines their cost on the basis of
circumstances existing when the assets and liabilities first satisfied the recognition
criteria in HKAS 39. However, if the entity acquired those financial assets and financial
liabilities in a past business combination, their carrying amount under previous GAAP
immediately following the business combination is their deemed cost under HKFRSs
at that date (paragraph B2(e) of the HKFRS).

An entity's estimates of loan impairments at the date of transition to HKFRSs are
consistent with estimates made for the same date under previous GAAP (after
adjustments to reflect any difference in accounting policies), unless there is objective
evidence that those assumptions were in error (paragraph 31 of the HKFRS). The
entity treats the impact of any later revisions to those estimates as impairment losses
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(or, if the criteria in HKAS 39 are met, reversals of impairment losses) of the period in
which it makes the revisions.

Transition adjustments

An entity shall treat an adjustment to the carrying amount of a financial asset or
financial liability as a transition adjustment to be recognised in the opening balance of
retained earnings at the date of transition to HKFRSs only to the extent that it results
from adopting HKAS 39. Because all derivatives, other than those that are financial
guarantee contracts or are designated and effective hedging instruments, are
classified as held for trading, the differences between the previous carrying amount
(which may have been zero) and the fair value of the derivatives shall be recognised
as an adjustment of the balance of retained earnings at the beginning of the financial
year in which HKAS 39 is initially applied (other than for a derivative that is a financial
guarantee contracts or a designated and effective hedging instrument).

HKAS 8 applies to adjustments resulting from changes in estimates. If an entity is
unable to determine whether a particular portion of the adjustment is a transition
adjustment or a change in estimate, it treats that portion as a change in accounting
estimate under HKAS 8, with appropriate disclosures (HKAS 8, paragraphs 32-40).

An entity may, under its previous GAAP, have measured investments at fair value and
recognised the revaluation gain directly in equity. If an investment is classified as at
fair value through profit or loss, the pre-HKAS 39 revaluation gain that had been
recognised in equity is reclassified into retained earnings on initial application of HKAS
39. If, on initial application of HKAS 39, an investment is classified as available for sale,
then the pre-HKAS 39 revaluation gain is recognised in a separate component of
equity. Subsequently, the entity recognises gains and losses on the available-for-sale
financial asset in that separate component of equity until the investment is impaired,
sold, collected or otherwise disposed of. On subsequent derecognition or impairment
of the available-for-sale financial asset, the entity transfers to profit or loss the
cumulative gain or loss remaining in equity (HKAS 39, paragraph 55(b)).

Hedge accounting

Paragraphs 28-30 of the HKFRS deal with hedge accounting. The designation and
documentation of a hedge relationship must be completed on or before the date of
transition to HKFRSs if the hedge relationship is to qualify for hedge accounting from
that date. Hedge accounting can be applied prospectively only from the date that the
hedge relationship is fully designated and documented.

An entity may, under its previous GAAP, have deferred or not recognised gains and
losses on a fair value hedge of a hedged item that is not measured at fair value. For
such a fair value hedge, an entity adjusts the carrying amount of the hedged item at
the date of transition to HKFRSs. The adjustment is the lower of:

€) that portion of the cumulative change in the fair value of the hedged item that

reflects the designated hedged risk and was not recognised under previous
GAAP; and
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Appendix

Amendments resulting from other Implementation Guidance

The following sets out amendments required for this Guidance resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will
be incorporated into the text of this Guidance and this appendix will be deleted. In the
amended paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 23 Borrowing Costs (issued in June 2007) — effective for annual
periods beginning on or after 1 January 2009

Paragraphs 1G23 and 1G24 are amended as follows. Paragraph 1G25 is deleted.

IG23  On first adopting HKFRSs, an entity adepts—a—peliey—of-begins capitalising
borrowing costs (HKAS 23 as revised in 2007) allewed-alternative-treatment)

paragraph 25l of the HKFRS, an entity:

(a) capitalises borrowing costs relating to gualifying assets for which the
commencement date for capitalisation is on or after 1 January 2009 or
the date of transition to HKFRSs (whichever is later);

(b) may elect to designate any date before 1 January 2009 or the date of
transition to HKFRSs (whichever is later) and to capitalise borrowing
costs relating to all qualifying assets for which the commencement
date for capitalisation is on or after that date.

However, if the entity established a deemed cost for an asset, the entity does
not capitalise borrowing costs incurred before the date of the measurement
that established the deemed cost.

1G24 Under—theallowedalternative—treatment—HKAS 23 requires disclosure of
interest capitalised during the period. Neither HKAS 23 nor the HKFRS
requires disclosure of the cumulative amount capitalised.

