CPA Hong Kong Institute of
Certified Public Accountants
AW N -
-y, -

MEMBERS'’
HANDBOOK

Update No. 147

(Issued 7 May 2014)

Handbook Improvements only

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

Amendments to the following Standards, Basis for Conclusions and Implementation Guidance
were previously set out in the Appendix to the Standards as they were not yet effective. The
Institute has taken this opportunity to incorporate the amendments applicable on 1 January 2013
in the relevant affected Standards, Basis for Conclusions and Implementation Guidance, for
greater clarity.

HONG KONG ACCOUNTING STANDARDS (HKAS)

HKAS 1 Replace the Standard, Basis for ~ Amendments due to
Presentation of Financial Conclusions and Implementation - Presentation of
Statements Guidance with revised Standard, Items of Other
Basis for Conclusions and Comprehensive
Implementation Guidance Income
(Amendment to
HKAS 1)

- HKAS 19 Employee
Benefits (2011)

- HKFRS 10
Consolidated
Financial
Statements

- HKFRS 12
Disclosure of
Interests in Other
Entities

- HKFRS 13 Fair
Value Measurement

- Annual
Improvements
2009-2011 Cycle


http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/contentpage.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas01revdec07.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas01revdec07.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas01revdec07.pdf

HKAS 12
Income Taxes

HKAS 18
Revenue

HKAS 21
The Effects of Changes in Foreign
Exchange Rates

HKAS 32
Financial Instruments: Presentation

Replace the cover page and
pages 2-3, 5, 8, 14-15, 18, 21-22,
27, 31, 33, 35-36 and 63 with
revised cover page and pages
2-3, 5, 8, 14-15, 18, 21-22, 27,
31, 33, 35-36 and 63

Replace the Standard with
revised Standard

Replace the Standard and Basis
for Conclusions with revised
Standard and Basis for
Conclusions

Replace the Standard and Basis
for Conclusions with revised
Standard and Basis for
Conclusions

Amendments due to
Presentation of
Iltems of Other
Comprehensive
Income
(Amendment to
HKAS 1)
- HKFRS 11 Joint
Arrangements

Amendments due to

- HKFRS 11 Joint
Arrangements

- HKFRS 13 Fair

Value Measurement

Amendments due to

- Presentation of
Items of Other
Comprehensive
Income
(Amendment to
HKAS 1)

- HKFRS 10
Consolidated
Financial
Statements

- HKFRS 11 Joint
Arrangements

-  HKFRS 13 Fair

Value Measurement

Amendments due to

- Presentation of
Items of Other
Comprehensive
Income
(Amendment to
HKAS 1)

- Disclosures-
Offsetting Financial
Assets and

Financial Liabilities

(Amendment to
HKFRS 7)

- HKFRS 10
Consolidated
Financial
Statements

- HKFRS 11 Joint
Arrangements

- HKFRS 13 Fair

Value Measurement

- Annual
Improvements
2009-2011 Cycle


http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas12.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas12.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas18.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas18.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas21.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas21.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas21.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas32.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas32.pdf

HKAS 33 Replace the cover page and Amendments due to
Earnings per Share pages 2-4, 6-8, 13-14, 18, 20, 22 - Presentation of
and 24 with revised cover page Items of Other
and pages 2-4, 6-8, 13-14, 18, 20, Comprehensive
22 and 24 Income
(Amendment to
HKAS 1)
- HKFRS 10
Consolidated
Financial
Statements
- HKFRS 11 Joint
Arrangements
-  HKFRS 13 Fair
Value Measurement

HONG KONG FINANCIAL REPORTING STANDARDS (HKFRS)

HKFRS 7 Replace the Standard, Basis for ~ Amendments due to
Financial Instruments: Disclosures Conclusions and Implementation - Presentation of
Guidance with revised Standard, Items of Other
Basis for Conclusions and Comprehensive
Implementation Guidance Income
(Amendment to
HKAS 1)
- Disclosures-
Offsetting Financial
Assets and

Financial Liabilities
(Amendment to
HKFRS 7)

- HKFRS 10
Consolidated
Financial
Statements

- HKFRS 11 Joint
Arrangements

- HKFRS 13 Fair
Value Measurement

HONG KONG (IFRIC) INTERPRETATIONS (HK(IFRIC)-Int)

HK(IFRIC) - Int 14 Replace the Interpretation, Basis Amendments due to

HKAS 19 — The Limit on a Defined for Conclusions and lllustrative - HKAS 19 Employee

Benefit Asset, Minimum Funding Examples with revised Benefits (2011)

Requirements and their Interaction Interpretation, Basis for - HKFRS 13 Fair
Conclusions and Illustrative Value Measurement
Examples

HK(FRIC) - Int 16 Replace the cover page and Amendments due to

Hedges of a Net Investment in a pages 2-4 with revised cover - HKFRS 11 Joint

Foreign Operation page and pages 2-4. Arrangements



http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas33.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas33.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs7.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs7.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2014.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2014.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2014.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2014.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2016.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2016.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2016.pdf

HK(IFRIC) - Int 17
Distributions of Non-cash Assets to

Oowners

HK(IFRIC) - Int 19
Extinguishing Financial Liabilities
with Equity Instruments

Replace the Interpretation, Basis
for Conclusions and lllustrative
Examples with revised
Interpretation, Basis for
Conclusions and lllustrative
Examples

Replace the Interpretation and
Basis for Conclusions with
revised Interpretation and Basis
for Conclusions

HONG KONG (SIC) INTERPRETATIONS (HK(SIC)-Int)

HK(SIC) - Int 31
Revenue — Barter Transactions
Involving Advertising Services

HK(SIC) - Int 32
Intangible Assets — Web Site Costs

Replace the Interpretation and
Basis for Conclusions with
revised Interpretation and Basis
for Conclusions

Replace the Interpretation, Basis
for Conclusions and lllustrative
Examples with revised
Interpretation, Basis for
Conclusions and lllustrative
Examples

Amendments due to

- HKFRS 10
Consolidated
Financial
Statements

-  HKFRS 13 Fair
Value Measurement

Amendments due to
- HKFRS 13 Fair
Value Measurement

Amendments due to
- HKFRS 13 Fair
Value Measurement

Amendments due to
- HKFRS 13 Fair
Value Measurement


http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2017.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2017.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2017.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2019.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2019.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(ifric)-int%2019.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk-int31.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk-int31.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk-int31.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(sic)-int%2032.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk(sic)-int%2032.pdf
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PREFACE AND FRAMEWORK

PREFACE Preface to Hong Kong Financial Reporting Standards ..........cocoevvevivivvnnenen.
CONCEPTUAL Conceptual Framework for Financial REPOrting...........ceeeeivviiiieveieiivieeeeenen.
FRAMEWORK
HONG KONG ACCOUNTING STANDARDS (HKAS)

HKAS 1 Presentation of Financial StatemMeENtS.........coovvvvveiieiiiiiieeeee e
Revised
HKAS 2 0NV =Y 01 (0T TR
HKAS 7 Statement Of CASH FIOWS .....covveiieee et
HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors .............
HKAS 10 Events after the Reporting PEeriod .........cooiviiiiiiiiiiee e
HKAS 11 CONSITUCTION CONTTACTES ..oevveeeiet ettt et e et e e et e e s e e e ee e e e eeaeresereeeeeenans
HKAS 12 [ ToT0] 0 0T =Y 7= D=
HKAS 16 Property, Plant and EQUIDMENT ... cooueeiiieeeeeee e e e e e
HKAS 17 ST TSR
HKAS 18 REVENUE ... .ot e e e e et e e e e e e e e eaees
HKAS 19 EMPIOYEE BENETIES. ..ceeeeie et e e e e e e e eaans
HKAS 19 EMPIOYEE BENETILS. . .ceeee et e e e e e e e e aees
(2011)
HKAS 20 Accounting for Government Grants and Disclosure of Government

J AN YY) =1 (o1 =TT
HKAS 21 The Effects of Changes in Foreign Exchange Rates .........cocovveeviiivieeiiinnnnns
HKAS 23 BOITOWING COSES .vvvuiiiiiiiieeteee ettt e e e e ettt s e e e s e e et e e e e e e s eeaaabeseeeaees
Revised
HKAS 24 Related Party DISCIOSUIES ......couveeeeeeee ettt e e e e e e e e e eaees
Revised
HKAS 26 Accounting and Reporting by Retirement Benefit Plans.............ccoevvveveeenen.
HKAS 27 Consolidated and Separate Financial StatementsS.......cocooevvvviveeeeieiivieeeeennn.
Revised
HKAS 27 Separate Financial STatEMENES .........iiivieieiie e
(2011)
HKAS 28 INVESTMENES IN ASSOCIALES ...cuvvveeiieii it e e e e e e e e st e e e s e e e b e eeaees
HKAS 28 Investments in Associates and JOIiNt VENTUIES.......cooeeeeieeevvvieeieeeeeeeviiieieeeees
(2011)

Issue/(Review
date)

10/06(9/10)
10/10

12/07 (5/14)

3/04(2/14)
12/04(2/14)

9/04(2/14)

3/04(2/14)
12/04(3/10)
11/04(5/14)
11/05(2/14)
12/04(2/14)
11/04(5/14)
12/04(7/12)
7/11(12/13)

12/04(2/14)
3/04(5/14)
6/07(3/10)

11/09 (2/14)

8/04
3/08(7/12)

6/11(12/12)

3/04(7/12)
6/11

contents (5/14)


http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/preface.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/framework.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas01revdec07.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas02.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas07.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas08.pdf
http://app1.hkicpa.org.hk/ebook/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://app1.hkicpa.org.hk/ebook/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/hkas18.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas19.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas19_2011.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://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas21.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas23revised.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas24revised.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas26.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas27revised.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas27_2011.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas28.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas28_2011.pdf

HKAS 29
HKAS 31
HKAS 32
HKAS 33
HKAS 34
HKAS 36
HKAS 37
HKAS 38
HKAS 39
HKAS 40
HKAS 41

HKFRS 1
Revised

HKFRS 2

HKFRS 3
Revised

HKFRS 4
HKFRS 5
HKFRS 6
HKFRS 7
HKFRS 8
HKFRS 9
HKFRS 9
HKFRS 10
HKFRS 11
HKFRS 12
HKFRS 13
HKFRS 14

ANNUAL
IMPROVEMENTS

ANNUAL
IMPROVEMENTS

Financial Reporting in Hyperinflationary ECONOMIES .......ccoeveevivvivviiieneeennns

INEreStS IN JOINE VENTUIES. ... cieeeeeeiet ettt et e e s e e eraanees

Financial InStruments: PreSentation...........oovieeeieieviiieeiee e eeeiie e eeaies

Earnings PEI SNATE .....ui i e e eraa s

Interim Financial REPOIMING ......ouuviiiiiiiiii et

IMPAIrMENT Of ASSELS . .iiiieiie it e s e s e e e e e eaees

Provisions, Contingent Liabilities and Contingent ASSEtS.........cccoevvvevvnnnnns

)¢ gTo ] o] [N AN Y= £

Financial Instruments: Recognition and Measurement..........c..cocvveeeevennn...

INVESIMENT PrOPEITY .. cvniii e eaa e eans

o (o U U =SSR

HONG KONG FINANCIAL REPORTING STANDARDS (HKFRS)

First-time Adoption of Hong Kong Financial Reporting Standards ...........

Share-based PAYMENT ........ooouuiiiii et e e e e e e

BUSINESS COMBDINALIONS. ...uvveeiiiiiiiieeii ettt e e e e e s e e e eeeaes

INSUraNCE CONLIACES .....uuuieiiiiiiiiiiii s

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

Exploration for and Evaluation of Mineral RESOUICES..........coevvveveeeeeennnn...

Financial InStruments: DISCIOSUIES .......ccuuuiiiieieeeeee e

OpEerating SEOMENLS .. ccueeiiiiie et e e e et e et e e e s et eesaaaaeaens

Financial INStIUMENES .......uuueiii it r e e e e e

Financial Instruments (Hedge AcCCounting) .....ooveveveiieeeeeeieeeeee e

Consolidated Financial StatemMeENLS ........coovvveiieieiieeeeee e

JOINE AITANGEIMENES ... eeeeieeete ettt e et e et e e e e s e e e e e e s et e e esaanas

Disclosure of Interests in Other ENGLIES ......covvveeiiiiiiieieeeeeieee e

Fair Value MEaSUIEMENT ......u.iiiiiieieei ettt e et s e e e s e e e e e eaees

Requlatory Deferral ACCOUNES ......ccveee ettt e e e eeeea s

Annual Improvements to HKFRSs 2010-2012 CYClE......cocovvvvereiiviieeeiinnnnns

Annual Improvements to HKFRSs 2011-2013 CYCIE......uivvveeeieiiiiieeeeinnns

Issue/(Review

date)

3/04(4/10)

12/04(7/12)
11/04(5/14)

3/04(5/14)

10/04(2/14)

8/04(6/13)

11/04(3/10)

8/04(3/10)
1/06(7/13)

11/05(7/12)
12/04(7/12)

12/08(6/12)

4/04(7/12)
3/08(2/12)

3/06(7/12)
8/04(7/12)
2/05(2/10)
9/05(5/14)

3/07(11/09)
11/09 (12/11)

12/13

6/11(12/12)

6/11(7/12)

6/11(12/12)

6/11
2/14

1/14

1/14

contents (5/14)


http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas29.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas31.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas32.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas33.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas34.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas36.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas37.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas38.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39.pdf
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://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs1revised.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs2.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs3revised.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs4.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs5.pdf
http://app1.hkicpa.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/hkfrs8.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs9.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs9_ha.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs10.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs11.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs12.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs13.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs14.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/improve1012.pdf
http://app1.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/improve1113.pdf

HK(IFRIC)-Int 1
HK(IFRIC)-Int 2
HK(IFRIC)-Int 4
HK(IFRIC)-Int 5

HK(IFRIC)-Int 6

HK(IFRIC)-Int 7

HK(IFRIC)-Int 8

HK(IFRIC)-Int 9

HK(IFRIC)-Int 10
HK(IFRIC)-Int 11
HK(IFRIC)-Int 12
HK(IFRIC)-Int 13
HK(IFRIC)-Int 14

HK(IFRIC)-Int 15
HK(IFRIC)-Int 16
HK(IFRIC)-Int 17
HK(IFRIC)-Int 18
HK(IFRIC)-Int 19
HK(IFRIC)-Int 20
HK(IFRIC)-Int 21

HK-Int 4

HK-Int 5

Issue/(Review

date)

HONG KONG (IFRIC) INTERPRETATIONS (HK(IFRIC)-Int)
Changes in Existing Decommissioning, Restoration and Similar Liabilities.. 8/04(7/10)
Members’ Shares in Co-operative Entities and Similar Instruments............. 2/05(2/14)
Determining whether an Arrangement contains a Lease .......cccccceevvevvvvennnnn. 2/05(2/14)
Rights to Interests arising from Decommissioning, Restoration and

Environmental Rehabilitation FUNAS ...........oooiiiiiiiiiiiiieiiee e 2/05(2/14)
Liabilities arising from Participating in a Specific Market — Waste

Electrical and Electronic EQUIDMENT...........coviiiiiiiiiiiiiieiiieee e 9/05
Applying the Restatement Approach under HKAS 29 Financial Reporting

in Hyperinflationary ECONOMIES ........c.eeviiiiiiiiiiiiiiieiiiiee e 1/06(7/10)
SCOPE OF HKERS 2 ..ottt 5/06(7/10)
Reassessment of Embedded DerivatiVes ..............eeeeveeeiiiiiiiiieeiee e 5/06(2/14)
Interim Financial Reporting and Impairment ..........ccccocccvvveveeeeesviiiiineeeeeeenn 9/06(7/12)
HKFRS 2-Group and Treasury Share Transactions .........cccccceevvveeeeniieneenn. 1/07(7/10)
Service CoNCesSION AITANGEMENTS ......civeriieiiiieee it e e 3/07(2/14)
Customer Loyalty Programmes........cooiuuiiiiieieeiiiiiiiieee e ee e e 9/07(2/14)
HKAS 19 —The Limit on a Defined Benefit Asset, Minimum Funding 9/07(5/14)

Requirements and their INteraction ...........cccovvveriireriie e
Agreements for the Construction of Real Estate.........ccccccceeeveiiiviiieeeec i, 8/08(8/10)
Hedges of a Net Investment in a Foreign Operation..........c.cceeeevveeeeiiiveeennn 8/08(5/14)
Distributions of Non-cash ASSetS t0 OWNEIS........cuevveriieiieiiiiiiee e 12/08(5/14)
Transfers of Assets from CUSIOMErS.........c.uveiiiiiiiiiiiiiiiie e 2/09(8/10)
Extinguishing Financial Liabilities with Equity Instruments ................ccuvveee... 12/09(5/14)
Stripping Costs in the Production Phase of a Surface Mine 11/11
Levies 6/13
HONG KONG INTERPRETATIONS (HK-Int)*
Leases — Determination of the Length of Lease Term in respect of Hong

KON LANA LEASES ...uuvvviiiieeeee ittt e e e e ettt et e e e e e et e e e e e e e snnrnaneaeaaeeean 6/06 (12/09)
Presentation of Financial Statements — Classification by the Borrower of

a Term Loan that Contains a Repayment on Demand Clause................ 11/10

Note: *  With effect from 24 May 2005, all Interpretations that are developed locally by the Institute
are named Hong Kong Interpretations.