IG25 [Deleted] HKAS 23— contains—transitional—provisions—that—encourage

HKAS 1 Presentation of Financial Statements (issued in December
2007) — effective for annual periods beginning on or after 1 January 2009

The Guidance on Implementing HKFRS 1 is amended as described below.
In IG Examples 1-4, 201 and 202, ‘Entity [X]'s [An entity’s] first HKFRS financial statements
have a reporting date of is amended to ‘Entity [X]'s [An entity's] first HKFRS financial

statements are for a period that ends on’.

In IG Examples 1-4, 6-11 and 201, references to the years ‘2001’ to ‘2007’ are amended to
‘20X1’ to ‘20X7’ respectively.
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In the heading above paragraph IG2 and in IG Example 1 (Assumption 2), ‘HKAS 10 Events
after the Balance Sheet Date’ is amended to ‘HKAS 10 Events after the Reporting Period’.

In paragraph IG2(b), ‘balance sheet’ is deleted.

In paragraph 1G21, ‘the reporting date’ is amended to ‘the end of the first HKFRS reporting

In paragraph IG31, ‘post-balance sheet events review’ is amended to ‘review of events after
the reporting period’.

In paragraph 1G36, ‘reporting date for its first HKFRS financial statements’ is amended to ‘end
of its first HKFRS reporting period’.

IG Example 10 is amended as follows:

IG Example 10 Interim financial reporting

Background

Entity R's first HKFRS financial statements have-are for a reperting-date-of period
that ends on 31 December 20X5 2005, and its first interim financial report under
HKAS 34 is for the quarter ended 31 March 20X5 2005. Entity R prepared previous
GAAP annual financial statements for the year ended 31 December 20X4 2004, and
prepared quarterly reports throughout 20X4 2004.

Application of requirements

In each quarterly interim financial report for 20X5 2005, entity R includes
reconciliations of:

(@) its equity under previous GAAP at the end of the comparable quarter of 20X4
2004 to its equity under HKFRSs at that date; and

(b) its total comprehensive income (or, if it did not report such a total, profit or loss)
under previous GAAP for the comparable quarter of 20X4 2004 (current and
year-to-date) to its total comprehensive income prefitortoss under HKERSSs.

In addition to the reconciliations required by (a) and (b) and the disclosures required
by HKAS 34, entity R’s interim financial report for the first quarter of 20X5 20665
includes reconciliations of (or a cross reference to another published document that
includes these reconciliations):

(@) its equity under previous GAAP at 1 January 20X4 2004 and 31 December
20X4 2004 to its equity under HKFRSs at those dates; and

(b) its total comprehensive income (or, if it did not report such a total, profit or loss)
for 20X4 2604 under previous GAAP to its prefiterless total comprehensive
income for 20X4 2004 under HKFRSs. ...
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In paragraph 1G43, ‘the income statement’ is amended to ‘profit or loss’.

Paragraphs 1G52, 1G59 and IG60B are amended as follows:

1G52

IG59

IG60B

An entity recognises and measures all financial assets and financial liabilities
in its opening HKFRS balance—sheet statement of financial position in
accordance with HKAS 39, except as specified in paragraphs 27 - 30 of the
HKFRS wh|ch address derecognltlon and hedge accountmg—and—pa#agmph

An entity may, under its previous GAAP, have measured investments at fair
value and recognised the revaluation gain directhrin-equity outside profit or
loss. If an investment is classified as at fair value through profit or loss, the
pre-HKAS 39 revaluation gain that had been recognised in—egquity outside
profit or loss is reclassified into retained earnings on initial application of
HKAS 39. If, on initial application of HKAS 39, an investment is classified as
available for sale, then the pre-HKAS 39 revaluation gain is recognised in a
separate component of equity. Subsequently, the entity recognises gains and
losses on the available-for-sale financial asset in other comprehensive income
and accumulates the cumulative gains and losses in that separate component
of equity until the investment is impaired, sold, collected or otherwise
disposed of. On subsequent derecognition or impairment of the
available-for-sale financial asset, the entity transfers reclassifies to profit or
loss the cumulative gain or loss remaining in equity (HKAS 39, paragraph
55(b)).

An entity ... Any net cumulative gain or loss that has been reclassified to
equity on initial application of HKAS 39 remains in equity until (a) the forecast
transaction subsequently results in the recognition of a non-financial asset or
non-financial liability, (b) the forecast transaction affects profit or loss or (c)
subsequently circumstances change and the forecast transaction is no longer
expected to occur, in which case any related net cumulative gain or loss that

had—been—reeeg%ed—mpeeﬂwn—eqw{y—s—reee@med—m is_reclassified from
equity to profit or loss. If .