HK(SIC)-Int 10
HK(SIC)-Int 12
HK(SIC)-Int 13
HK(SIC)-Int 15
HK(SIC)-Int 25

HK(SIC)-Int 27

HONG KONG (SIC) INTERPRETATIONS (HK(SIC)-Int)

Government Assistance — No Specific Relation to Operating Activities ...... 12/04(8/10)
Consolidation — Special Purpose ENtities ..........ccccuvveeieieriiiiiiiiiiiee e 2/05(6/11)
Jointly Controlled Entities — Non-Monetary Contributions by Venturers ....... 12/04(6/11)
Operating Leases — INCENLIVES .......ccoeviuuriiiieieeeiiciieiee e e e e s st e e e e 12/04(9/10)
Income Taxes — Changes in the Tax Status of an Enterprise or its

ShaArENOIAEIS ...eveiiee e 12/04(8/10)
Evaluating the Substance of Transactions Involving the Legal Form of a

T L - PSR 12/04(9/10)

contents (5/14)
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PRESENTATION OF FINANCIAL STATEMENTS

Introduction

IN1

Hong Kong Accounting Standard 1 Presentation of Financial Statements (HKAS 1)
replaces HKAS 1 Presentation of Financial Statements (issued in 2004) as amended in
2005. HKAS 1 sets overall requirements for the presentation of financial statements,
guidelines for their structure and minimum requirements for their content.

Reasons for revising HKAS 1

IN2

IN3

IN4

The objective of Hong Kong Institute of Certified Public Accountants (HKICPA) revising
HKAS 1 is to maintain international convergence arising from the revision of IAS 1
Presentation of Financial Statements by the International Accounting Standards Board
(IASB). The HKICPA supported the reasons for revising IAS 1 of the IASB.

The main objective of the IASB in revising IAS 1 was to aggregate information in the
financial statements on the basis of shared characteristics. With this in mind, the IASB
considered it useful to separate changes in equity (net assets) of an entity during a period
arising from transactions with owners in their capacity as owners from other changes in
equity. Consequently, the IASB decided that all owner changes in equity should be
presented in the statement of changes in equity, separately from non-owner changes in
equity.

In its review, the IASB also considered FASB Statement No. 130 Reporting
Comprehensive Income (SFAS 130) issued in 1997. The requirements in IAS 1 regarding
the presentation of the statement of comprehensive income are similar to those in SFAS
130; however, some differences remain and those are identified in paragraph BC106 of
the Basis for Conclusions.

In addition, the IASB’s intention in revising IAS 1 was to improve and reorder sections of
IAS 1 to make it easier to read. The IASB’s objective was not to reconsider all the
requirements of IAS 1.

Main features of HKAS 1

IN5

ING

IN7

IN8

HKAS 1 affects the presentation of owner changes in equity and of comprehensive
income. It does not change the recognition, measurement or disclosure of specific
transactions and other events required by other HKFRSs.

HKAS 1 requires an entity to present, in a statement of changes in equity, all owner
changes in equity. All non-owner changes in equity (ie comprehensive income) are
required to be presented in one statement of comprehensive income or in two statements
(a separate income statement and a statement of comprehensive income). Components of
comprehensive income are not permitted to be presented in the statement of changes in
equity.

HKAS 1 requires an entity to present a statement of financial position as at the beginning
of the earliest comparative period in a complete set of financial statements when the entity
applies an accounting policy retrospectively or makes a retrospective restatement, as
defined in HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors, or
when the entity reclassifies items in the financial statements.

HKAS 1 requires an entity to disclose reclassification adjustments and income tax relating
to each component of other comprehensive income. Reclassification adjustments are the
amounts reclassified to profit or loss in the current period that were previously recognised
in other comprehensive income.

© Copyright 5 HKAS 1
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HKAS 1 requires the presentation of dividends recognised as distributions to owners and
related amounts per share in the statement of changes in equity or in the notes.
Dividends are distributions to owners in their capacity as owners and the statement of
changes in equity presents all owner changes in equity.

Changes from previous requirements

IN10

IN11

IN12

IN13

The main changes from the previous version of HKAS 1 are described below.

A complete set of financial statements

The previous version of HKAS 1 used the titles ‘balance sheet’ and ‘cash flow statement’
to describe two of the statements within a complete set of financial statements. HKAS 1
uses ‘statement of financial position’ and ‘statement of cash flows’ for those statements.
The new titles reflect more closely the function of those statements, as described in the
Framework (see paragraphs BC14-BC21 of the Basis for Conclusions).

HKAS 1 requires an entity to disclose comparative information in respect of the previous
period, ie to disclose as a minimum two of each of the statements and related notes. It
introduces a requirement to include in a complete set of financial statements a statement
of financial position as at the beginning of the earliest comparative period whenever the
entity retrospectively applies an accounting policy or makes a retrospective restatement of
items in its financial statements, or when it reclassifies items in its financial statements.
The purpose is to provide information that is useful in analysing an entity’s financial
statements (see paragraphs BC31 and BC32 of the Basis for Conclusions).

Reporting owner changes in equity and comprehensive income

The previous version of HKAS 1 required the presentation of an income statement that
included items of income and expense recognised in profit or loss. It required items of
income and expense not recognised in profit or loss to be presented in the statement of
changes in equity, together with owner changes in equity. It also labelled the statement of
changes in equity comprising profit or loss, other items of income and expense and the
effects of changes in accounting policies and correction of errors as ‘statement of
recognised income and expense’. HKAS 1 now requires:

€) all changes in equity arising from transactions with owners in their capacity as
owners (ie owner changes in equity) to be presented separately from non-owner
changes in equity. An entity is not permitted to present components of
comprehensive income (ie non-owner changes in equity) in the statement of
changes in equity. The purpose is to provide better information by aggregating
items with shared characteristics and separating items with different
characteristics (see paragraphs BC37 and BC38 of the Basis for Conclusions).

(b) income and expenses to be presented in one statement (a statement of
comprehensive income) or in two statements (a separate income statement and a
statement of comprehensive income), separately from owner changes in equity
(see paragraphs BC49—-BC54 of the Basis for Conclusions).

(c) components of other comprehensive income to be displayed in the statement of
comprehensive income.

(d) total comprehensive income to be presented in the financial statements.

In October 2010 the HKICPA replaced the Framework with the Conceptual Framework for Financial Reporting.

© Copyright 6 HKAS 1 (April 2012)
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Other comprehensive income—reclassification adjustments and
related tax effects

HKAS 1 requires an entity to disclose income tax relating to each component of other
comprehensive income. The previous version of HKAS 1 did not include such a
requirement. The purpose is to provide users with tax information relating to these
components because the components often have tax rates different from those applied to
profit or loss (see paragraphs BC65—BC68 of the Basis for Conclusions).

HKAS 1 also requires an entity to disclose reclassification adjustments relating to
components of other comprehensive income. Reclassification adjustments are amounts
reclassified to profit or loss in the current period that were recognised in other
comprehensive income in previous periods. The purpose is to provide users with
information to assess the effect of such reclassifications on profit or loss (see paragraphs
BC69-BC73 of the Basis for Conclusions).

Presentation of dividends

The previous version of HKAS 1 permitted disclosure of the amount of dividends
recognised as distributions to equity holders (now referred to as ‘owners’) and the related
amount per share in the income statement, in the statement of changes in equity or in the
notes. HKAS 1 requires dividends recognised as distributions to owners and related
amounts per share to be presented in the statement of changes in equity or in the notes.
The presentation of such disclosures in the statement of comprehensive income is not
permitted (see paragraph BC75 of the Basis for Conclusions). The purpose is to ensure
that owner changes in equity (in this case, distributions to owners in the form of dividends)
are presented separately from non-owner changes in equity (presented in the statement of
comprehensive income).

Presentation of items of other comprehensive income

In July 2011 the HKICPA issued Presentation of ltems of Other Comprehensive Income

IN18

(Amendments to HKAS 1). The amendments improved the consistency and clarity of the
presentation of items of other comprehensive income (OCI). The amendments also
highlighted the importance on presenting profit or loss and OCI together and with equal
prominence. As explained in paragraph IN13, in 2007 HKAS 1 was amended to require
profit or loss and OCI to be presented together. The amendments issued in July 2011
retained that requirement, but focused on improving how items of OCI are presented.

The main change resulting from the amendments was a requirement for entities to group

IN19

items presented in OCI on the basis of whether they are potentially reclassifiable to profit or
loss subsequently (reclassification adjustments). The amendments did not address which
items are presented in OCI.

The amendments did not change the option to present items of OCI either before tax or net

of tax. However, if the items are presented before tax then the tax related to each of the two
groups of OCI items (those that might be reclassified and those that will not be reclassified)
must be shown separately.

© Copyright 7 HKAS 1(May 2014)
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Hong Kong Accounting Standard 1
Presentation of Financial Statements

Objective

1

This Standard prescribes 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. It sets out overall requirements
for the presentation of financial statements, guidelines for their structure and minimum
requirements for their content.

Scope

An entity shall apply this Standard in preparing and presenting general purpose
financial statements in accordance with Hong Kong Financial Reporting Standards
(HKFRSS).

Other HKFRSs set out the recognition, measurement and disclosure requirements for
specific transactions and other events.

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 15-35 apply to such financial statements. This Standard applies equally to all
entities, including those that present consolidated financial statements in accordance with
HKFRS 10 Consolidated Financial Statements and those that present separate financial
statements as-defined-in accordance with HKAS 27 Censelidated-and Separate Financial
Statements.

This Standard uses terminology that is suitable for profit-oriented entities, including public
sector business entities. If entities with not-for-profit activities in the private sector or the
public sector apply this Standard, they may need to amend the descriptions used for
particular line items in the financial statements and for the financial statements
themselves.

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

Definitions

7

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

General purpose financial statements (referred to as ‘financial statements’) are those
intended to meet the needs of users who are not in a position to require an entity to
prepare reports tailored to their particular information needs.

Impracticable Applying a requirement is impracticable when the entity cannot apply
it after making every reasonable effort to do so.

Hong Kong Financial Reporting Standards (HKFRSs) are Standards and Interpretations
issued by the Hong Kong Institute of Certified Public Accountants (HKICPA). They
comprise:

€) Hong Kong Financial Reporting Standards;
(b) Hong Kong Accounting Standards; and

(c) Interpretations.

© Copyright 8 HKAS 1 (Juhy-2009May 2014)
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Material Omissions or misstatements of items are material if they could, individually
or collectively, influence the economic decisions that users make on the basis of
the financial statements. Materiality depends on the size and nature of the omission
or misstatement judged in the surrounding circumstances. The size or nature of the
item, or a combination of both, could be the determining factor.

Assessing whether an omission or misstatement could influence economic decisions of
users, and so be material, requires consideration of the characteristics of those users. The
Framework for the Preparation and Presentation of Financial Statements states in
paragraph 25 that ‘users are assumed to have a reasonable knowledge of business and
economic activities and accounting and a willingness to study the information with
reasonable diligence.” Therefore, the assessment needs to take into account how users
with such attributes could reasonably be expected to be influenced in making economic
decisions.

Notes contain information in addition to that presented in the statement of financial
position, statement(s) of profit or loss and other comprehensive income, separate
income-statement{(if presented)-statement of changes in equity and statement of
cash flows. Notes provide narrative descriptions or disaggregations of items
presented in those statements and information about items that do not qualify for
recognition in those statements.

Other comprehensive income comprises items of income and expense (including
reclassification adjustments) that are not recognised in profit or loss as required or
permitted by other HKFRSs.

The components of other comprehensive income include:

€) changes in revaluation surplus (see HKAS 16 Property, Plant and Equipment and
HKAS 38 Intangible Assets);

(b) actuarialgains-andlosses-onremeasurements of defined benefit plans recoghised
inaccordance-with-paragraph-93A-of (see HKAS 19 Employee Benefits);

(© gains and losses arising from translating the financial statements of a foreign
operation (see HKAS 21 The Effects of Changes in Foreign Exchange Rates);

(d) gains and losses on remeasuring available-for-sale financial assets (see HKAS 39
Financial Instruments: Recognition and Measurement);

(e) the effective portion of gains and losses on hedging instruments in a cash flow
hedge (see HKAS 39).

Owners are holders of instruments classified as equity.

Profit or loss is the total of income less expenses, excluding the components of other
comprehensive income.

Reclassification adjustments are amounts reclassified to profit or loss in the current
period that were recognised in other comprehensive income in the current or
previous periods.

In October 2010 the HKICPA replaced the Framework with the Conceptual Framework for Financial Reporting.
Paragraph 25 was superseded by Chapter 3 of the Conceptual Framework.

© Copyright 9 HKAS 1 (April-2012May 2014)
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Total comprehensive income is the change in equity during a period resulting from
transactions and other events, other than those changes resulting from
transactions with owners in their capacity as owners.

Total comprehensive income comprises all components of ‘profit or loss’ and of ‘other
comprehensive income’.

Although this Standard uses the terms ‘other comprehensive income’, ‘profit or loss’ and
‘total comprehensive income’, an entity may use other terms to describe the totals as long
as the meaning is clear. For example, an entity may use the term ‘net income’ to describe
profit or loss.

The following terms are described in HKAS 32 Financial Instruments: Presentation and are
used in this Standard with the meaning specified in HKAS 32:

(a) puttable financial instrument classified as an equity instrument (described in
paragraphs 16A and 16B of HKAS 32)

(b) an instrument that imposes on the entity an obligation to deliver to another party a
prorata share of the net assets of the entity only on liquidation and is classified as
an equity instrument (described in paragraphs 16C and 16D of HKAS 32).

Financial statements

10

Purpose of financial statements

Financial statements are a structured representation of the financial position and financial
performance of an entity. The objective of financial statements is to provide information
about the financial position, financial performance and cash flows of an entity that is useful
to a wide range of users in making economic decisions. Financial statements also show
the results of the management’s stewardship of the resources entrusted to it. To meet this
objective, financial statements provide information about an entity’s:

€) assets;

(b) liabilities;

(©) equity;

(d) income and expenses, including gains and losses;

(e) contributions by and distributions to owners in their capacity as owners; and
4] cash flows.

This information, along with other information in the notes, assists users of financial
statements in predicting the entity’s future cash flows and, in particular, their timing and
certainty.

Complete set of financial statements

A complete set of financial statements comprises:

(@) a statement of financial position as at the end of the period,;

(b) a statement of profit or loss and other comprehensive income for the period;
(c) a statement of changes in equity for the period;

(d) a statement of cash flows for the period,;

© Copyright 10 HKAS 1 (January-2010May 2014)
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(e) notes, comprising a summary of significant accounting policies and other
explanatory information; and

(ea) comparative information in respect of the preceding period as specified in
paragraphs 38 and 38A; and

)] a statement of financial position as at the beginning of the earliest
comparativepreceding period when an entity applies an accounting policy
retrospectively or makes aretrospective restatement of items in its financial
statements, or when it reclassifies items in its financial statements_in
accordance with paragraphs 40A - 40D.

An entity may use titles for the statements other than those used in this Standard.
For _example, an _entity may use the title ‘statement of comprehensive income’
instead of ‘statement of profit or loss and other comprehensive income’.

An _entity may present a single statement of profit or loss and other comprehensive

11

12

13

14

income, with profit or loss and other comprehensive income presented in _two
sections. The sections shall be presented together, with the profit or loss section
presented first followed directly by the other comprehensive income section. An
entity may present the profit or loss section in a separate statement of profit or loss.
If so, the separate statement of profit or loss shall immediately precede the
statement presenting comprehensive income, which shall begin with profit or loss.

An entity shall present with equal prominence all of the financial statements in a
complete set of financial statements.

Many entities present, outside the financial statements, a financial review by management
that describes and explains the main features of the entity’s financial performance and
financial position, and the principal uncertainties it faces. Such a report may include a
review of:

€)) the main factors and influences determining financial performance, including
changes in the environment in which the entity operates, the entity’s response to
those changes and their effect, and the entity’s policy for investment to maintain
and enhance financial performance, including its dividend policy;

(b) the entity’s sources of funding and its targeted ratio of liabilities to equity; and

(© the entity’s resources not recognised in the statement of financial position in
accordance with HKFRSs.

Many entities also present, outside the financial statements, reports and statements such
as environmental reports and value added statements, particularly in industries in which
environmental factors are significant and when employees are regarded as an important
user group. Reports and statements presented outside financial statements are outside
the scope of HKFRSs.

© Copyright 11 HKAS 1 (April-2012May 2014)
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General features
True and fair view and compliance with HKFRSs

Financial statements shall present a true and fair view of the financial position,
financial performance and cash flows of an entity. True and fair view requires the
faithful representation of the effects of transactions, other events and conditions in
accordance with the definitions and recognition criteria for assets, liabilities,
income and expenses set out in the Framework.” The application of HKFRSs, with
additional disclosure when necessary, is presumed to result in financial statements
that achieve a true and fair view.