Paragraph IG63 and IG Example 11 are amended as follows:

IG63

Paragraphs 39(a) and (b), 40 and 41 of the HKFRS require a first-time adopter
to disclose reconciliations that give sufficient detail to enable users to
understand the material adjustments to the balance-sheet-income statement
of financial position, statement of comprehensive income and, if applicable,
cash-flew-statement of cash flows. Paragraph 39(a) and (b) requires specific
reconciliations of equity and prefit-erless total comprehensive income. 1G
Example 11 shows one way of satisfying these requirements.
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IG Example 11 Reconciliation of equity and prefit-ertess total comprehensive

income

Reconciliation of prefiterloss total comprehensive income for 200420X4

Note Previous Effect of HKFRSs

GAAP transition
to HKFRSs
Revenue 20,910 0 20,910

12,3 Cost of sales (15,283) (97) (15,380)
Gross profit 5,627 97) 5,530

1 Distribution costs (1,907) (30) (1,937)

1.4 Administrative expenses (2,842) (300) (3,142)
Finance income 1,446 0 1,446
Finance costs (1,902) 0 (1,902)
Profit before tax 422 (427) (5)

5 Tax expense (158) 128 (30)
Profit (loss) for the year 264 (299) (35)

6 Available-for-sale
financial assets 0 150 150

Z Cash flow hedges 0 (40) (40)

8 Tax relating to other
comprehensive income 0 (29) (29)
Other
comprehensive income 0 81 81
Total
comprehensive income 264 218 46

Notes to the reconciliation of prefit-erless total comprehensive income for 2004

20X4:

6 Available-for-sale financial assets carried at fair value under HKFRSs
increased in value by 180 during 20X4. They were carried at cost under
previous GAAP. The entity sold available-for-sale financial assets during the
year, recognising a gain of 40 in profit or loss. Of that realised gain 30_had
been included in the revaluation reserve as at 1 January 20X4 and is
reclassified from revaluation reserve to profit or loss (as a reclassification
adjustment).

Z The fair value of forward foreign exchange contracts that are effective hedges
of forecast transactions decreased by 40 during 20X4.

8 Adjustments 6 and 7 above lead to an increase of 29 in deferred tax expense.

In IG Example 202, references to ‘1995’ are amended to ‘20X5’ and references to the years
‘2000’ to ‘2007’ are amended to ‘20Y0’ to ‘20Y7’ respectively.
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Appendix C

Amendmentsto other HKFRSs

The amendments in this appendix shall be applied for accounting periods beginning on or
after 1 January 2005. If an entity applies this HKFRSfor an earlier period, these amendments
shall be applied for that earlier period.

* k %

The amendments contained in this appendix when this Sandard was issued have been
incorporated into the relevant Sandards.
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(E62 000 0 A0\ = 2926 200
(YOI, 000 UHU = ZZ 9,299

Sumrary
eome staterment Bdlanece sheet
Employee Current Deferred Total tax Equity Deferred tax
serviees tax tax expense asset
expense expense expense (heemey
{ireome) | (income)
Year1 188,000 e 333333 | (333:333) 6 33333
Year 2 185,000 <) (62:667 (62:667) e 96,000
Y-ear3 196,000 e (112,000} | (312606) e 208;000
Year-4 4] e (7200} (}+200)  (46;806) 272600
Y-ear5 8 225:226} 225,260 e 46,800 e
(94:860}
Fotals 563,000 | (225220} 0 | (225:2000)  (94:800) e
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Appendix

Amendmentsresulting from other | mplementation Guidance

The following sets out amendments required for this Guidance resulting from other newly
issued HKFRSs that are not yet effective. Once effective, the amendments set out below will be
incorporated into the text of this Guidance and this appendix will be deleted. In the amended
paragraphs shown below, new text is underlined and deleted text is struck through.

HKAS 1 Presentation of Financial Satements (issued in December
2007) —effective for annual periods beginning on or after 1 January
2009

In the last paragraph of |G Example 11, ‘of userstaken’ is amended to ‘that users make'.
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new entity to control the combining entities or net assets transferred, or the
restructuring of one or more of the combining entities.

A business combination may result in a parent-subsidiary relationship in which the
acquirer is the parent and the acquiree a subsidiary of the acquirer. In such
circumstances, the acquirer applies this HKFRS in its consolidated financial
statements. It includes its interest in the acquiree in any separate financial statements
it issues as an investment in a subsidiary (see HKAS 27 Consolidated and Separate
Financial Statements).

10

11

A business combination may involve the purchase of the net assets, including any
goodwill, of another entity rather than the purchase of the equity of the other entity.
Such a combination does not result in a parent-subsidiary relationship.

Included within the definition of a business combination, and therefore the scope of
this HKFRS, are business combinations in which one entity obtains control of another
entity but for which the date of obtaining control (ie the acquisition date) does not
coincide with the date or dates of acquiring an ownership interest (ie the date or dates
of exchange). This situation may arise, for example, when an investee enters into
share buy-back arrangements with some of its investors and, as a result, control of the
investee changes.

This HKFRS does not specify the accounting by venturers for interests in joint
ventures (see HKAS 31 Interests in Joint Ventures).

Business combinations involving entities under common
control

A business combination involving entities or businesses under common control is a
business combination in which all of the combining entities or businesses are
ultimately controlled by the same party or parties both before and after the business
combination, and that control is not transitory.

A group of individuals shall be regarded as controlling an entity when, as a result of
contractual arrangements, they collectively have the power to govern its financial and

10
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When a new entity is formed to issue equity instruments to effect a business
combination, one of the combining entities that existed before the combination shall
be identified as the acquirer on the basis of the evidence available.

Similarly, when a business combination involves more than two combining entities,
one of the combining entities that existed before the combination shall be identified
as the acquirer on the basis of the evidence available. Determining the acquirer in
such cases shall include a consideration of, amongst other things, which of the
combining entities initiated the combination and whether the assets or revenues of
one of the combining entities significantly exceed those of the others.

24

25

26

Cost of a business combination

The acquirer shall measure the cost of a business combination as the aggregate
of:

() the fair values, at the date of exchange, of assets given, liabilities
incurred or assumed, and equity instruments issued by the acquirer, in
exchange for control of the acquiree; plus

(b) any costs directly attributable to the business combination.

The acquisition date is the date on which the acquirer effectively obtains control of
the acquiree. When this is achieved through a single exchange transaction, the date of
exchange coincides with the acquisition date. However, a business combination may
involve more than one exchange transaction, for example when it is achieved in
stages by successive share purchases. When this occurs:

@ the cost of the combination is the aggregate cost of the individual transactions;
and

(b) the date of exchange is the date of each exchange transaction (ie the date that
each individual investment is recognised in the financial statements of the
acquirer), whereas the acquisition date is the date on which the acquirer
obtains control of the acquiree.

Assets given and liabilities incurred or assumed by the acquirer in exchange for
control of the acquiree are required by paragraph 24 to be measured at their fair
values at the date of exchange. Therefore, when settlement of all or any part of the
cost of a business combination is deferred, the fair value of that deferred component
shall be determined by discounting the amounts payable to their present value at the
date of exchange, taking into account any premium or discount likely to be incurred
in settlement.

13
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To give effect to the principle in paragraph 74, the entity shall disclose a
reconciliation of the carrying amount of goodwill at the beginning and end of the
period, showing separately:

@) the gross amount and accumulated impairment losses at the beginning of the
period,;

(b) additional goodwill recognised during the period except goodwill included in
a disposal group that, on acquisition, meets the criteria to be classified as held
for sale in accordance with HKFRS 5;

(c) adjustments resulting from the subsequent recognition of deferred tax assets
during the period in accordance with paragraph 65;

(d) goodwill included in a disposal group classified as held for sale in accordance
with HKFRS 5 and goodwill derecognised during the period without having
previously been included in a disposal group classified as held for sale;

(e) impairment losses recognised during the period in accordance with HKAS
36;
)] net exchange differences arising during the period in accordance with HKAS

21 The Effects of Changes in Foreign Exchange Rates;
(9) any other changes in the carrying amount during the period; and
(h) the gross amount and accumulated impairment losses at the end of the period.
The entity discloses information about the recoverable amount and impairment of

goodwill in accordance with HKAS 36 in addition to the information required to be
disclosed by paragraph 75(e).

If in any situation the information required to be disclosed by this HKFRS does not
satisfy the objectives set out in paragraphs 66, 72 and 74, the entity shall disclose
such additional information as is necessary to meet those objectives.

78

TRANSITIONAL PROVISIONS AND EFFECTIVE DATE

Except as provided in paragraphs 85 ard-85A, this HKFRS shall apply to the
accounting for business combinations for which the agreement date is on or after 1
January 2005. An entity shall apply the amendments in paragraphs 6A, 6B, 23A, 77A
and 85A for annual beginning on or after 1 January 2006. This HKFRS shall also
apply to the accounting for:

@ goodwill arising from a business combination for which the agreement date is
on or after 1 January 2005; or

(b) any excess of the acquirer’s interest in the net fair value of the acquiree’s
identifiable assets, liabilities and contingent liabilities over the cost of a
business combination for which the agreement date is on or after 1 January
2005.

24
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Equity accounted investments

83

84

85

For investments accounted for by applying the equity method and acquired on or after
1 January 2005, an entity shall apply this HKFRS in the accounting for:

(@)

(b)

any acquired goodwill included in the carrying amount of that investment.
Therefore, amortisation of that notional goodwill shall not be included in the
determination of the entity’s share of the investee’s profits or losses.

any excess included in the carrying amount of the investment of the entity’s
interest in the net fair value of the investee’s identifiable assets, liabilities and
contingent liabilities over the cost of the investment. Therefore, an entity
shall include that excess as income in the determination of the entity’s share
of the investee’s profits or losses in the period in which the investment is
acquired.