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 financial statements as complying with HKFRSs unless they comply with
all the requirements of HKFRSs.

In virtually all circumstances, an entity achieves a true and fair view by compliance with
applicable HKFRSs. A true and fair view also requires an entity:

€) to select and apply accounting policies in accordance with HKAS 8 Accounting
Policies, Changes in Accounting Estimates and Errors. HKAS 8 sets out a
hierarchy of authoritative guidance that management considers in the absence of
an HKFRS that specifically applies to an item.

(b) to present information, including accounting policies, in a manner that provides
relevant, reliable, comparable and understandable information.

(c) 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.

An entity cannot rectify inappropriate accounting policies either by disclosure of
the accounting policies used or by notes or explanatory material.

In the extremely rare circumstances in which management concludes that
compliance with a requirement in an HKFRS would be so misleading that it would
conflict with the objective of financial statements set out in the Framework, the
entity shall depart from that requirement in the manner set out in paragraph 20 if the
relevant regulatory framework requires, or otherwise does not prohibit, such a
departure.

When an entity departs from a requirement of an HKFRS in accordance with
paragraph 19, it shall disclose:

(a) that management has concluded that the financial statements present fairly
the entity’s financial position, financial performance and cash flows;

(b) that it has complied with applicable HKFRSs, except that it has departed
from a particular requirement to achieve a true and fair view;

Paragraphs 15-24 contain references to the objective of financial statements set out in the Framework [for the
Preparation and Presentation of Financial Statements]. In October 2010 the HKICPA replaced the Framework with the
Conceptual Framework for Financial Reporting, which replaced the objective of financial statements with the objective
of general purpose financial reporting: see Chapter 1 of the Conceptual Framework.
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(c) the title of the HKFRS from which the entity has departed, the nature of the
departure, including the treatment that the HKFRS would require, the reason
why that treatment would be so misleading in the circumstances that it
would conflict with the objective of financial statements set out in the
Framework, and the treatment adopted; and

(d) for each period presented, the financial effect of the departure on each item
in the financial statements that would have been reported in complying with
the requirement.

When an entity has departed from a requirement of an HKFRS in a prior period, and
that departure affects the amounts recognised in the financial statements for the
current period, it shall make the disclosures set out in paragraph 20(c) and (d).

Paragraph 21 applies, for example, when an entity departed in a prior period from a
requirement in an HKFRS for the measurement of assets or liabilities and that departure
affects the measurement of changes in assets and liabilities recognised in the current
period’s financial statements.

In the extremely rare circumstances in which management concludes that
compliance with a requirement in an HKFRS would be so misleading that it would
conflict with the objective of financial statements set out in the Framework, but the
relevant regulatory framework prohibits departure from the requirement, the entity
shall, to the maximum extent possible, reduce the perceived misleading aspects of
compliance by disclosing:

€) the title of the HKFRS in question, the nature of the requirement, and the
reason why management has concluded that complying with that
requirement is so misleading in the circumstances that it conflicts with the
objective of financial statements set out in the Framework; and

(b) for each period presented, the adjustments to each item in the financial
statements that management has concluded would be necessary to achieve
atrue and fair view.

For the purpose of paragraphs 19-23, an item of information would conflict with the
objective of financial statements when it does not represent faithfully the transactions,
other events and conditions that it either purports to represent or could reasonably be
expected to represent and, consequently, it would be likely to influence economic
decisions made by users of financial statements. When assessing whether complying with
a specific requirement in an HKFRS would be so misleading that it would conflict with the
objective of financial statements set out in the Framework, management considers:

€) why the objective of financial statements is not achieved in the particular
circumstances; and

(b) how the entity’s circumstances differ from those of other entities that comply with
the requirement. If other entities in similar circumstances comply with the
requirement, there is a rebuttable presumption that the entity’s compliance with
the requirement would not be so misleading that it would conflict with the objective
of financial statements set out in the Framework.

© Copyright 13 HKAS 1
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Going concern

When preparing financial statements, management shall make an assessment of an
entity’s ability to continue as a going concern. An entity shall prepare financial
statements on a going concern basis unless management either intends to liquidate
the entity or to cease trading, or has no realistic alternative but to do so. When
management is aware, in making its assessment, of material uncertainties related to
events or conditions that may cast significant doubt upon the entity’s ability to
continue as a going concern, the entity shall disclose those uncertainties. When an
entity does not prepare financial statements on a going concern basis, it shall
disclose that fact, together with the basis on which it prepared the financial
statements and the reason why the entity is not regarded as a going concern.

In assessing whether the going concern assumption is appropriate, management takes
into account all available information about the future, which is at least, but is not limited to,
twelve months from the end of the reporting period. The degree of consideration depends
on the facts in each case. When an entity has a history of profitable operations and ready
access to financial resources, the entity may reach a conclusion that the going concern
basis of accounting is appropriate without detailed analysis. In other cases, management
may need to consider a wide range of factors relating to current and expected profitability,
debt repayment schedules and potential sources of replacement financing before it can
satisfy itself that the going concern basis is appropriate.

Accrual basis of accounting

An entity shall prepare its financial statements, except for cash flow information,
using the accrual basis of accounting.

When the accrual basis of accounting is used, an entity recognises items as assets,
liabilities, equity, income and expenses (the elements of financial statements) when they
satisfy the definitions and recognition criteria for those elements in the Framework.

Materiality and aggregation

An entity shall present separately each material class of similar items. An entity
shall present separately items of a dissimilar nature or function unless they are
immaterial.

Financial statements result from processing large numbers of transactions or other events
that are aggregated into classes according to their nature or function. The final stage in the
process of aggregation and classification is the presentation of condensed and classified
data, which form line items in the financial statements. If a line item is not individually
material, it is aggregated with other items either in those statements or in the notes. An
item that is not sufficiently material to warrant separate presentation in those statements
may warrant separate presentation in the notes.

An entity need not provide a specific disclosure required by an HKFRS if the information is
not material.

Offsetting

An entity shall not offset assets and liabilities or income and expenses, unless
required or permitted by an HKFRS.

replaced by the Conceptual Framework in October 2010.
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An entity reports separately both assets and liabilities, and income and expenses.
Offsetting in the statementsstatement(s) of profit or loss and other comprehensive income
or financial position er—in-the-separate-income-statement-(if presented), except when
offsetting reflects the substance of the transaction or other event, detracts from the ability
of users both to understand the transactions, other events and conditions that have
occurred and to assess the entity’s future cash flows. Measuring assets net of valuation
allowances—for example, obsolescence allowances on inventories and doubtful debts
allowances on receivables—is not offsetting.

HKAS 18 Revenue defines revenue and requires an entity to measure it at the fair value of
the consideration received or receivable, taking into account the amount of any trade
discounts and volume rebates the entity allows. An entity undertakes, in the course of its
ordinary activities, other transactions that do not generate revenue but are incidental to the
main revenue-generating activities. An entity presents the results of such transactions,
when this presentation reflects the substance of the transaction or other event, by netting
any income with related expenses arising on the same transaction. For example:

€) an entity presents gains and losses on the disposal of non-current assets,
including investments and operating assets, by deducting from the proceeds on
disposal the carrying amount of the asset and related selling expenses; and

(b) an entity may net expenditure related to a provision that is recognised in
accordance with HKAS 37 Provisions, Contingent Liabilities and Contingent
Assets and reimbursed under a contractual arrangement with a third party (for
example, a supplier's warranty agreement) against the related reimbursement.

In addition, an entity presents on a net basis gains and losses arising from a group of
similar transactions, for example, foreign exchange gains and losses or gains and losses
arising on financial instruments held for trading. However, an entity presents such gains
and losses separately if they are material.

Frequency of reporting

An entity shall present a complete set of financial statements (including
comparative information) at least annually. When an entity changes the end of its
reporting period and presents financial statements for a period longer or shorter
than one year, an entity shall disclose, in addition to the period covered by the
financial statements:

(a) the reason for using a longer or shorter period, and
(b) the fact that amounts presented in the financial statements are not entirely
comparable.

Normally, an entity consistently prepares financial statements for a one-year period.
However, for practical reasons, some entities prefer to report, for example, for a 52-week
period. This Standard does not preclude this practice.

Comparative information

Minimum comparative information

Except when HKFRSs permit or require otherwise, an entity shall disclese_present
comparative information in respect of the previeus-preceding period for all amounts
reported in the current period’s financial statements. An entity shall include
comparative information for narrative and descriptive information when—if it is
relevant to ar understanding efthe current period’s financial statements.
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An_entity shall present, as a minimum, two statements of financial position, two

38B

statements of profit or loss and other comprehensive income, two separate
statements of profit or loss (if presented), two statements of cash flows and two
statements of changes in equity, and related notes.

In some cases, narrative information provided in the financial statements for the preceding

38C

period(s) continues to be relevant in the current period. For example, an entity discloses in
the current period details of a legal dispute, the outcome of which was uncertain at the end
of the preceding period and is yet to be resolved. Users may benefit from the disclosure of
information that the uncertainty existed at the end of the preceding period and from the
disclosure of information about the steps that have been taken during the period to resolve

the uncertainty.

Additional comparative information

An _entity may present comparative information in addition to the minimum _comparative

38D

financial statements required by HKFRSs, as long as that information is prepared in
accordance with HKFRSs. This comparative information _may consist of one or more
statements referred to in paragraph 10, but need not comprise a complete set of financial
statements. When this is the case, the entity shall present related note information for
those additional statements.

For _example, an entity may present a third statement of profit or loss and other

39

40

40A

comprehensive income (thereby presenting the current period, the preceding period and
one additional comparative period). However, the entity is not required to present a third
statement of financial position, a third statement of cash flows or a third statement of
changes in equity (ie an additional financial statement comparative). The entity is required
to present, in the notes to the financial statements, the comparative information related to
that additional statement of profit or loss and other comprehensive income.

Change in accounting policy, retrospective restatement or reclassification

An entity shall present a third statement of financial position as at the beginning of

the preceding period in addition to the minimum comparative financial statements
required in paragraph 38A if:

© Copyright 16 HKAS 1_(May 2014)
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(a) it applies an accounting policy retrospectively, makes a retrospective
restatement of items in its financial statements or reclassifies items in its
financial statements; and

(b) the retrospective application, retrospective restatement _or _ the
reclassification has a material effect on the information in the statement of
financial position at the beginning of the preceding period.

40B In the circumstances described in paragraph 40A, an entity shall present three statements

of financial position as at:

(a) the end of the current period:;

(b) the end of the preceding period; and
() the beginning of the preceding period.

40C  When an entity is required to present an additional statement of financial position in
accordance with paragraph 40A, it must disclose the information required by paragraphs
41-44 and HKAS 8. However, it need not present the related notes to the opening
statement of financial position as at the beginning of the preceding period.

40D The date of that opening statement of financial position shall be as at the beginning of the
preceding period regardless of whether an entity’'s financial statements present
comparative information for earlier periods (as permitted in paragraph 38C).

41 When-the-If an _entity changes the presentation or classification of items in its
financial statements, the—entity—it shall reclassify comparative amounts unless
reclassification is impracticable. When the—an entity reclassifies comparative
amounts, the-entityit shall disclose_(including as at the beginning of the preceding
period):

@) the nature of the reclassification;
(b) the amount of each item or class of items that is reclassified; and
(c) the reason for the reclassification.

42 When it is impracticable to reclassify comparative amounts, an entity shall disclose:
(a) the reason for not reclassifying the amounts, and
(b) the nature of the adjustments that would have been made if the amounts

had been reclassified.

43 Enhancing the inter-period comparability of information assists users in making economic
decisions, especially by allowing the assessment of trends in financial information for
predictive purposes. In some circumstances, it is impracticable to reclassify comparative
information for a particular prior period to achieve comparability with the current period.
For example, an entity may not have collected data in the prior period(s) in a way that
allows reclassification, and it may be impracticable to recreate the information.

44 HKAS 8 sets out the adjustments to comparative information required when an entity
changes an accounting policy or corrects an error.

Consistency of presentation
45 An entity shall retain the presentation and classification of items in the financial

statements from one period to the next unless:
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€) it is apparent, following a significant change in the nature of the entity’s
operations or a review of its financial statements, that another presentation
or classification would be more appropriate having regard to the criteria for
the selection and application of accounting policies in HKAS 8; or

(b) an HKFRS requires a change in presentation.

For example, a significant acquisition or disposal, or a review of the presentation of the
financial statements, might suggest that the financial statements need to be presented
differently. An entity changes the presentation of its financial statements only if the
changed presentation provides information that is reliable and more relevant to users of
the financial statements and the revised structure is likely to continue, so that
comparability is not impaired. When making such changes in presentation, an entity
reclassifies its comparative information in accordance with paragraphs 41 and 42.

Structure and content

47

48

49

50

51

Introduction

This Standard requires particular disclosures in the statement of financial position or efthe
statement(s) of profit of loss and othe comprehensive income, in-the-separate-inceme

statement-{(if presented);-or in the statement of changes in equity and requires disclosure
of other line items either in those statements or in the notes. HKAS 7 Statement of Cash

Flows sets out requirements for the presentation of cash flow information.

This Standard sometimes uses the term ‘disclosure’ in a broad sense, encompassing
items presented in the financial statements. Disclosures are also required by other
HKFRSs. Unless specified to the contrary elsewhere in this Standard or in another HKFRS,
such disclosures may be made in the financial statements.

Identification of the financial statements

An entity shall clearly identify the financial statements and distinguish them from
other information in the same published document.

HKFRSs apply only to financial statements, and not necessarily to other information
presented in an annual report, a regulatory filing, or another document. Therefore, it is
important that users can distinguish information that is prepared using HKFRSs from other
information that may be useful to users but is not the subject of those requirements.

An entity shall clearly identify each financial statement and the notes. In addition,
an entity shall display the following information prominently, and repeat it when
necessary for the information presented to be understandable:

(a) the name of the reporting entity or other means of identification, and any
change in that information from the end of the preceding reporting period,;

(b) whether the financial statements are of an individual entity or a group of
entities;
(c) the date of the end of the reporting period or the period covered by the set of

financial statements or notes;
(d) the presentation currency, as defined in HKAS 21; and

(e) the level of rounding used in presenting amounts in the financial
statements.
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An entity meets the requirements in paragraph 51 by presenting appropriate headings for
pages, statements, notes, columns and the like. Judgement is required in determining the
best way of presenting such information. For example, when an entity presents the
financial statements electronically, separate pages are not always used; an entity then
presents the above items to ensure that the information included in the financial
statements can be understood.

An entity often makes financial statements more understandable by presenting information

in thousands or millions of units of the presentation currency. This is acceptable as long as
the entity discloses the level of rounding and does not omit material information.

Statement of financial position

Information to be presented in the statement of financial position

As a minimum, the statement of financial position shall include line items that
present the following amounts:

€) property, plant and equipment;

(b) investment property;

(c) intangible assets;

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

(e) investments accounted for using the equity method,;

() biological assets;

(9) inventories;

(h) trade and other receivables;

) cash and cash equivalents;

()] the total of assets classified as held for sale and assets included in disposal

groups classified as held for sale in accordance with HKFRS 5 Non-current
Assets Held for Sale and Discontinued Operations;

(k) trade and other payables;
) provisions;

(m) financial liabilities (excluding amounts shown under (k) and (1));

(n) liabilities and assets for current tax, as defined in HKAS 12 Income Taxes;
(0) deferred tax liabilities and deferred tax assets, as defined in HKAS 12;
(p) liabilities included in disposal groups classified as held for sale in

accordance with HKFRS 5;
@ non-controlling interests, presented within equity; and

() issued capital and reserves attributable to owners of the parent.
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An entity shall present additional line items, headings and subtotals in the
statement of financial position when such presentation is relevant to an
understanding of the entity’s financial position.

When an entity presents current and non-current assets, and current and
non-current liabilities, as separate classifications in its statement of financial
position, it shall not classify deferred tax assets (liabilities) as current assets
(liabilities).

This Standard does not prescribe the order or format in which an entity presents items.
Paragraph 54 simply lists items that are sufficiently different in nature or function to
warrant separate presentation in the statement of financial position. 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 financial 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’s financial
position. For example, a financial institution may amend the above descriptions to
provide information that is relevant to the operations of a financial institution.

An entity makes the judgement about whether to present additional items separately on
the basis of an assessment of:

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

The use of different measurement bases for different classes of assets suggests that their
nature or function differs and, therefore, that an entity presents them as separate line
items. For example, different classes of property, plant and equipment can be carried at
cost or at revalued amounts in accordance with HKAS 16.

Current/non-current distinction

An entity shall present current and non-current assets, and current and non-current
liabilities, as separate classifications in its statement of financial position in
accordance with paragraphs 66-76 except when a presentation based on liquidity
provides information that is reliable and more relevant. When that exception applies,
an entity shall present all assets and liabilities in order of liquidity.