For investments accounted for by applying the equity method and acquired before 1
January 2005:

(@)

(b)

an entity shall apply this HKFRS on a prospective basis, from the beginning
of the first annual period beginning on or after 1 January 2005, to any
acquired goodwill included in the carrying amount of that investment.
Therefore, an entity shall, from that date, discontinue including the
amortisation of that goodwill in the determination of the entity’s share of the
investee’s profits or losses.

an entity shall derecognise any negative goodwill included in the carrying
amount of that investment at the beginning of the first annual period
beginning on or after 1 January 2005, with a corresponding adjustment to the
opening balance of retained earnings.

Limited retrospective application

An entity is permitted to apply the requirements of this HKFRS to goodwill existing
at or acquired after, and to business combinations occurring from, any date before the
effective dates outlined in paragraphs 78-84, provided:

(@)

(b)

the valuations and other information needed to apply the HKFRS to past
business combinations were obtained at the time those combinations were
initially accounted for; and

the entity also applies HKAS 36 and HKAS 38 prospectively from that same
date, and the valuations and other information needed to apply those
Standards from that date were previously obtained by the entity so that there
is no need to determine estimates that would need to have been made at a
prior date.

Limited period of application
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WITHDRAWAL OF OTHER PRONOUNCEMENTS

This HKFRS supersedes SSAP 30 Business Combinations (as issued in 2001).
This HKFRS supersedes the following Interpretations:
@) [Not used]

(b) Interpretation 12 Business Combinations—Subsequent Adjustment of Fair
Values and Goodwill Initially Reported;

(c) Interpretation 15 Business Combinations—*“Date of Exchange™ and Fair
Value of Equity Instruments; and

(d) Interpretation 13 Goodwill — Continuing Requirements for Goodwill and
Negative Goodwill Previously Eliminated Against/Credited to Reserves.
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Appendix C

Amendments to other HKFRSs

The amendments in this appendix shall be applied to the accounting for business
combinations for which the agreement date is on or after 1 January 2005, and to the
accounting for any goodwill and intangible assets acquired in those business combinations.
In all other respects, these amendments shall be applied for annual periods beginning on or
after 1 January 2005.

However, if an entity elects in accordance with paragraph 85 to apply HKFRS 3 from any
date before the effective dates outlined in paragraphs 78-84, it shall also apply these
amendments prospectively from that same date.

* % %

The amendments contained in this appendix when this Standard was issued have been
incorporated into the relevant Standards.
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Appendix D

Comparison with International Financial Reporting Standards

This comparison appendix, which was prepared as at Juy-2004 24-Nevember2005-December
2007 and deals only with significant differences in the standards extant, is produced for
information only and does not form part of the standards in HKFRS 3.

The International Financial Reporting Standard comparable with HKFRS 3 is IFRS 3
Business Combinations.

There are no major textual differences between HKFRS 3 and IFRS 3.
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Defined terms
Definition of an insurance contract
Amendments to other HKFRSs

Comparison with International Financial Reporting Standards

m O O @™ >

Amendments resulting from other HKFRSs

BASIS FOR CONCLUSIONS (see separate booklet)
IMPLEMENTATION GUIDANCE (see separate booklet)

Hong Kong Financial Reporting Standard 4 Insurance Contracts (HKFRS 4)
is set out in paragraphs 1-45 and Appendices A-C. All the paragraphs have
equal authority. Paragraphs in bold type state the main principles. Terms
defined in Appendix A are in italics the first time they appear in the
Standard. Definitions of other terms are given in the Glossary for Hong
Kong Financial Reporting Standards. HKFRS 4 should be read in the
context of its objective and the Basis for Conclusions, the Preface to Hong
Kong Financial Reporting Standards and the Framework for the
Preparation and Presentation of Financial Statements. HKAS 8 Accounting
Policies, Changes in Accounting Estimates and Errors provides a basis for
selecting and applying accounting policies in the absence of explicit
guidance.
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Hong Kong Financial Reporting Standard 4

Insurance Contracts

OBJECTIVE

1 The objective of this HKFRS is to specify the financial reporting for insurance
contracts by any entity that issues such contracts (described in this HKFRS as an
insurer). In particular, this HKFRS requires:

@) limited improvements to accounting by insurers for insurance contracts.

(b) disclosure that identifies and explains the amounts in an insurer’s financial
statements arising from insurance contracts and helps users of those financial
statements understand the amount, timing and uncertainty of future cash
flows from insurance contracts.

SCOPE
2 An entity shall apply this HKFRS to:

@ insurance contracts (including reinsurance contracts) that it issues and
reinsurance contracts that it holds.

“  financial instruments that it issues with a discretionary participation feature

(see paragraph 35). HKAS-32 Financial Instruments: Disclosure-and-

Presentation HKFRS 7 Financial Instruments: Disclosures requires

disclosure about financial instruments, including financial instruments that

contain such features.

(b)

3 This HKFRS does not address other aspects of accounting by insurers, such as
accounting for financial assets held by insurers and financial liabilities issued by
insurers (see HKAS 32 and HKAS 39 Financial Instruments: Recognition and
Measurement), except in the transitional provisions in paragraph 45.

4, An entity shall not apply this HKFRS to:

@) product warranties issued directly by a manufacturer, dealer or retailer (see
HKAS 18 Revenue and HKAS 37 Provisions, Contingent Liabilities and
Contingent Assets).

(b) employers’ assets and liabilities under employee benefit plans (see HKAS 19
Employee Benefits and HKFRS 2 Share-based Payment) and retirement
benefit obligations reported by defined benefit retirement plans (see HKAS
26 Accounting and Reporting by Retirement Benefit Plans).

© contractual rights or contractual obligations that are contingent on the future
use of, or right to use, a non-financial item (for example, some licence fees,
royalties, contingent lease payments and similar items), as well as a lessee’s
residual value guarantee embedded in a finance lease (see HKAS 17 Leases,
HKAS 18 Revenue and HKAS 38 Intangible Assets).

* Effective for annual periods beginning on or after 1 January 2007
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(d) financial guarantees-contracts that-an-entity-enters-into-orretains-on-
s anet’lnel pa'l? ||||a;|e||al alssets enrlman_ellal EL

HKAS-39) unless the issuer has previously asserted explicitly that it regards
such contracts as insurance contracts and has used accounting applicable to
insurance contracts, in which case the issuer may elect to apply either HKAS
39 and HKAS 32 and HKFRS 7 or this Standard to such financial guarantee
contracts. The issuer may make that election contract by contract, but the
election for each contract is irrevocable.

(e) contingent consideration payable or receivable in a business combination (see
HKFRS 3 Business Combinations).

()] direct insurance contracts that the entity holds (ie direct insurance contracts in
which the entity is the policyholder). However, a cedant shall apply this HKFRS
to reinsurance contracts that it holds.

For ease of reference, this HKFRS describes any entity that issues an insurance contract
as an insurer, whether or not the issuer is regarded as an insurer for legal or supervisory
purposes.

A reinsurance contract is a type of insurance contract. Accordingly, all references in this
HKFRS to insurance contracts also apply to reinsurance contracts.

Embedded derivatives

HKAS 39 requires an entity to separate some embedded derivatives from their host
contract, measure them at fair value and include changes in their fair value in profit or
loss. HKAS 39 applies to derivatives embedded in an insurance contract unless the
embedded derivative is itself an insurance contract.

As an exception to the requirement in HKAS 39, an insurer need not separate, and
measure at fair value, a policyholder’s option to surrender an insurance contract for a
fixed amount (or for an amount based on a fixed amount and an interest rate), even if the
exercise price differs from the carrying amount of the host insurance liability. However,
the requirement in HKAS 39 does apply to a put option or cash surrender option
embedded in an insurance contract if the surrender value varies in response to the change
in a financial variable (such as an equity or commodity price or index), or a non-financial
variable that is not specific to a party to the contract. Furthermore, that requirement also
applies if the holder’s ability to exercise a put option or cash surrender option is triggered
by a change in such a variable (for example, a put option that can be exercised if a stock
market index reaches a specified level).

Paragraph 8 applies equally to options to surrender a financial instrument containing a
discretionary participation feature.

Unbundling of deposit components

Some insurance contracts contain both an insurance component and a deposit component.
In some cases, an insurer is required or permitted to unbundle those components:

@) unbundling is required if both the following conditions are met:
(M the insurer can measure the deposit component (including any embedded
surrender options) separately (ie without considering the insurance
component).

(i) the insurer’s accounting policies do not otherwise require it to
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of profit or loss may be attributable to that feature (in the same way that a
portion may be attributable to minority interests). The issuer shall recognise
the portion of profit or loss attributable to any equity component of a
discretionary participation feature as an allocation of profit or loss, not as
expense or income (see HKAS 1 Presentation of Financial Statements).

shall, if the contract contains an embedded derivative within the scope of
HKAS 39, apply HKAS 39 to that embedded derivative.

shall, in all respects not described in paragraphs 14-20 and 34(a)-(d),
continue its existing accounting policies for such contracts, unless it changes
those accounting policies in a way that complies with paragraphs 21-30.