Whichever method of presentation is adopted, an entity shall disclose the amount
expected to be recovered or settled after more than twelve months for each asset
and liability line item that combines amounts expected to be recovered or settled:

€) no more than twelve months after the reporting period, and
(b) more than twelve months after the reporting period.

When an entity supplies goods or services within a clearly identifiable operating cycle,
separate classification of current and non-current assets and liabilities in the statement of
financial position provides useful information by distinguishing the net assets that are
continuously circulating as working capital from those used in the entity’s long-term
operations. It also highlights assets that are expected to be realised within the current
operating cycle, and liabilities that are due for settlement within the same period.
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For some entities, such as financial institutions, a presentation of assets and liabilities in
increasing or decreasing order of liquidity provides information that is reliable and more
relevant than a current/ non-current presentation because the entity does not supply
goods or services within a clearly identifiable operating cycle.

In applying paragraph 60, an entity is permitted to present some of its assets and liabilities
using a current/non-current classification and others in order of liquidity when this provides
information that is reliable and 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 liabilities is useful in
assessing the liquidity and solvency of an entity. HKFRS 7 Financial Instruments:
Disclosures requires disclosure of the maturity dates of financial assets and financial
liabilities. Financial assets include trade and other receivables, and financial liabilities
include trade and other payables. Information on the expected date of recovery of
non-monetary assets such as inventories and expected date of settlement for liabilities
such as provisions is also useful, whether assets and liabilities are classified as current or
as non-current. For example, an entity discloses the amount of inventories that are
expected to be recovered more than twelve months after the reporting period.

Current assets
An entity shall classify an asset as current when:

(@) it expects to realise the asset, or intends to sell or consume it, in its normal
operating cycle;

(b) it holds the asset primarily for the purpose of trading;

(c) it expects to realise the asset within twelve months after the reporting
period; or

(d) the asset is cash or a cash equivalent (as defined in HKAS 7) unless the

asset is restricted from being exchanged or used to settle a liability for at
least twelve months after the reporting period.

An entity shall classify all other assets as non-current.

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

The operating cycle of an entity is the time between the acquisition of assets for
processing and their realisation in cash or cash equivalents. When the entity’s normal
operating cycle is not clearly identifiable, it is assumed to be twelve months. Current
assets include assets (such as inventories 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 reporting period. Current assets also include assets
held primarily for the purpose of trading (examples include some financial assets classified
as held for trading in accordance with HKAS 39) and the current portion of non-current
financial assets.

Current liabilities
An entity shall classify a liability as current when:
€) it expects to settle the liability in its normal operating cycle;

(b) it holds the liability primarily for the purpose of trading;
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(c) the liability is due to be settled within twelve months after the reporting
period; or
(d) it does not have an unconditional right to defer settlement of the liability for

at least twelve months after the reporting period (see paragraph 73). Terms
of a liability that could, at the option of the counterparty, result in its
settlement by the issue of equity instruments do not affect its classification.

An entity shall classify all other liabilities as non-current.

Some current liabilities, such as trade payables and some accruals for employee and
other operating costs, are part of the working capital used in the entity’s normal operating
cycle. An entity classifies such operating items as current liabilities even if they are due to
be settled more than twelve months after the reporting period. The same normal operating
cycle applies to the classification of an entity’s assets and liabilities. When the entity’s
normal operating cycle is not clearly identifiable, it is assumed to be twelve months.

Other current liabilities are not settled as part of the normal operating cycle, but are due for
settlement within twelve months after the reporting period or held primarily for the purpose
of trading. Examples are some financial liabilities classified as held for trading in
accordance with HKAS 39, bank overdrafts, and the current portion of non-current
financial liabilities, dividends payable, income taxes and other non-trade payables.
Financial liabilities that provide financing on a long-term basis (ie are not part of the
working capital used in the entity’s normal operating cycle) and are not due for settlement
within twelve months after the reporting period are non-current liabilities, subject to
paragraphs 74 and 75.

An entity classifies its financial liabilities as current when they are due to be settled within
twelve months after the reporting period, even if:

€) the original term was for a period longer than twelve months, and

(b) an agreement to refinance, or to reschedule payments, on a long-term basis is
completed after the reporting period and before the financial statements are
authorised for issue.

If an entity expects, and has the discretion, to refinance or roll over an obligation for at
least twelve months after the reporting period under an existing loan facility, it classifies
the obligation as non-current, even if it would otherwise be due within a shorter period.
However, when refinancing or rolling over the obligation is not at the discretion of the entity
(for example, there is no arrangement for refinancing), the entity does not consider the
potential to refinance the obligation and classifies the obligation as current.

When an entity breaches a provision of a long-term loan arrangement on or before the end
of the reporting period with the effect that the liability becomes payable on demand, it
classifies the liability as current, even if the lender agreed, after the reporting period and
before the authorisation of the financial statements for issue, not to demand payment as a
consequence of the breach. An entity classifies the liability as current because, at the end
of the reporting period, it does not have an unconditional right to defer its settlement for at
least twelve months after that date.

However, an entity classifies the liability as non-current if the lender agreed by the end of
the reporting period to provide a period of grace ending at least twelve months after the
reporting period, within which the entity can rectify the breach and during which the lender
cannot demand immediate repayment.
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In respect of loans classified as current liabilities, if the following events occur between the
end of the reporting period and the date the financial statements are authorised for issue,
those events are disclosed as non-adjusting events in accordance with HKAS 10 Events
after the Reporting Period:

(a) refinancing on a long-term basis;
(b) rectification of a breach of a long-term loan arrangement; and
(c) the granting by the lender of a period of grace to rectify a breach of a long-term

loan arrangement ending at least twelve months after the reporting period.

Information to be presented either in the statement of financial position or in the
notes

An entity shall disclose, either in the statement of financial position or in the notes,
further subclassifications of the line items presented, classified in a manner
appropriate to the entity’s operations.

The detail provided in subclassifications depends on the requirements of HKFRSs and on
the size, nature and function of the amounts involved. An entity also uses the factors set
out in paragraph 58 to decide the basis of subclassification. The disclosures vary for each
item, for example:

€) items of property, plant and equipment are disaggregated into classes in
accordance with HKAS 16;

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

(© inventories are disaggregated, in accordance with HKAS 2 Inventories, into
classifications such as merchandise, production supplies, materials, work in
progress and finished goods;

(d) provisions are disaggregated into provisions for employee benefits and other
items; and
(e) equity capital and reserves are disaggregated into various classes, such as

paid-in capital, share premium and reserves.

An entity shall disclose the following, either in the statement of financial position or
the statement of changes in equity, or in the notes:

€)] for each class of share capital:
0] the number of shares authorised;
(i) the number of shares issued and fully paid, and issued but not fully
paid;
(iii) par value per share, or that the shares have no par value;

(iv) a reconciliation of the number of shares outstanding at the
beginning and at the end of the period,;

(v) the rights, preferences and restrictions attaching to that class
including restrictions on the distribution of dividends and the
repayment of capital;
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(vi) shares in the entity held by the entity or by its subsidiaries or
associates; and

(vii) shares reserved for issue under options and contracts for the sale of
shares, including terms and amounts; and

(b) a description of the nature and purpose of each reserve within equity.

80 An entity without share capital, such as a partnership or trust, shall disclose
information equivalent to that required by paragraph 79(a), showing changes during
the period in each category of equity interest, and the rights, preferences and
restrictions attaching to each category of equity interest.

80A  If an entity has reclassified
€) a puttable financial instrument classified as an equity instrument, or
(b) an instrument that imposes on the entity an obligation to deliver to another

party a pro rata share of the net assets of the entity only on liquidation and
is classified as an equity instrument
between financial liabilities and equity, it shall disclose the amount reclassified into
and out of each category (financial liabilities or equity), and the timing and reason
for that reclassification.
Statement of profit or loss and other comprehensive income

81 [Deleted] An-entity-shall-presentall-items-of-income-and-expense-recoghised-in-a
period:
@
by

81A The statement of profit or loss and other comprehensive income (statement of
comprehensive income) shall present, in addition to the profit or loss and other
comprehensive income sections:

(a) _profit or loss;

(b) total other comprehensive income;

(c) comprehensive income for the period, being the total of profit or loss and other
comprehensive income.

If an entity presents a separate statement of profit or loss it does not present the

profit or loss section in the statement presenting comprehensive income.

81B An entity shall present the following items, in addition to the profit or loss and other

comprehensive income sections, as allocation of profit or loss and other
comprehensive income for the period:
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(a) _profit or loss for the period attributable to:

(D)

non-controlling interests, and

(i) _owners of the parent.

(b) comprehensive income for the period attributable to:

()

non-controlling interests, and

(ii) owners of the parent.

If an entity presents profit or loss in a separate statement it shall present (a) in that

Statement.

Information to be presented in the statementof-comprehensive-

income profit or loss section or the statement of profit or loss

Information to be presented in the profit or loss section or the statement of profit or

loss statement-of-comprehensive-income

82 As—a-minimumin_addition to items required by other HKFRSs, the profit or loss

section or the statement of comprehensive-incomeprofit or loss shall include line
items that present the following amounts for the period:

(@)
(b)
(©)

(d)
(e)

revenue;
finance costs;

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

tax expense;
[deleted]asingle-amount-comprising-the-total-of:
n I . | i : I .

E tuting the discontinued operation:

a single amount for the total of discontinued operations (see HKFRS 5).

[deleted]
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Information to be presented in the other comprehensive income
section

The other comprehensive income section shall present line items for amounts of

83

84

85

86

87

88

other comprehensive income in the period, classified by nature (including share of
the other comprehensive income of associates and joint ventures accounted for
using the equity method) and grouped into those that, in accordance with other
HKFRSs:

(a) _will not be reclassified subsequently to profit or loss; and

(b) will be reclassified subsequently to profit or loss when specific conditions are
met.

[Deleted] An—entity—shall—disclose—the—following—items—in—the—statement—of
comprehensiveincome-as-allocationsforthe period:

; : . ibutal :

An entity shall present additional line items, headings and subtotals in the
statement(s) presenting efprofit or loss and other comprehensive income-and-the

separate-income-statement-{if presented); when such presentation is relevant to an

understanding of the entity’s financial 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 assists users in understanding the financial performance achieved
and in making projections of future financial performance. An entity includes additional line
items in the statement(s) presenting efprofit or loss and other comprehensive income-and
ir-the-separate-income-statement-{if presented); and it amends the descriptions used and
the ordering of items when this is necessary to explain the elements of financial
performance. An entity considers factors including materiality and the nature and function
of the items of income and expense. For example, a financial institution may amend the
descriptions to provide information that is relevant to the operations of a financial
institution. An entity does not offset income and expense items unless the criteria in
paragraph 32 are met.

An entity shall not present any items of income or expense as extraordinary items,
in the statement(s) presenting efprofit or loss and other comprehensive income-e+

the-separate-income-statement(if presented); or in the notes.

Profit or loss for the period

An entity shall recognise all items of income and expense in a period in profit or
loss unless an HKFRS requires or permits otherwise.
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Some HKFRSs specify circumstances when an entity recognises particular items outside
profit or loss in the current period. HKAS 8 specifies two such circumstances: the
correction of errors and the effect of changes in accounting policies. Other HKFRSs
require or permit components of other comprehensive income that meet the Framework’s’
definition of income or expense to be excluded from profit or loss (see paragraph 7).

Other comprehensive income for the period
An entity shall disclose the amount of income tax relating to each-compenent item

of other comprehensive income, including reclassification adjustments, either in
the statement of profit or loss and other comprehensive income or in the notes.

An entity may present-components items of other comprehensive income either:
(a) net of related tax effects, or

(b) before related tax effects with one amount shown for the aggregate amount of
income tax relating to those-components items.

If an entity elects alternative (b), it shall allocate the tax between the items that might be
reclassified subsequently to the profit or loss section and those that will not be reclassified
subsequently to the profit or loss section.

An entity shall disclose reclassification adjustments relating to components of
other comprehensive income.

Other HKFRSs specify whether and when amounts previously recognised in other
comprehensive income are reclassified to profit or loss. Such reclassifications are referred
to in this Standard as reclassification adjustments. A reclassification adjustment is
included with the related component of other comprehensive income in the period that the
adjustment is reclassified to profit or loss. For example, gains realised on the disposal of
available-for-sale financial assets are included in profit or loss of the current period. These
amounts may have been recognised in other comprehensive income as unrealised gains
in the current or previous periods. Those unrealised gains must be deducted from other
comprehensive income in the period in which the realised gains are reclassified to profit or
loss to avoid including them in total comprehensive income twice.

An entity may present reclassification adjustments in the statement(s) of profit or loss and
other comprehensive income or in the notes. An entity presenting reclassification
adjustments in the notes presents the items eempeonents-of other comprehensive income
after any related reclassification adjustments.

Reclassification adjustments arise, for example, on disposal of a foreign operation (see
HKAS 21), on derecognition of available-for-sale financial assets (see HKAS 39) and when
a hedged forecast transaction affects profit or loss (see paragraph 100 of HKAS 39 in
relation to cash flow hedges).

Reclassification adjustments do not arise on changes in revaluation surplus recognised in
accordance with HKAS 16 or HKAS 38 or on remeasurements of actuarial-gains—and

lesses-en-defined benefit plans recognised in accordance with paragraph-93A-6£HKAS 19.
These components are recognised in other comprehensive income and are not
reclassified to profit or loss in subsequent periods. Changes in revaluation surplus may be
transferred to retained earnings in subsequent periods as the asset is used or when it is

derecognlsed (see HKAS 16 and HKAS 38) Aetuanal—gams—and—tesses—are—pepened—m

In October 2010 the HKICPA replaced the Framework with the Conceptual Framework for Financial Reporting.
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Information to be presented in the statement(s) of profit or loss and other
comprehensive income or in the notes

When items of income or expense are material, an entity shall disclose their nature
and amount separately.

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 as reversals of such write-downs;

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

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

(e) discontinued operations;

)] litigation settlements; and

(9) other reversals of provisions.

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

Entities are encouraged to present the analysis in paragraph 99 in the statement(s)

presenting of profit or loss and other comprehensive income-erin-the-separate-income
statement(ipresented).

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.

The first form of analysis is the ‘nature of expense’ method. An entity aggregates
expenses within profit or loss according to their nature (for example, depreciation,
purchases of materials, transport costs, employee benefits and advertising costs), and
does not reallocate them among functions within the entity. This method may be simple to
apply because no allocations of expenses to functional classifications are necessary. An
example of a classification using the nature of expense method is as follows:

Revenue X
Other income X

Changes in inventories of finished goods and work
in progress

Raw materials and consumables used
Employee benefits expense

Depreciation and amortisation expense

X X X X X

Other expenses
Total expenses X)

Profit before tax X
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The second form of analysis is the ‘function of expense’ or ‘cost of sales’ method and
classifies expenses according to their function as part of cost of sales or, for example, the
costs of distribution or administrative activities. At a minimum, an entity discloses its cost
of sales under this method separately from other expenses. This method can provide more
relevant information to users than the classification of expenses by nature, but allocating
costs to functions may require arbitrary allocations and involve considerable judgement.
An example of a classification using the function of expense method is as follows:

Revenue X
Cost of sales xX)
Gross profit X
Other income X
Distribution costs X)
Administrative expenses xX)
Other expenses X)
Profit before tax X

An entity classifying expenses by function shall disclose additional information on
the nature of expenses, including depreciation and amortisation expense and
employee benefits expense.

The choice between the function of expense method and the nature of expense method
depends on historical and industry factors and the nature of the entity. Both methods
provide an indication of those costs that might vary, directly or indirectly, with the level of
sales or production of the entity. Because each method of presentation has merit for
different types of entities, this Standard requires management to select the presentation
that is reliable and more relevant. However, because information on the nature of
expenses is useful in predicting future cash flows, additional disclosure is required when
the function of expense classification is used. In paragraph 104, ‘employee benefits’ has
the same meaning as in HKAS 19.

Statement of changes in equity
Information to be presented in the statement of changes in equity

An entity shall present a statement of changes in equity as required by paragraph
10. The statement of changes in equity includes the following information:

€)] total comprehensive income for the period, showing separately the total
amounts attributable to owners of the parent and to non-controlling
interests;

(b) for each component of equity, the effects of retrospective application or

retrospective restatement recognised in accordance with HKAS 8; and

(c) [deleted]

(d) for each component of equity, a reconciliation between the carrying amount
at the beginning and the end of the period, separately disclosing changes
resulting from:

0) profit or loss;

(i) other comprehensive income; and
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(iii) transactions with owners in their capacity as owners, showing
separately contributions by and distributions to owners and
changes in ownership interests in subsidiaries that do not resultin a
loss of control.

Information to be presented in the statement of changes in equity or in the notes

For each component of equity an entity shall present, either in the statement of
changes in equity or in the notes, an analysis of other comprehensive income by
item (see paragraph 106(d)(ii)).

An entity shall present, either in the statement of changes in equity or in the notes,
the amount of dividends recognised as distributions to owners during the period,
and the related amount of dividends per share.