Discretionary participation features in financial instruments

The requirements in paragraph 34 also apply to a financial instrument that contains a
discretionary participation feature. In addition:

(@)

(b)

(©)

()

if the issuer classifies the entire discretionary participation feature as a
liability, it shall apply the liability adequacy test in paragraphs 15-19 to the
whole contract (ie both the guaranteed element and the discretionary
participation feature). The issuer need not determine the amount that would
result from applying HKAS 39 to the guaranteed element.

if the issuer classifies part or all of that feature as a separate component of
equity, the liability recognised for the whole contract shall not be less than
the amount that would result from applying HKAS 39 to the guaranteed
element. That amount shall include the intrinsic value of an option to
surrender the contract, but need not include its time value if paragraph 9
exempts that option from measurement at fair value. The issuer need not
disclose the amount that would result from applying HKAS 39 to the
guaranteed element, nor need it present that amount separately. Furthermore,
the issuer need not determine that amount if the total liability recognised is
clearly higher.

although these contracts are financial instruments, the issuer may continue to
recognise the premiums for those contracts as revenue and recognise as an
expense the resulting increase in the carrying amount of the liability.

although these contracts are financial instruments, an issuer applying
paragraph 20(b) of HKFRS 7 to contracts with a discretionary participation
feature shall disclose the total interest expense recognised in profit or loss,
but need not calculate such interest expense using the effective interest
method.

DISCLOSURE

Explanation of recognised amounts

An insurer shall disclose information that identifies and explains the amounts in
its financial statements arising from insurance contracts.

* Effective for annual periods beginning on or after 1 January 2007
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37 To comply with paragraph 36, an insurer shall disclose:

(@)

(b)

(©)

(€)

(€)

its accounting policies for insurance contracts and related assets, liabilities,
income and expense.

the recognised assets, liabilities, income and expense (and, if it presents its
cash flow statement using the direct method, cash flows) arising from
insurance contracts. Furthermore, if the insurer is a cedant, it shall disclose:

(1) gains and losses recognised in profit or loss on buying reinsurance;
and

(i) if the cedant defers and amortises gains and losses arising on buying
reinsurance, the amortisation for the period and the amounts
remaining unamortised at the beginning and end of the period.

the process used to determine the assumptions that have the greatest effect on
the measurement of the recognised amounts described in (b). When
practicable, an insurer shall also give quantified disclosure of those
assumptions.

the effect of changes in assumptions used to measure insurance assets and
insurance liabilities, showing separately the effect of each change that has a
material effect on the financial statements.

reconciliations of changes in insurance liabilities, reinsurance assets and, if
any, related deferred acquisition costs.

Amount-timing-and-uncertainty-of cash-flows Nature and

extent of risks arising from insurance contracts*

38"

39",

An insurer shall disclose information that helps enables users of its
financial statements to ynderstand evaluate the amount-timing-and-
uneertainty-offuture cash-flows nature and extent of risks arising from

insurance contracts.

To comply with paragraph 38, an insurer shall disclose:

@) its objectives, policies and processes for # managing risks arising
from insurance contracts and the methods used to manage and-its-

policiesfor-mitigating those risks.

(b)  these-terms-and-conditions-ofiRsurance-contractsthat-have-a-material

” I e I ;  the | o f
cash-flows: [deleted]

(c) information about insurance risk (both before and after risk
mitigation by reinsurance), including information about:

0) the-sensitivity to insurance risk (see paragraph 39A) efprofit

| | acwi | - ables that | ial
effect on them.

* Effective for annual periods beginning on or after 1 January 2007
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(i) concentrations of insurance risk, including a description of
how management determines concentrations and a
description of the shared characteristic that identifies each
concentration (eq type of insured event, geographical area, or

currency).

(iii)  actual claims compared with previous estimates (ie claims
development). The disclosure about claims development
shall go back to the period when the earliest material claim
arose for which there is still uncertainty about the amount
and timing of the claims payments, but need not go back
more than ten years. An insurer need not disclose this
information for claims for which uncertainty about the
amount and timing of claims payments is typically resolved
within one year.

(d) the information about interestrate-risk-and credit risk, liquidity risk
and market risk that HKAS-32 paragraphs 31-42 of HKFRS 7 would
require if the insurance contracts were within the scope of HKAS-32
HKERS 7. However:

() an insurer need not provide the maturity analysis required by
paragraph 39(a) of HKFRS 7 if it discloses information about
the estimated timing of the net cash outflows resulting from
recognised insurance liabilities instead. This may take the
form of an analysis, by estimated timing, of the amounts
recognised in the balance sheet.

(i1) if an insurer uses an alternative method to manage sensitivity
to market conditions, such as an embedded value analysis, it
may use that sensitivity analysis to meet the requirement in
paragraph 40(a) of HKFRS 7. Such an insurer shall also
provide the disclosures required by paragraph 41 of HKFRS
7.

(e) information about exposures to interestraterisk-or market risk under
arising from embedded derivatives contained in a host insurance
contract if the insurer is not required to, and does not, measure the
embedded derivatives at fair value.