In paragraph 106, the components of equity include, for example, each class of
contributed equity, the accumulated balance of each class of other comprehensive income
and retained earnings.

Changes in an entity’s equity between the beginning and the end of the reporting period
reflect the increase or decrease in its net assets during the period. Except for changes
resulting from transactions with owners in their capacity as owners (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 expense, including gains and losses,
generated by the entity’s activities during that period.

HKAS 8 requires retrospective adjustments to effect changes in accounting policies, to the
extent practicable, except when the transition provisions in another HKFRS require
otherwise. HKAS 8 also requires restatements to correct errors to be made retrospectively,
to the extent practicable. Retrospective adjustments and retrospective restatements are
not changes in equity but they are adjustments to the opening balance of retained
earnings, except when an HKFRS requires retrospective adjustment of another
component of equity. Paragraph 106(b) requires disclosure in the statement of changes in
equity of the total adjustment to each component of equity resulting from changes in
accounting policies and, separately, from corrections of errors. These adjustments are
disclosed for each prior period and the beginning of the period.

Statement of cash flows
Cash flow information provides users of financial statements with a basis to 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 sets out requirements for the presentation and disclosure
of cash flow information.

Notes

Structure

The notes shall:

€) present information about the basis of preparation of the financial
statements and the specific accounting policies used in accordance with

paragraphs 117-124;

(b) disclose the information required by HKFRSs that is not presented
elsewhere in the financial statements; and
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(c) provide information that is not presented elsewhere in the financial
statements, but is relevant to an understanding of any of them.

An entity shall, as far as practicable, present notes in a systematic manner. An
entity shall cross-reference each item in the statements of financial position and ef
in_the statement(s) of profit or loss and other comprehensive income, in—the

separate-income-statement{(if presented); and in the statements of changes in

equity and of cash flows to any related information in the notes.

An entity normally presents notes in the following order, to assist users to understand the
financial statements and to compare them with financial statements of other entities:

(a) statement of compliance with HKFRSs (see paragraph 16);
(b) summary of significant accounting policies applied (see paragraph 117);
(c) supporting information for items presented in the statements of financial position

and-ef in the statement(s) of profit or loss and other comprehensive income, inthe

separate-income-statement-(if presented);—and in the statements of changes in

equity and of cash flows, in the order in which each statement and each line item
is presented; and

(d) other disclosures, including:

0] contingent liabilities (see HKAS 37) and unrecognised contractual
commitments, and

(i) non-financial disclosures, eg the entity’s financial risk management
objectives and policies (see HKFRS 7).

In some circumstances, it may be necessary or desirable to vary the order of specific items
within the notes. For example, an entity may combine information on changes in fair value
recognised in profit or loss with information on maturities of financial instruments, although
the former disclosures relate to the statement(s) presenting-ef profit or loss and other
comprehensive income-er-separate-income-statement{if presented) and the latter relate to
the statement of financial position. Nevertheless, an entity retains a systematic structure
for the notes as far as practicable.

An entity may present notes providing information about the basis of preparation of the
financial statements and specific accounting policies as a separate section of the financial
statements.

Disclosure of accounting policies
An entity shall disclose in the summary of significant accounting policies:

(a) the measurement basis (or bases) used in preparing the financial
statements, and

(b) the other accounting policies used that are relevant to an understanding of
the financial statements.

It is important for an entity to inform users of the measurement basis or bases used in the
financial statements (for example, historical cost, current cost, net realisable value, fair
value or recoverable amount) because the basis on which an entity prepares the financial
statements significantly affects users’ analysis. When an entity uses more than one
measurement basis in the financial statements, for example when particular classes of
assets are revalued, it is sufficient to provide an indication of the categories of assets and
liabilities to which each measurement basis is applied.
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In deciding whether a particular accounting policy should be disclosed, management
considers whether disclosure would assist users in understanding how transactions, other
events and conditions are reflected in reported financial performance and financial position.
Disclosure of particular accounting policies is especially useful to users when those
policies are selected from alternatlves allowed |n HKFRSS An example is dlsclosure of
whether-a-
eensehdaﬂen—eHhe—equnemed—ese&HKAS%i—m&msts—m%nH%es) an enuty
applies the fair value or cost model to its investment property (see HKAS 40 Investment
Property). Some HKFRSs specifically require disclosure of particular accounting policies,
including choices made by management between different policies they allow. For
example, HKAS 16 requires disclosure of the measurement bases used for classes of
property, plant and equipment.

Each entity considers the nature of its operations and the policies that the users of its
financial statements would expect to be disclosed for that type of entity. For example,
users would expect an entity subject to income taxes to disclose its accounting policies for
income taxes, including those applicable to deferred tax liabilities and assets. When an
entity has significant foreign operations or transactions in foreign currencies, users would
expect disclosure of accounting policies for the recognition of foreign exchange gains and
losses.

An accounting policy may be significant because of the nature of the entity’s operations
even if amounts for current and prior periods are not material. It is also appropriate to
disclose each significant accounting policy that is not specifically required by HKFRSs but
the entity selects and applies in accordance with HKAS 8.

An entity shall disclose, in the summary of significant accounting policies or other
notes, the judgements, apart from those involving estimations (see paragraph 125),
that management has made in the process of applying the entity’s accounting
policies and that have the most significant effect on the amounts recognised in the
financial statements.

In the process of applying the entity’s accounting policies, management makes various
judgements, apart from those involving estimations, that can significantly affect the
amounts it recognises in the financial statements. For example, management makes
judgements in determining:

€) whether financial assets are held-to-maturity investments;

(b) when substantially all the significant risks and rewards of ownership of financial
assets and lease assets are transferred to other entities; and

(© whether, in substance, particular sales of goods are financing arrangements and
therefore do not give rise to revenue;-and.

Some of the disclosures made in accordance with paragraph 122 are required by other

HKFRSs For example—HKA%—Z—Lrequ#es—an—enﬂ%e—dselese%e—Feasens—why—the

d#eetly—eHnd#eetly—mFeegh—sebsqdmﬂes HKFRS 12 Dlsclosure of Interests in Other

Entities requires an entity to disclose the judgements it has made in determining whether it
controls another entity. HKAS 40 lavestment-Property-requires disclosure of the criteria
developed by the entity to distinguish investment property from owner-occupied property
and from property held for sale in the ordinary course of business, when classification of
the property is difficult.
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Sources of estimation uncertainty

An entity shall disclose information about the assumptions it makes about the
future, and other major sources of estimation uncertainty at the end of the reporting
period, that have a significant risk of resulting in a material adjustment to the
carrying amounts of assets and liabilities within the next financial year. In respect of
those assets and liabilities, the notes shall include details of:

€)] their nature, and
(b) their carrying amount as at the end of the reporting period.

Determining the carrying amounts of some assets and liabilities requires estimation of the
effects of uncertain future events on those assets and liabilities at the end of the reporting
period. For example, in the absence of recently observed market prices, future-oriented
estimates are necessary to measure the recoverable amount of classes of property, plant
and equipment, the effect of technological obsolescence on inventories, provisions subject
to the future outcome of litigation in progress, and long-term employee benefit liabilities
such as pension obligations. These estimates involve assumptions about such items as
the risk adjustment to cash flows or discount rates, future changes in salaries and future
changes in prices affecting other costs.

The assumptions and other sources of estimation uncertainty disclosed in accordance with
paragraph 125 relate to the estimates that require management’s most difficult, subjective
or complex judgements. As the number of variables and assumptions affecting the
possible future resolution of the uncertainties increases, those judgements become more
subjective and complex, and the potential for a consequential material adjustment to the
carrying amounts of assets and liabilities normally increases accordingly.

The disclosures in paragraph 125 are not required for assets and liabilities with a
significant risk that their carrying amounts might change materially within the next financial
year if, at the end of the reporting period, they are measured at fair value based on
recently observed-market-pricesa quoted price in an active market for an identical asset or
liability. Such fair values might change materially within the next financial year but these
changes would not arise from assumptions or other sources of estimation uncertainty at
the end of the reporting period.

An entity presents the disclosures in paragraph 125 in a manner that helps users of
financial statements to understand the judgements that management makes about the
future and about other sources of estimation uncertainty. The nature and extent of the
information provided vary according to the nature of the assumption and other
circumstances. Examples of the types of disclosures an entity makes are:

€)) the nature of the assumption or other estimation uncertainty;

(b) the sensitivity of carrying amounts to the methods, assumptions and estimates
underlying their calculation, including the reasons for the sensitivity;

(©) the expected resolution of an uncertainty and the range of reasonably possible
outcomes within the next financial year in respect of the carrying amounts of the
assets and liabilities affected; and

(d) an explanation of changes made to past assumptions concerning those assets
and liabilities, if the uncertainty remains unresolved.

This Standard does not require an entity to disclose budget information or forecasts in
making the disclosures in paragraph 125.
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Sometimes it is impracticable to disclose the extent of the possible effects of an
assumption or another source of estimation uncertainty at the end of the reporting period.
In such cases, the entity discloses that it is reasonably possible, on the basis of existing
knowledge, that outcomes within the next financial year that are different from the
assumption could require a material adjustment to the carrying amount of the asset or
liability affected. In all cases, the entity discloses the nature and carrying amount of the
specific asset or liability (or class of assets or liabilities) affected by the assumption.

The disclosures in paragraph 122 of particular judgements that management made in the
process of applying the entity’s accounting policies do not relate to the disclosures of
sources of estimation uncertainty in paragraph 125.

Other HKFRSs require the disclosure of some of the assumptions that would otherwise be
required in accordance with paragraph 125. For example, HKAS 37 requires disclosure, in
specified circumstances, of major assumptions concerning future events affecting classes
of provisions.—HKFRS—7 HKFRS 13 Fair Value Measurement requires disclosure of
significant assumptions_(including the valuation technigue(s) and inputs) the entity uses
when measuring in-estimating-the fair values of financial-assets and financial-liabilities that

are carrled at falr vaIue HKAS—l&requ#es—dBelesu@eLsgmﬂeaM—assumpuens%the

Capital

An entity shall disclose information that enables users of its financial statements to
evaluate the entity’s objectives, policies and processes for managing capital.

To comply with paragraph 134, the entity discloses the following:

€) gualitative information about its objectives, policies and processes for managing
capital, including:

0] a description of what it manages as capital,

(ii) 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 capital; and

(i) how it is meeting its objectives for managing capital.

(b) summary quantitative data about what it manages as capital. Some entities regard
some financial liabilities (eg some forms of subordinated debt) as part of capital.

Other entities regard capital as excluding some components of equity (eg
components arising from cash flow hedges).

(© any changes in (a) and (b) from the previous period.

(d) whether during the period it complied with any externally imposed capital
requirements to which it is subject.

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

The entity bases these disclosures on the information provided internally to key
management personnel.
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An entity may manage capital in a number of ways and be subject to a number of different
capital requirements. For example, a conglomerate may include entities that undertake
insurance activities and banking activities and those entities may operate in several
jurisdictions. When an aggregate disclosure of capital requirements 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.

Puttable financial instruments classified as equity

For puttable financial instruments classified as equity instruments, an entity shall
disclose (to the extent not disclosed elsewhere):

(a) summary quantitative data about the amount classified as equity;
(b) its objectives, policies and processes for managing its obligation to
repurchase or redeem the instruments when required to do so by the

instrument holders, including any changes from the previous period;

(c) the expected cash outflow on redemption or repurchase of that class of
financial instruments; and

(d) information about how the expected cash outflow on redemption or
repurchase was determined.

Other disclosures

An entity shall disclose in the notes:

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

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

An entity shall disclose the following, if not disclosed elsewhere in information
published with the financial statements:

(a) 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 the registered office);

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

(c) the name of the parent and the ultimate parent of the group; and

(d) if it is a limited life entity, information regarding the length of its life.
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Transition and effective date

139

139A

139B

139C

139D

139E

139F

139G

An entity shall apply this Standard for annual periods beginning on or after 1 January 2009.

Earlier application is permitted. If an entity adopts this Standard for an earlier period, it
shall disclose that fact.

HKAS 27 (as amended in 2008) amended paragraph 106. An entity shall apply that
amendment for annual periods beginning or or after 1 July 2009. If an entity applies HKAS
27 (amended 2008) for an earlier period, the amendment shall be applied for that earlier
period. The amendment shall be applied retrospectively.

Puttable Financial Instruments and Obligations Arising on Liquidation (Amendments to
HKAS 32 and HKAS 1), issued in June 2008, amended paragraph 138 and inserted
paragraphs 8A, 80A and 136A. An entity shall apply those amendments for annual periods
beginning on or after 1 January 2009. Earlier application is permitted. If an entity applies
the amendments for an earlier period, it shall disclose that fact and apply the related
amendments to HKAS 32, HKAS 39, HKFRS 7 and HK(IFRIC)-Int 2 Members’ Shares in
Co-operative Entities and Similar Instruments at the same time.

Paragraphs 68 and 71 were amended by Improvements to HKFRSs issued in October
2008. An entity shall apply those amendments for annual periods beginning on or after 1
January 2009. Earlier application is permitted. If an entity applies the amendments for an
earlier period it shall disclose that fact.

Paragraph 69 was amended by Improvements to HKFRSs issued in May 2009. An entity
shall apply that amendment for annual periods beginning on or after 1 January 2010.
Earlier application is permitted. If an entity applies the amendment for an earlier period it
shall disclose that fact.

[This paragraph refers to amendments that are not yet effective, and is therefore not
included in this edition.]

Paragraphs 106 and 107 were amended and paragraph 106A was added by
Improvements to HKFRSs issued in May 2010. An entity shall apply those amendments
for annual periods beginning on or after 1 January 2011. Earlier application is permitted.

[This paragraph refers to amendments that are not yet effective, and is therefore not

139H

included in this edition.]

HKFRS 10 and HKFRS 12, issued in June 2011, amended paragraphs 4, 119, 123 and

1391

124. An entity shall apply those amendments when it applies HKFRS 10 and HKFRS 12.

HKFRS 13, issued in June 2011, amended paragraphs 128 and 133. An entity shall apply

139J

those amendments when it applies HKFRS 13.

Presentation of Iltems of Other Comprehensive Income (Amendments to HKAS 1), issued

139K

in July 2011, amended paragraphs 7, 10, 82, 85-87, 90, 91, 94, 100 and 115, added
paragraphs 10A, 81A, 81B and 82A, and deleted paragraphs 12, 81, 83 and 84. An entity
shall apply those amendments for annual periods beginning on or after 1 July 2012. Earlier
application is permitted. If an entity applies the amendments for an earlier period it shall
disclose that fact.

HKAS 19 Employee Benefits (as amended in July 2011) amended the definition of ‘other

comprehensive income’ in paragraph 7 and paragraph 96. An entity shall apply those
amendments when it applies HKAS 19 (as amended in July 2011).
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139L  Annual Improvements 2009-2011 Cycle, issued in June 2012, amended paragraphs 10,
38 and 41, deleted paragraphs 39—40 and added paragraphs 38A—38D and 40A—40D. An
entity shall apply that amendment retrospectively in accordance with HKAS 8 Accounting
Policies, Changes in Accounting Estimates and Errors for annual periods beginning on or

after 1 January 2013. Earlier application is permitted. If an entity applies that amendment
for an earlier period it shall disclose that fact.

Withdrawal of HKAS 1 (issued 2004)

140 This Standard supersedes HKAS 1 Presentation of Financial Statements issued in 2004,
as amended in 2005.
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Appendix A
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, these amendments shall be
applied for that earlier period. In the amended paragraphs, new text is underlined and deleted text
is struck through.

*k%

The amendments contained in this appendix when this Standard was revised in 2007 have been
incorporated into the relevant pronouncements.
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Appendix B
Comparison with International Accounting Standards

This comparison appendix, which was prepared as at 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 HKAS 1.

The International Accounting Standard comparable with HKAS 1 is IAS 1 Presentation of
Financial Statements.

The following sets out the major textual difference between HKAS 1 and IAS 1 and the reason for
the difference.

Difference Reason for the differences

(i) IAS 1 paras 15-24 vs HKAS 1 paras
15-24

To match with the terms used in the Hong

The terms 'fair presentation' and 'present Kong Companies Ordinance

fairly' used in IAS 1 are replaced by the

terms 'true and fair view' and 'achieve a

true and fair view' in HKAS 1
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Appendix C
Notes on Legal Requirements in Hong Kong

This appendix accompanies, but is not part of, HKAS 1.

The following sets out the legal requirements in Hong Kong that are pertinent to each Hong Kong
Accounting Standards or Hong Kong Financial Reporting Standards. The references to ‘the
Schedule” below are to the Tenth Schedule to the Companies Ordinance (“CO”)(Cap. 32) which
continues to be effective for financial statements covering a period beginning on or before 2 March
2014.

1. HKAS 1 Presentation of Financial Statements

Sections 122 and 123 of the CO requires the directors of a company to prepare a profit
and loss account for each financial year, and a balance sheet as at the last day of that
year. The accounts must give a true and fair view of the profit or loss and of the state of
affairs of the company, and comply with the requirements of the Schedule. Based on
the communication with International Accounting Standards Board, the HKICPA
believes that the term 'true and fair view' and the term ‘fair presentation’ used in IAS 1,
Presentation of Financial Statements are equivalent terms. Please also refer to
paragraph 46 of the Framework which contains certain references to the two terms.

Sections 124 to 126 of the CO requires, where a company has a subsidiary at the end
of its financial year, the directors of a company to prepare group accounts unless the
company is, at the end of its financial year, a wholly owned subsidiary of another body
corporate. Group accounts, which normally comprise a consolidated balance sheet and
a consolidated profit and loss account, must give a true and fair view of the state of
affairs and profit or loss of the company and its subsidiaries.

Section 129D of the CO requires a directors’ report to be attached to every balance
sheet laid before a company in general meeting. The legal requirements with regard
to the content of a directors’ report are dealt with in Sections 129D, 129E and 141C of
the CO.

Section 122 of the CO requires a company’s accounts, together with the directors’
report and auditors’ reports to be laid before the company at its annual general meeting
and the accounts of private companies (other than a private company which is a
member of a group of companies which includes a non-private company) and
companies limited by guarantee, and all other companies to be made up to not more
than 9 and 6 months, respectively, prior to the meeting.

Section 111 of the CO requires that, unless approved by the Registrar of Companies,
no more than 15 months should elapse between the date of one annual general
meeting and the next, and that the first annual general meeting of the company must be
held within 18 months of its incorporation.

In general terms the legal requirements with regard to the form and content of the
accounts are dealt with, inter alia, in Section 122 to 129A and Sections 161 to 161C of
the CO and the Schedule.

2 HKAS 2 Inventories

Paragraph 12(13) of the Schedule requires the disclosure of the manner in which the
carrying amount of stock in trade or work in progress has been calculated.

© Copyright 40 HKAS 1 (Juhy-2009May 2014)



PRESENTATION OF FINANCIAL STATEMENTS

3 HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors

Paragraph 17(6)* of the Schedule requires disclosure of the following:

"Any material respects in which any items shown in the profit and loss account are
affected —

a. by transactions of a sort not usually undertaken by the company or
otherwise by circumstances of an exceptional or non-recurrent nature; or

b. by any change in the basis of accounting."

4 HKAS 10 Events After the Reporting Period

Paragraph 9(1)(e) of the Schedule requires the disclosure of the aggregate amount
which is recommended for distribution by way of dividend under a separate heading(s)
in the balance sheet.

Paragraph 13(1)(j) of the Schedule requires the disclosure of the aggregate amount of
the dividend paid and proposed in the profit and loss account.

5 HKAS 11 Construction Contracts

Paragraph 12(13) of the Schedule requires the disclosure of the manner in which the
carrying amount of stock in trade or work in progress has been calculated.

6 HKAS 12 Incomes Taxes

Paragraph 8* of the Schedule requires that if an amount is set aside for the purpose of
its being used to prevent undue fluctuations in charges for taxation, it shall be stated.
Paragraph 12(12)* the Schedule requires that, if such amount has been used during
the financial year for another purpose, the amount thereof and the fact that it has been
so used shall be stated.

Paragraph 12(15) of the Schedule requires disclosure of the basis on which the
amount, if any, set aside for Hong Kong profits tax is computed.

Paragraph 13(1)(c)* of the Schedule requires disclosure of the amount of the charge to
revenue for taxes imposed by the Inland Revenue Ordinance and, if that amount would
have been greater but for relief from double taxation, the amount which it would have
been but for such relief, and the amount of the charge for taxation imposed outside
Hong Kong of profits, income and (so far as charged to revenue) capital gains.

Paragraph 17(3)* of the Schedule requires that the basis on which the charge for Hong
Kong profit tax is computed shall be stated. Particulars are required of any special
circumstances affecting the tax liability for the financial year or succeeding financial
years (paragraph 17(4) of the Schedule).
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7 HKAS 16 Property, Plant and Equipment

Paragraph 4" of the Schedule requires that fixed assets, current assets and assets that
are neither fixed nor current shall be separately identified, and that the method used to
arrive at the amount of fixed assets under each heading should be stated.

Paragraph 5*" of the Schedule requires disclosure of the aggregate amount of the cost
or valuation of fixed assets under appropriate headings and of the aggregate amount
provided or written off since the date of acquisition or valuation for depreciation or
diminution in value.

Paragraph 10 of the Schedule requires that where any liability of the company is
secured otherwise than by operation of law on any assets of the company, the fact that
that liability is so secured shall be stated, but it shall not be necessary to specify the
assets on which the liability is secured.

Paragraph 12(4)* of the Schedule requires disclosure of particulars of any charge on
the assets of the company to secure the liabilities of any other person, including, where
practicable, the amount secured.

Paragraph 12(6) of the Schedule requires disclosure of, where practicable, the
aggregate amount or estimated amount, if it is material, of contracts for capital
expenditure, so far as not provided for and the aggregate amount or estimated amount,
if it is material, of capital expenditure authorised by the directors which has not been
contracted for.

Paragraph 12(7)*" of the Schedule requires disclosure of the years in which fixed
assets were severally valued and their respective values, and in the case of assets
valued during the financial period:

a. the names of the persons who valued them or particulars of their qualifications
for doing so; and

b. the bases of valuation used by such persons.
Paragraph 12(8)* of the Schedule requires disclosure of the amounts of fixed assets

acquired or disposed of during the year under each heading. Where fixed assets
include land, paragraph 12(9)* requires separate disclosure of the amounts ascribable

to:

a. land in Hong Kong held on long lease (not less than 50 years), medium-term
lease (10 to 50 years) and short lease (under 10 years) respectively; and

b. land outside Hong Kong held freehold, on long lease, medium-term lease and

short lease respectively.

Under paragraph 13(1)(a)*" of the Schedule disclosure must be made of the amount
charged to revenue by way of provision for depreciation, renewals or diminution in
value of fixed assets.
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8 HKAS 17 Leases

Paragraph 13(1)(i)*" of the Schedule requires disclosure of the amount, if material,
charged to revenue in respect of sums payable in respect of the hire of plant and
machinery.

9 HKAS 18 Revenue

Paragraph 13(1)(g)*" of the Schedule requires disclosure of the amounts respectively of
income from listed investments and income from unlisted investments.

Paragraph 13(1)(h)" requires disclosure of rents from land and buildings (after
deduction of ground rents, rates and other out-going) if a substantive part of the
company’s revenue for the financial year consists of such rents.

Paragraph 16 of the Schedule requires disclosure of turnover and the method by which
it is arrived at. 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.

10 HKAS 19 Employee Benefits

The legal requirements as regards the disclosure of directors' emoluments, rights to
acquire shares or debentures and other benefits are dealt with in the section below
concerning HKAS 24 Related Party Disclosures.

Under the Employment Ordinance, an enterprise is required to make long service
payments to its employees upon the termination of their employment or retirement
when the employee fulfils certain conditions and the termination meets the required
circumstances. However, where an employee is simultaneously entitled to a long
service payment and to a retirement scheme payment, the amount of the long service
payment may be reduced by certain benefits arising from the retirement scheme. Based
on the enterprise's past experience and the directors' knowledge of the business and
work force, it is probable that the enterprise will have to make long service payments to
some employees on termination of their employment or retirement. Such long service
payments are accounted for as-"post-employment benefits: defined benefit plans”.

Paragraph 30(1) of the Schedule defines "provision" as any amount written off or
retained by way of providing for depreciation, renewals or diminution in value of assets
or any amount retained by way of providing for any known liability of which the amount
cannot be determined with substantial accuracy. The amount provided for certain
employee benefits (e.g. pensions) falls within this definition.

Paragraph 4(1)' of the Schedule requires the classification of provisions under
headings appropriate to the company's business.

Paragraph 6*' of the Schedule requires the disclosure of the aggregate amount of
provisions (other than provisions for depreciation, renewals and diminution in value of
assets) under separate headings.

Paragraph 7*" of the Schedule requires the disclosure of the source of any increase
and the application of any decrease in each sub-heading of provisions.
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Paragraph 13(1)(f)*" of the Schedule requires the disclosure of the amount set aside to
provisions (other than provisions for depreciation, renewals and diminution in value of
assets) or the amount withdrawn from such provisions and not applied for the purposes
of the provisions, if its is material.

Paragraph 12(5)** of the Schedule requires the disclosure of the general nature of any
other contingent liabilities not provided for, and, when practicable, the aggregate
amount or estimated amount of those liabilities, if it is material.

11

HKAS 20 Accounting for Government Grants and Disclosure of Government
Assistance

Paragraph 4" of the Schedule requires that the method used to arrive at the amount of
fixed assets under each heading should be stated.

Paragraph 5*' of the Schedule requires disclosure of the aggregate amount of the cost
or valuation of fixed assets under appropriate headings and of the aggregate amount
provided or written off since the date of acquisition or valuation for depreciation or
diminution in value.

Paragraph 12(5)*" of the Schedule requires disclosure of the general nature of any
other contingent liabilities not provided for, and, when practicable, the aggregate
amount or estimated amount of those liabilities, if it is material.

12

HKAS 21 The Effects of Changes in Foreign Exchange Rates

Paragraph 12(14)* of the schedule requires disclosure of the basis on which other
currencies have been converted into currency in which the balance sheet is expressed,
where the amount of the assets or liabilities affected is material.

13

HKAS 22 Business Combinations

The legal requirements in Hong Kong with regard to the form and content of group
accounts and other matters relating to subsidiaries of a company are dealt with in the
section below concerning HKAS 27 Consolidated and Separate Financial Statements.

The Schedule contains the following disclosure requirements for goodwill:
a. Balance sheet

Paragraph 9(1)(b) of the Schedule requires the disclosure of the unamortised
balance of goodwill either as a separate item or aggregated with any
unamortised balances on patents and trademarks. This requirement applies
whether the goodwill is carried as a separate balance in the books or can only
be ascertained from contracts or documents.

b. Profit and loss account

The amortisation treatment involves the allocation of cost of purchased goodwill
over its useful life and can be regarded as depreciation within the meaning of
the Schedule. Therefore the disclosure requirements of paragraph 13(1)(a)*" of
that Schedule apply and the amount charged to revenue for amortisation of
goodwill should be disclosed.
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14 HKAS 23 Borrowing Costs

Paragraph 13(1)(b)* of the Schedule requires disclosure of the following:

"the amount of the interest on loans of the following kinds made to the company
(whether on the security of debentures or not), namely, bank loans, overdrafts and
loans which, not being bank loans or overdrafts,

i are repayable otherwise than by instalments and fall due for repayment before
the expiration of the period of 5 years beginning with the day next following the
expiration of the financial year; or

ii. are repayable by instalments the last of which falls due for payment before the
expiration of that period;

and the amount of the interest on loans of other kinds so made (whether on the security
of debentures or not)".

15 HKAS 24 Related Party Disclosures

Section 128 of the CO requires that if at the end of its financial year, a company has
subsidiaries, the following should be disclosed in the accounts:

a. the subsidiary's name;
b. its country of incorporation; and
C. in relation to shares of each class of the subsidiary held by the company, the

identity of the class and the proportion of the nominal value of the issued
shares of that class represented by the shares held.

Section 129 of the CO requires, subject to certain exemption set out in sections 129(3)
to 129(5) that if at the end of its financial year, a company holds more than 20% of any
class of issued shares of another body corporate (not being a subsidiary), or the
shareholding in another body corporate (not being a subsidiary) exceeds 10% of the
total assets of the company, the following should be disclosed:

a. the name of that other body corporate;
b. its country of incorporation; and
C. the identity of the class and the proportion of the nominal value of the issued

shares of that class represented by the shares held.

Section 129A of the CO requires disclosure of the name and country of incorporation of
the body corporate regarded by the directors as being the company's ultimate holding
company.

Section 129D(3)(i) of the CO requires disclosure in the directors' report of the names of
the persons who, at any time during the financial year, were directors of the company.

Section 129D(3)(ia) of the CO requires disclosure in the directors' report of a statement
of the existence and duration of any contract in force during the year for the
management and administration of the whole or any substantial part of the company's
business, together with the name of any director interested therein.

Section 129D(3)(j) of the CO requires disclosure in the directors' report of any interest
of a director in a contract with the company or its subsidiary, holding company or fellow
subsidiary, if, in the opinion of the directors, the contract is significant in relation to the
company's business and the director's interest is material, whether directly or indirectly,
at any time in the year, stating:
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the fact that the contract subsists or subsisted;

the names of the parties involved (other than the company);
the name of the director (if not a party);

the nature of the contract; and

the nature of the director's interest.

P20 T®

This does not apply to directors' service contracts nor to contracts between the
company and another body corporate where a director's only interest is by virtue of his
being a director of that other body.

Section 129D(3)(k) of the CO requires disclosure in the directors' report of any
directors' rights to acquire shares or debentures, in the company or any other body
corporate, under any arrangement to which the company or its subsidiary, holding
company or fellow subsidiary is a party, explaining the effects of the arrangement and
giving the names of all directors during the year who held shares or debentures
acquired pursuant to the arrangement.

Section 161 of the CO requires disclosure of the following, distinguishing between
emoluments in respect of services as director (of the company or its subsidiary) and
other emoluments:

a. the aggregate amount of directors' emoluments;
b. the aggregate amount of directors' or past directors' pensions; and
C. the aggregate amount of any compensation to directors or past directors in

respect of loss of office, distinguishing between sums paid by or receivable
from the company, its subsidiaries and any other persons.

Section 161B © of the CO requires the accounts to contain certain particulars of every
relevant transaction, being a loan, quasi-loan or credit transaction, entered into by the
company during that financial year or, if made or entered into before it, is outstanding at
any time during that financial year to the following patrties:

a director or an officer of the company;

a director of its holding company;

a body corporate controlled by a director of the company; or

persons etc. connected with a director of the company or of its holding
company;

Soopm

Paragraph 9(1)(c) of the Schedule requires disclosure of loans to employees, or to
trustees for employees (including salaried directors), to purchase fully paid shares in
the company or in its holding company.

Paragraph 18(2)* of the CO of the Schedule requires the aggregate amounts of shares
in, and the amounts owing from (and indebtedness to) the company's subsidiaries to be
set out separately from all other assets (and liabilities) of the company.
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Paragraph 18(3)* of the CO requires disclosure of the number, description and amount
of the shares in and debentures of the company held by its subsidiaries or their
nominees except where the subsidiaries or their nominees hold the shares as trustees
and neither the company nor the subsidiaries have any beneficial interest in those
shares.

Paragraph 19(1)* of the CO of the Schedule requires disclosure of the aggregate
amounts owing from and indebtedness to the company's holding companies and fellow
subsidiaries, and the aggregate amount of assets consisting of shares in fellow

subsidiaries.
16 HKAS 27 Consolidated and Separate Financial Statements
Under section 2(4) of the CO, a company shall be deemed to be a subsidiary of another
company, if;
a. that other company:
i. controls the composition of the board of directors of the first mentioned
company; or
ii. controls more than half of the voting power of the first mentioned
company; or
iii. holds more than half of the issued share capital of the first mentioned
company (excluding any part of it which carries no right to participate
beyond a specified amount in a distribution of either profits or capital);
or
b. the first mentioned company is a subsidiary of any company which is that other

company's subsidiary.

For the purposes of defining a subsidiary under section 2(4) of the CO, section 2(5) of
the CO states that the composition of a company's board of directors shall be deemed
to be controlled by another company if that other company by the exercise of some
power exercisable by it, without the consent of any other person, can appoint or remove
all or a majority of the directors, and, for the purposes of this provision, that other
company shall be deemed to have power to make such an appointment if:

a. a person cannot be appointed as a director without the exercise in his favour by
that other company of such a power; or

b. a person's appointment as a director follows necessarily from his being a
director or other officer of that other company.
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The Companies (Amendment) Ordinance 2005 introduced a definition of "parent
undertaking" and "subsidiary undertaking”. A provision to deem a holding company to
include a parent company and a subsidiary to include a subsidiary undertaking was
added in Section 2B. In essence, this enable Hong Kong incorporated companies to
use the definition of subsidiary in HKAS 27 for the purpose of preparing group
accounts. Parent undertaking and subsidiary undertaking are defined in Schedule 23
as follows:

(1) An undertaking is a parent undertaking ("parent undertaking") in relation to
another undertaking ("subsidiary undertaking") if—

(@ (i) in the case where both the parent undertaking and the subsidiary
undertaking are bodies corporate, the subsidiary undertaking is a
subsidiary of the parent undertaking by virtue of section 2(4), (5), (6)
and (7) of the CO; or

(ii) in any other case, the parent undertaking—
(A) holds a majority of the voting rights in the subsidiary
undertaking;
(B) is a member of the subsidiary undertaking and has the right to
appoint or remove a majority of its board of directors; or
(C) is a member of the subsidiary undertaking and controls alone,
pursuant to an agreement with other shareholders or members, a
majority of the voting rights in the subsidiary undertaking; or

(b) the parent undertaking has the right to exercise a dominant influence
over the subsidiary undertaking by virtue of—

0) the provisions contained in the subsidiary undertaking's
memorandum or articles or equivalent constitutional
documents; or

(ii) a control contract.