39A  To comply with paragraph 39(c)(i), an insurer shall disclose either (a) or (b)
as follows:

(a) a sensitivity analysis that shows how profit or loss and equity would
have been affected had changes in the relevant risk variable that were
reasonably possible at the balance sheet date occurred; the methods
and assumptions used in preparing the sensitivity analysis; and any
changes from the previous period in the methods and assumptions
used. However, if an insurer uses an alternative method to manage
sensitivity to market conditions, such as an embedded value analysis,
it may meet this requirement by disclosing that alternative sensitivity
analysis and the disclosures required by paragraph 41 of HKFRS 7.

* Effective for annual periods beginning on or after 1 January 2007
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(b) gualitative information about sensitivity, and information about those
terms and conditions of insurance contracts that have a material
effect on the amount, timing and uncertainty of the insurer’s future
cash flows.

EFFECTIVE DATE AND TRANSITION

The transitional provisions in paragraphs 41-45 apply both to an entity that is already
applying HKFRSs when it first applies this HKFRS and to an entity that applies
HKFRSs for the first-time (a first-time adopter).

An entity shall apply this HKFRS for annual periods beginning on or after 1 January
2005. Earlier application is encouraged. If an entity applies this HKFRS for an earlier
period, it shall disclose that fact.

41A  Financial Guarantee Contracts (Amendments to HKAS 39 and HKFRS 4), issued

42

43

44

45

in September 2005, amended paragraphs 4(d), B18(q) and B19(f). An entity shall
apply those amendments for annual periods beginning on or after 1 January
2006. Earlier application is encouraged. If an entity applies those amendments
for an earlier period, it shall disclose that fact and apply the related amendments
to HKAS 39 and HKAS 32° at the same time.

Disclosure

An entity need not apply the disclosure requirements in this HKFRS to comparative
information that relates to annual periods beginning before 1 January 2005, except for
the disclosures required by paragraph 37(a) and (b) about accounting policies, and
recognised assets, liabilities, income and expense (and cash flows if the direct method
is used).

If it is impracticable to apply a particular requirement of paragraphs 10-35 to
comparative information that relates to annual periods beginning before 1 January
2005, an entity shall disclose that fact. Applying the liability adequacy test
(paragraphs 15-19) to such comparative information might sometimes be
impracticable, but it is highly unlikely to be impracticable to apply other requirements
of paragraphs 10-35 to such comparative information. HKAS 8 explains the term
‘impracticable’.

In applying paragraph 39(c)(iii), an entity need not disclose information about claims
development that occurred earlier than five years before the end of the first financial
year in which it applies this HKFRS. Furthermore, if it is impracticable, when an
entity first applies this HKFRS, to prepare information about claims development that
occurred before the beginning of the earliest period for which an entity presents full
comparative information that complies with this HKFRS, the entity shall disclose that
fact.

Redesignation of financial assets

When an insurer changes its accounting policies for insurance liabilities, it is
permitted, but not required, to reclassify some or all of its financial assets as “at fair
value through profit or loss’. This reclassification is permitted if an insurer changes
accounting policies when it first applies this HKFRS and if it makes a subsequent
policy change permitted by paragraph 22. The reclassification is a change in
accounting policy and HKAS 8 applies.

® When an entity applies HKFRS 7, the reference to HKAS 32 is replaced by reference to HKFRS 7
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Defined terms
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This appendix is an integral part of the HKFRS.

cedant

deposit component

direct insurance
contract

discretionary
participation feature

fair value

financial guarantee

The policyholder under a reinsurance contract.

A contractual component that is not accounted for as a derivative
under HKAS 39 and would be within the scope of HKAS 39 if it
were a separate instrument.

An insurance contract that is not a reinsurance contract.

A contractual right to receive, as a supplement to guaranteed

benefits, additional benefits:

@ that are likely to be a significant portion of the total
contractual benefits;

(b) whose amount or timing is contractually at the discretion of
the issuer; and

(c) that are contractually based on:

(1) the performance of a specified pool of contracts or a
specified type of contract;

(i) realised and/or unrealised investment returns on a
specified pool of assets held by the issuer; or

(iii)  the profit or loss of the company, fund or other entity
that issues the contract.

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

A contract that requires the issuer to make specified payments to

contract

financial risk

guaranteed benefits

reimburse the holder for a loss it incurs because a specified debtor
fails to make payment when due in accordance with the original or
modified terms of a debt instrument.

The risk of a possible future change in one or more of a specified
interest rate, financial instrument price, commaodity price, foreign
exchange rate, index of prices or rates, credit rating or credit index or
other variable, provided in the case of a non-financial variable that
the variable is not specific to a party to the contract.

Payments or other benefits to which a particular policyho