(2) For the purposes of subsection (1)(a)(ii), an undertaking shall be treated as a
member of another undertaking ("the relevant undertaking"), if—

€)) any of its subsidiary undertakings is a member of the relevant
undertaking; or

(b) any shares in the relevant undertaking are held by a person acting on
behalf of the first-mentioned undertaking or any of its subsidiary
undertakings.

3) An undertaking shall be treated as the parent undertaking of another
undertaking if a subsidiary undertaking of the first-mentioned undertaking is, or
is to be treated as, the parent undertaking of that other undertaking; and
references to a subsidiary undertaking of the first-mentioned undertaking shall
be construed accordingly.

The obligation to lay group accounts before the members of a holding company in
general meeting is set out in section 124(1) of the CO. In general terms the form and
content of group accounts are dealt with inter alia in sections 125 and 126 of the CO
and in the Schedule.
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Under section 124(2)(a) of the CO group accounts shall not be required where the
holding company is at the end of its financial year the wholly-owned subsidiary of
another body corporate.

Section 124(2)(b) of the Companies Ordinance also allows group accounts (subject to
approval of the Financial Secretary in certain instances) not to deal with a subsidiary if
the company's directors are of the opinion that:

a. it is impracticable, or would be of no real value to members of the company, in
view of the insignificant amount involved, or would involve expense or delay out
of proportion to the value to members of the company; or

b. the result would be misleading, or harmful to the business of the company or
any of its subsidiaries; or

C. the business of the holding company and that of the subsidiary are so different
that they cannot reasonably be treated as a single undertaking.

It should be noted that HKAS 27 takes the view that all subsidiaries should be included
in the consolidated financial statements.

In general, section 125 of the CO requires group accounts to be presented in the form
of consolidated accounts and should comprise a consolidated balance sheet and a
consolidated profit and loss account dealing with the state of affairs and profit or loss of
the company and its subsidiaries. However, section 125 of the CO also accepts that
group accounts may be presented in a form other than a single set of consolidated
accounts under certain conditions. It is generally accepted that consolidated financial
statements are usually the best means of achieving the objective of giving a true and
fair view of the profit or loss and of the state of affairs of the group. It should be noted
that, where subsidiaries are not dealt with in group accounts or are being dealt with in a
form of group accounts other than consolidated financial statements, information may
still be required by law about the results of these subsidiaries and the extent to which
they have been dealt with in the accounts of the holding company (paragraphs 18(4)
and 24 of the Schedule).

Section 127(1) of the of the CO states that a holding company's directors shall secure
that, except where in their opinion there are good reasons against it, the financial year
of each of its subsidiaries shall coincide with the company's own financial year.

Section 126(2) of the CO requires that, if the financial year of a subsidiary is not
co-terminous with that of the holding company, the group accounts shall deal with the
subsidiary's results and state of affairs as of the last financial year ending on or before
the date of the holding company's balance sheet. It also requires the disclosure of the
reasons why the financial year of a subsidiary does not coincide with that of the
holding company.

Paragraph 18(2) and 19(1) of the Schedule require disclosure of the aggregate
amounts of shares in, and the amounts owing from and indebtedness to, the
subsidiaries and fellow subsidiaries.
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Paragraphs 18(4), 18(5) and 24(b) of the Schedule require disclosure of the following
information where group accounts are not submitted:

a. the reasons why subsidiaries are not dealt with in group accounts;

b. the net aggregate amount attributable to the holding company of the profits less
losses of such subsidiaries, dealt with this year and not dealt with, in the
company’s accounts, both for:

— the financial years of subsidiaries ending with or during the financial year of
the company; and
— their previous financial years since acquisition; and

C. any material qualifications in the auditors’ report and any note to the accounts
disclosing a matter which, in the absence of such disclosure, would have been
referred to in an audit report qualification, to the extent that the matter is not
referred to in the holding company’s audit report and is material from the point
of view of its members.

Paragraphs 18(6) and 25 of the Schedule requires disclosure of the following
information where group accounts are not submitted and the subsidiaries’ financial year
did not end with that of the company:

a. the reasons why the company’s directors consider that the subsidiaries’
financial years should not end with that of the company; and

b. the dates on which the subsidiaries’ financial years ending last before that of
the company respectively ended or the earliest and latest of those dates.

The Companies (Amendment) Ordinance 2005, in general, redefines the definition of
“subsidiary” for the purpose of preparing group accounts to include a subsidiary
undertaking as defined in the new Schedule 23 and includes a true and fair overriding
provision. In essence, this would enable Hong Kong incorporated companies to use
the definition of subsidiary in HKAS 27 for the purpose of preparing group accounts.

17

HKAS 28 Investment in Associates

Section 129 of the Companies Ordinance requires that if at the balance sheet date, a
company holds more than 20% of any class of issued shares of another company, or

the shareholding in another company exceeds 10% of the total assets of the investing
company, the following should be disclosed subject to sections 129(3) to 129(5) of the
CO:

a. the name of that other company;
b. its country of incorporation; and
C. the identity of the class and the proportion of the nominal value of the issued

share of that class represented by the shares held.

In the case of an investee company which is either incorporated outside Hong Kong or
carries on business outside Hong Kong, section 129(3) of the Companies Ordinance
provides that disclosure of the company's name and other particulars need not be
made if in the opinion of the directors and with the concurrence of the Financial
Secretary such disclosure would be harmful.
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Paragraph 9(1)(a)" of the Schedule requires separate disclosure of the aggregate
amounts respectively of listed investments and unlisted investments.

Paragraph 9(3)" of the Schedule requires that the amount of listed investments in the
balance sheet should be analysed into those listed in Hong Kong and those listed
outside Hong Kong.

Paragraph 12(5)" of the Schedule requires disclosure of the general nature of any other
contingent liabilities not provided for and, where practicable, the aggregate amount or
estimated amount of those liabilities, if it is material.

Paragraph 12(6) of the Schedule requires disclosure of, where practicable, the
aggregate amount or estimated amount, if it is material, of contracts for capital
expenditure, so far as not provided for and the aggregate amount or estimated amount,
if it is material, of capital expenditure authorised by the directors which has not been
contracted for.

Paragraph 13(1)(g)*" of the Schedule requires disclosure of the amounts respectively
of income from listed investments and income from unlisted investments.

18

HKAS 31 Interests in Joint Ventures

Section 129 of the Companies Ordinance requires that if at the balance sheet date, a
company holds more than 20% of any class of issued shares of another company, or

the shareholding in another company exceeds 10% of the total assets of the investing
company, the following should be disclosed:

a. the name of that other company;
b. its country of incorporation; and
C. the identity of the class and the proportion of the nominal value of the issued

shares of that class represented by the shares held.

In the case of an investee company which is either incorporated outside Hong Kong or
carries on business outside Hong Kong, section 129(3) of the Companies Ordinance
provides that disclosure of a company's name and other particulars need not be made if
in the opinion of the directors and with the concurrence of the Financial Secretary such
disclosure would be harmful.

Paragraph 9(1)(a)* of the Schedule requires separate disclosure of the aggregate
amounts respectively of listed investments and unlisted investments.

Paragraph 9(3)" of the Schedule requires that the amount of listed investments in the
balance sheet should be analysed into those listed in Hong Kong and those listed
outside Hong Kong.

Paragraph 12(5)" of the Schedule requires disclosure of the general nature of any other
contingent liabilities not provided for and, where practicable, the aggregate amount or
estimated amount of those liabilities, if it is material.

Paragraph 12(6) of the Schedule requires disclosure of, where practicable, the
aggregate amount or estimated amount, if it is material, of contracts for capital
expenditure, so far as not provided for and the aggregate amount or estimated amount,
if it is material, of capital expenditure authorised by the directors which has not been
contracted for.

Paragraph 13(1)(g)*" of the Schedule requires disclosure of the amounts respectively
of income from listed investments and income from unlisted investments.
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HKAS 36 Impairment of Assets

Paragraph 30(1) of the Schedule defines "provision" as any amount written off or
retained by way of providing for depreciation, renewals or diminution in value of assets
or retained by way of providing for any known liability of which the amount cannot be
determined with substantial accuracy. This covers the definition of "impairment loss" in
paragraph 5 of HKAS 36.

Paragraph 4(1)" of the Schedule requires the classification of provisions under
headings appropriate to the company's business.

Paragraph 7*' of the Schedule requires the disclosure of the source of any increase
and the application of any decrease in each sub-heading of provisions.

20

HKAS 37 Provisions, Contingent Liabilities And Contingent Assets

Paragraph 30(1) of the Schedule defines "provision" as any amount written off or
retained by way of providing for depreciation, renewals or diminution in value of assets
or any amount retained by way of providing for any known liability of which the amount
cannot be determined with substantial accuracy. This definition is wider in scope than
the definition in HKAS 37.

Paragraph 4(1)" of the Schedule requires the classification of provisions under
headings appropriate to the company's business.

Paragraph 6*' of the Schedule requires the disclosure of the aggregate amount of
provisions (other than provisions for depreciation, renewals and diminution in value of
assets) under separate headings.

Paragraph 7*' of the Schedule requires the disclosure of the source of any increase
and the application of any decrease in each sub-heading of provisions.

Paragraph 13(1)(f)*" of the Schedule requires the disclosure of the amount set aside to
provisions (other than provisions for depreciation, renewals and diminution in value of
assets) or the amount withdrawn from such provisions and not applied for the purposes
of the provisions, if it is material.

Paragraph 12(4)" of the Schedule requires the disclosure of particulars of any charge
on the assets of the company to secure the liabilities of any other person, including,
where practicable, the amount secured.

Paragraph 12(5)" of the Schedule requires the disclosure of the general nature of any
other contingent liabilities not provided for, and, when practicable, the aggregate
amount or estimated amount of those liabilities, if it is material.
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HKAS 38 Intangible Assets

Paragraph 9(1)(b) of the Schedule requires the disclosure of the unamortised balances
on patents and trademarks either as separate items or aggregated with any
unamortised balance of goodwill. This requirement applies whether the patents and
trademarks are carried as balances in the books or can only be ascertained from
contracts or documents.

The amortisation treatment involves the allocation of the depreciable amount of an
intangible asset over the best estimate of its useful life and can be regarded as
depreciation within the meaning of the Schedule. Therefore, the disclosure
requirements of paragraph 13(1)(a)** of the Schedule apply and the amount charged to
revenue for amortisation of an intangible asset should be disclosed.

22

HKAS 40 Investment Property

Paragraph 5*' of the Schedule requires disclosure of the aggregate amount of the cost
or valuation of fixed assets under appropriate headings and of the aggregate amount
provided or written off since the date of acquisition or valuation for depreciation or
diminution in value.

Paragraph 10 of the Schedule requires that where any liability of the company is
secured otherwise than by operation of law on any assets of the company, the fact that
that liability is so secured shall be stated, but it shall not be necessary to specify the
assets on which the liability is secured.

Paragraph 12(4)" of the Schedule requires disclosure of particulars of any charge on
the assets of the company to secure the liabilities of any other person, including, where
practicable, the amount secured.

Paragraph 12(7)*" of the Schedule requires disclosure of the years in which fixed
assets were severally valued and their respective values, and in the case of assets
valued during the financial period:

a. the name of the persons who valued them or particulars of their qualifications
for doing so; and

b. the bases of valuation used by such persons.

Paragraph 12(8)** of the Schedule requires disclosure of the aggregate amounts of
fixed assets acquired or disposed of during the year under each heading. Where fixed
assets include land, paragraph 12(9)* requires separate disclosure of the amounts
ascribable to:

a. land in Hong Kong held on long lease, medium-term lease and short lease
respectively; and

b. land outside Hong Kong held freehold, on long lease, medium-term lease and

short lease respectively.

Under paragraph 13(1)(a)** of the Schedule disclosure must be made of the amount
charged to revenue by way of provision for depreciation, renewals or diminution in
value of fixed assets.

Paragraph 13(1)(h)" of the Schedule requires disclosure of rental income from land and
buildings (after deduction of ground rents, rates and other out-goings) if a substantive
part of the company’s revenue for the financial year consists of such rents.
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23 HKAS 41 Agriculture
Paragraph 12(5)" of the Schedule requires disclosure of the general nature of any
other contingent liabilities not provided for, and, when practicable, the aggregate
amount or estimated amount of those liabilities, if it is material.
Paragraph 12(7)*" of the Schedule requires disclosure of the years in which fixed
assets were severally valued and their respective values, and in the case of assets
valued during the financial period:
a. the names of the persons who valued them or particulars of their qualifications

for doing so; and

b. the bases of valuation used by such persons.
Under paragraph 13(1)(a)*" of the Schedule disclosure must be made of the amount
charged to revenue by way of provision for depreciation, renewals or diminution in
value of fixed assets.

24 HKFRS 7 Financial Instruments: Disclosures

Section 129 of the Companies Ordinance requires that if at the balance sheet date, a
company holds more than 20% of any class of issued shares of another company, or

the shareholding in another company exceeds 10% of the total assets of the investing
company, the following should be disclosed:

a. the name of that other company;
b. its country of incorporation; and
C. the identity of the class and the proportion of the nominal value of the issued

shares of that class represented by the shares held.

Paragraph 4(2)* of the Schedule requires fixed assets, current assets and assets that
are neither fixed nor current to be separately identified.

Paragraph 5*' of the Schedule requires that where the directors' valuation of unlisted
investments is not given and such investments are classified as fixed assets, the
following should be stated:

a. cost or valuation as shown in the company's books; and
b. any amount provided or written off for diminution in value.

Paragraph 9(1)(a) of the Schedule requires separate disclosure of the aggregate
amounts respectively of listed investments and unlisted investments.

Paragraph 9(1)(d) requires disclosure of the aggregate amount of banks loans and
overdrafts and the aggregate amount of loans (other than bank loans and overdrafts)
repayable wholly in part more than five years from the balance sheet date.

Paragraph 9(3)" of the Schedule requires that the carrying amounts of listed
investments in the balance sheet should be analysed into those listed in Hong Kong
and those listed outside Hong Kong.

Paragraph 9(4) of the Schedule requires disclosure of the terms of repayments and the
rate of interests for each loan, other than a bank loan or an overdraft, specified in
paragraph 9(1)(d) of the Schedule
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Paragraph 12(10) of the Schedule requires that, if in the opinion of the directors, the
realisable value of any current assets is less than the balance sheet value, a statement
of that fact should be included in the accounts.

Paragraph 12(11)*" of the Schedule requires disclosure of the aggregate market value
of listed investments where it differs from the carrying amounts in the balance sheet. If
the aggregate market value is higher than the Stock Exchange value, the Stock
Exchange value should also be disclosed.

Paragraph 13(1)(a)*" of the Schedule requires disclosure of the amount charged to
revenue by way of provision for depreciation, renewals or diminution in value of fixed
assets.

Paragraph 13(1)(g)*" of the Schedule requires disclosure of the amounts respectively
of income from listed investments and income from unlisted investments.

Notes:

*  These requirements do not apply to banking companies that are entitled to certain
disclosure exemptions under Part Il of the Schedule.

T These requirements do not apply to insurance companies that are entitled to certain
disclosure exemptions under Part Il of the Schedule.

®  This revised S161B of the CO came into operation for relevant transactions entered
into by the company after 13 February 2004.
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BASIS FOR CONCLUSIONS ON
IAS 1 PRESENTATION OF FINANCIAL STATEMENTS

This Basis for Conclusions accompanies, but is not part of, IAS 1.

HKAS 1 is based on IAS 1 Presentation of Financial statements. In approving HKAS 1, the Council
of the Hong Kong Institute of Certified Public Accountants considered and agreed with the IASB’s
Basis for Conclusions on IAS 1. Accordingly, there are no significant differences between HKAS 1
and IAS 1. The IASB’s Basis for Conclusions is reproduced below. The paragraph numbers of IAS
1 referred to below generally correspond with those in HKAS 1.
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Basis for Conclusions on
IAS 1 Presentation of Financial Statements

This Basis for Conclusions accompanies, but is not part of, IAS 1.

The International Accounting Standards Board revised IAS 1 Presentation of Financial Statements
in 2007 as part of its project on financial statement presentation. It was not the Board’s intention to
reconsider as part of that project all the requirements in IAS 1.

For convenience, the Board has incorporated into this Basis for Conclusions relevant material from
the Basis for Conclusions on the revision of IAS 1 in 2003 and its amendment in 2005. Paragraphs
have been renumbered and reorganised as necessary to reflect the new structure of the Standard.

References to the Framework are to IASC's Framework for the Preparation and Presentation of
Financial Statements, adopted by the IASB in 2001. In September 2010 the IASB replaced the
Framework with the Conceptual Framework for Financial Reporting.

Introduction

BC1

BC2

BC3

The International Accounting Standards Committee (IASC) issued the first version of IAS 1
Disclosure of Accounting Policies in 1975. It was reformatted in 1994 and superseded in
1997 by IAS 1 Presentation of Financial Statements.* In 2003 the International Accounting
Standards Board revised IAS 1 as part of the Improvements project and in 2005 the Board
amended it as a consequence of issuing IFRS 7 Financial Instruments: Disclosures. In
2007 the Board revised IAS 1 again as part of its project on financial statement
presentation. This Basis for Conclusions summarises the Board’s considerations in
reaching its conclusions on revising IAS 1 in 2003, on amending it in 2005 and revising it in
2007. It includes reasons for accepting some approaches and rejecting others. Individual
Board members gave greater weight to some factors than to others.

The Improvements project—revision of IAS 1 (2003)

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 1. 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. The Board’s intention was not to reconsider the fundamental
approach to the presentation of financial statements established by IAS 1 in 1997.

In May 2002 the Board published an exposure draft of proposed Improvements to
International Accounting Standards, which contained proposals to revise IAS 1. The Board
received more than 160 comment letters. After considering the responses the Board
issued in 2003 a revised version of IAS 1. In its revision the Board’s main objectives were:

€) to provide a framework within which an entity assesses how to present fairly the
effects of transactions and other events, and assesses whether the result of
complying with a requirement in an IFRS would be so misleading that it would not
give a fair presentation;

(b) to base the criteria for classifying liabilities as current or non-current solely on the
conditions existing at the balance sheet date;

(c) to prohibit the presentation of items of income and expense as ‘extraordinary
items’;

* JASC did not publish a Basis for Conclusions.
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to specify disclosures about the judgements that management has made in the
process of applying the entity’s accounting policies, apart from those involving
estimations, and that have the most significant effect on the amounts recognised
in the financial statements; and

to specify disclosures about sources of estimation uncertainty at the balance
sheet date that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year.

BC4  The following sections summarise the Board’s considerations in reaching its conclusions
as part of its Improvements project in 2003:

(@)
(b)
()

(d)
(e)
(f)
(9)

(h)

departures from IFRSs (paragraphs BC23-BC30)
criterion for exemption from requirements (paragraphs BC34-BC36)

effect of events after the reporting period on the classification of liabilities
(paragraphs BC39-BC48)

results of operating activities (paragraphs BC55 and BC56)
minority interest (paragraph BC59)*
extraordinary items (paragraphs BC60—-BC64)

disclosure of the judgements management has made in the process of applying
the entity’s accounting policies (paragraphs BC77 and BC78)

disclosure of major sources of estimation uncertainty (paragraphs BC79-BC84).

Amendment to IAS 1—Capital Disclosures (2005)

BC5 In August 2005 the Board issued an Amendment to IAS 1—Capital Disclosures. The
amendment added to IAS 1 requirements for disclosure of:

(@)
(b)
(©)

the entity’s objectives, policies and processes for managing capital.
guantitative data about what the entity regards as capital.

whether the entity has complied with any capital requirements; and if it has not
complied, the consequences of such non-compliance.

BC6 The following sections summarise the Board’s considerations in reaching its conclusions
as part of its amendment to IAS 1 in 2005:

(@)
(b)

()
(d)

disclosures about capital (paragraphs BC85-BC89)

objectives, policies and processes for managing capital (paragraphs BC90 and
BCO91)

externally imposed capital requirements (paragraphs BC92-BC97)

internal capital targets (paragraphs BC98-BC100).

In January 2008 the IASB issued an amended IAS 27 Consolidated and Separate Financial Statements, which

amended ‘minority interest’ to ‘non-controlling interests’._The consolidation requirements in IAS 27 were superseded by
IFRS 10 Consolidated Financial Statements issued in May 2011. The term ‘non-controlling interests’ and the

requirements for non-controlling interests were not changed.
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Amendments to IAS 32 and IAS 1—Puttable Financial Instruments and
Obligations Arising on Liquidation (2008)

In July 2006 the Board published an exposure draft of proposed amendments to IAS 32
and IAS 1 relating to the classification of puttable instruments and instruments with
obligations arising only on liquidation. The Board subsequently confirmed the proposals
and in February 2008 issued an amendment that now forms part of IAS 1.

Presentation of Iltems of Other Comprehensive Income (Amendments

to IAS 1)

In May 2010 the Board published an exposure draft of proposed amendments to IAS 1

relating to the presentation of items of other comprehensive income (OCI). The Board
subsequently modified and confirmed the proposals and in June 2011 issued Presentation
of ltems of Other Comprehensive Income (Amendments to IAS 1). The amendments were
developed in a joint project with the US national standard-setter, the Financial Accounting
Standards Board (FASB), with the aim of aligning the presentation of OCI so that
information in financial statements prepared by entities using IFRSs and entities using US
generally accepted accounting principles (GAAP) can be more easily compared.

Financial statement presentation—Joint project

BC7

BC8

BC9

In September 2001 the Board added to its agenda the performance reporting project (in
March 2006 renamed the ‘financial statement presentation project’). The objective of the
project was to enhance the usefulness of information presented in the income statement.
The Board developed a possible new model for reporting income and expenses and
conducted preliminary testing. Similarly, in the United States, the Financial Accounting
Standards Board (FASB) added a project on performance reporting to its agenda in
October 2001, developed its model and conducted preliminary testing. Constituents raised
concerns about both models and about the fact that they were different.

In April 2004 the Board and the FASB decided to work on financial statement presentation
as a joint project. They agreed that the project should address presentation and display
not only in the income statement, but also in the other statements that, together with the
income statement, would constitute a complete set of financial statements—the balance
sheet, the statement of changes in equity, and the cash flow statement. The Board
decided to approach the project in two phases. Phase A would address the statements
that constitute a complete set of financial statements and the periods for which they are
required to be presented. Phase B would be undertaken jointly with the FASB and would
address more fundamental issues relating to presentation and display of information in the
financial statements, including:

€) consistent principles for aggregating information in each financial statement.
(b) the totals and subtotals that should be reported in each financial statement.
(© whether components of other comprehensive income should be reclassified to

profit or loss and, if so, the characteristics of the transactions and events that
should be reclassified and when reclassification should be made.

(d) whether the direct or the indirect method of presenting operating cash flows
provides more useful information.

In March 2006, as a result of its work in phase A, the Board published an exposure draft of
proposed amendments to IAS 1—A Revised Presentation. The Board received more than
130 comment letters. The exposure draft proposed amendments that affected the
presentation of owner changes in equity and the presentation of comprehensive income,
but did not propose to change the recognition, measurement or disclosure of specific
transactions and other events required by other IFRSs. It also proposed to bring IAS 1
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largely into line with the US standard—SFAS 130 Reporting Comprehensive Income. After
considering the responses to the exposure draft the Board issued a revised version of IAS
1. The FASB decided to consider phases A and B issues together, and therefore did not
publish an exposure draft on phase A.

BC10 The following sections summarise the Board’s considerations in reaching its conclusions

as part of its revision in 2007:

(a) general purpose financial statements (paragraphs BC11-BC13)

(b) titles of financial statements (paragraphs BC14-BC21)

(c) equal prominence (paragraph BC22)

(d) a statement of financial position as at the beginning of the earliest comparative
period (paragraphs BC31 and BC32)

(e) IAS 34 Interim Financial Reporting (paragraph BC33)

) reporting owner and non-owner changes in equity (paragraphs BC37 and BC38)

(9) reporting comprehensive income (paragraphs BC49-BC54)

(h) subtotal for profit or loss (paragraphs BC57 and BC58)

0] other comprehensive income-related tax effects (paragraphs BC65— BC68)

()] reclassification adjustments (paragraphs BC69-BC73)

(k) effects of retrospective application or retrospective restatement (paragraph BC74)

)] presentation of dividends (paragraph BC75)

(m) IAS 7 Cash Flow Statements (paragraph BC76)

(n) presentation of measures per share (paragraphs BC101-BC104)

(0) effective date and transition (paragraph BC105)

(p) differences from SFAS 130 (paragraph BC106).

Definitions
General purpose financial statements (paragraph 7)

BC11l The exposure draft of 2006 proposed a change to the explanatory paragraph of what
‘general purpose financial statements’ include, in order to produce a more generic
definition of a set of financial statements. Paragraph 7 of the exposure draft stated:

General purpose financial statements include those that are presented separately or within
other public documents such as a regulatory filing or report to shareholders. [emphasis
added]

BC12 Respondents expressed concern about the proposed change. They argued that it could be

understood as defining as general purpose financial statements any financial statement or
set of financial statements filed with a regulator and could capture documents other than
annual reports and prospectuses. They saw this change as expanding the scope of IAS 1
to documents that previously would not have contained all of the disclosures required by
IAS 1. Respondents pointed out that the change would particularly affect some entities
(such as small private companies and subsidiaries of public companies with no external
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users of financial reports) that are required by law to place their financial statements on a
public file.

The Board acknowledged that in some countries the law requires entities, whether public
or private, to report to regulatory authorities and include information in those reports that
could be beyond the scope of IAS 1. Because the Board did not intend to extend the
definition of general purpose financial statements, it decided to eliminate the explanatory
paragraph of what ‘general purpose financial statements’ include, while retaining the
definition of ‘general purpose financial statements’.

Financial statements

BC14

BC15

BC16

BC17

Complete set of financial statements
Titles of financial statements (paragraph 10)

The exposure draft of 2006 proposed changes to the titles of some of the financial
statements—from ‘balance sheet’ to ‘statement of financial position’, from ‘income
statement’ to ‘statement of profit or loss’ and from ‘cash flow statement’ to ‘statement of
cash flows’. In addition, the exposure draft proposed a ‘statement of recognised income
and expense’ and that all owner changes in equity should be included in a ‘statement of
changes in equity’. The Board did not propose to make any of these changes of
nomenclature mandatory.

Many respondents opposed the proposed changes, pointing out that the existing titles had
a long tradition and were well understood. However, the Board reaffirmed its view that the
proposed new titles better reflect the function of each financial statement, and pointed out
that an entity could choose to use other titles in its financial report.

The Board reaffirmed its conclusion that the title ‘statement of financial position’ not only
better reflects the function of the statement but is consistent with the Framework for the
Preparation and Presentation of Financial Statements, which contains several references
to ‘financial position’. Paragraph 12 of the Framework-~ states that the objective of financial
statements is to provide information about the financial position, performance and
changes in financial position of an entity; paragraph 19 of the Framework states that
information about financial position is primarily provided in a balance sheet. In the Board’s
view, the title ‘balance sheet’ simply reflects that double entry bookkeeping requires debits
to equal credits. It does not identify the content or purpose of the statement. The Board
also noted that financial position’ is a well-known and accepted term, as it has been used
in auditors’ opinions internationally for more than 20 years to describe what the ‘balance
sheet’ presents. The Board decided that aligning the statement’s title with its content and
the opinion rendered by the auditor would help the users of financial statements.

As to the other statements, respondents suggested that renaming the balance sheet the
‘statement of financial position’ implied that the ‘cash flow statement’ and the ‘statement of
recognised income and expense’ do not also reflect an entity’s financial position. The
Board observed that although the latter statements reflect changes in an entity’s financial
position, neither can be called a ‘statement of changes in financial position’, as this would
not depict their true function and objective (ie to present cash flows and performance,
respectively). The Board acknowledged that the titles ‘income statement’ and ‘statement of
profit or loss’ are similar in meaning and could be used interchangeably, and decided to
retain the title ‘income statement’ as this is more commonly used.

References to the Framework are to IASC's Framework for the Preparation and Presentation of Financial Statement

adopted by the IASB in 2001. In September 2010 the IASB replaced the Framework with the Conceptual Framework

for Financial Reporting.
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The title of the proposed new statement, the ‘statement of recognised income and
expense’, reflects a broader content than the former ‘income statement’. The statement
encompasses both income and expenses recognised in profit or loss and income and
expenses recognised outside profit or loss.

Many respondents opposed the title ‘statement of recognised income and expense’,
objecting particularly to the use of the term ‘recognised’. The Board acknowledged that the
term ‘recognised’ could also be used to describe the content of other primary statements
as ‘recognition’, explained in paragraph 82 of the Framework, is ‘the process of
incorporating in the balance sheet or income statement an item that meets the definition of
an element and satisfies the criteria for recognition set out in paragraph 83." Many
respondents suggested the term ‘statement of comprehensive income’ instead.

In response to respondents’ concerns and to converge with SFAS 130, the Board decided
to rename the new statement a ‘statement of comprehensive income’. The term
‘comprehensive income’ is not defined in the Framework but is used in IAS 1 to describe
the change in equity of an entity during a period from transactions, events and
circumstances other than those resulting from transactions with owners in their capacity as
owners. Although the term ‘comprehensive income’ is used to describe the aggregate of
all components of comprehensive income, including profit or loss, the term ‘other
comprehensive income’ refers to income and expenses that under IFRSs are included in
comprehensive income but excluded from profit or loss.

In May 2010 the Board published the exposure draft Presentation of Items of Other

BC20B

Comprehensive Income (proposed amendments to IAS 1) relating to the presentation of
items of other comprehensive income (OCI). One of the proposals in the exposure draft
related to the title of the statement containing profit or loss and other comprehensive
income. The Board proposed this change so that it would be clear that the statement had
two components: profit or loss and other comprehensive income. A majority of the
respondents to the exposure draft supported the change and therefore the Board confirmed
the proposal in June 2011. IAS 1 allows preparers to use other titles for the statement that
reflect the nature of their activities.

Several other IFRSs refer to the ‘statement of comprehensive income’. The Board

BC21

BC22

considered whether it should change all such references to ‘statement of profit or loss and
other comprehensive income’. The Board noted that the terminology used in IAS 1 is not
mandatory and that ‘statement of comprehensive income’ is one of the examples used in
the standard. The Board decided that there was little benéefit in replacing the title ‘statement
of comprehensive income’ in other IFRSs or ‘income statement’ with the ‘statement of profit
or loss’. However, the Board did change the terminology when an IFRS made reference to
the two-statement option.

In finalising its revision, the Board confirmed that the titles of financial statements used in
this Standard would not be mandatory. The titles will be used in future IFRSs but are not
required to be used by entities in their financial statements. Some respondents to the
exposure draft expressed concern that non-mandatory titles will result in confusion.
However, the Board believes that making use of the titles non-mandatory will allow time for
entities to implement changes gradually as the new titles become more familiar.

Equal prominence (paragraphs 11 and 12)

The Board noted that the financial performance of an entity is not assessed by reference
to a single financial statement or a single measure within a financial statement. The Board
believes that the financial performance of an entity can be assessed only after all aspects
of the financial statements are taken into account and understood in their entirety.
Accordingly, the Board decided that in order to help users of the financial statements to
understand the financial performance of an entity comprehensively, all financial
statements within the complete set of financial statements should be presented with equal
prominence.
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Departures from IFRSs (paragraphs 19-24)

IAS 1 (as issued in 1997) permitted an entity to depart from a requirement in a Standard ‘in
the extremely rare circumstances when management concludes that compliance with a
requirement in a Standard would be misleading, and therefore that departure from a
requirement is necessary to achieve a fair presentation’ (paragraph 17, now paragraph 19).
When such a departure occurred, paragraph 18 (now paragraph 20) required extensive
disclosure of the facts and circumstances surrounding the departure and the treatment
adopted.

The Board decided to clarify in paragraph 15 of the Standard that for financial statements
to present fairly the financial position, financial performance and cash flows of an entity,
they must represent faithfully the effects of transactions and other events in accordance
with the definitions and recognition criteria for assets, liabilities, income and expenses set
out in the Framework.

The Board decided to limit the occasions on which an entity should depart from a
requirement in an IFRS to the extremely rare circumstances in which management
concludes that compliance with the requirement would be so misleading that it would
conflict with the objective of financial statements set out in the Framework. Guidance on
this criterion states that an item of information would conflict with the objective of financial
statements when it does not represent faithfully the transactions, other events or
conditions that it either purports to represent or could reasonably be expected to represent
and, consequently, it would be likely to influence economic decisions made by users of
financial statements.

These amendments provide a framework within which an entity assesses how to present
fairly the effects of transactions, other events and conditions, and whether the result of
complying with a requirement in an IFRS would be so misleading that it would not give a
fair presentation.

The Board considered whether IAS 1 should be silent on departures from IFRSs. The
Board decided against making that change, because it would remove the Board’s
capability to specify the criteria under which departures from IFRSs should occur.

Departing from a requirement in an IFRS when considered necessary to achieve a fair
presentation would conflict with the regulatory framework in some jurisdictions. The
revised IAS 1 takes into account the existence of different regulatory requirements. It
requires that when an entity’s circumstances satisfy the criterion described in paragraph
BC25 for departure from a requirement in an IFRS, the entity should proceed as follows:

€) When the relevant regulatory framework requires—or otherwise does not
prohibit—a departure from the requirement, the entity should make that departure
and the disclosures set out in paragraph 20.

(b) When the relevant regulatory framework prohibits departure from the requirement,
the entity should, to the maximum extent possible, reduce the perceived
misleading aspects of compliance by making the disclosures set out in paragraph
23.

This amendment enables entities to comply with the requirements of IAS 1 when the
relevant regulatory framework prohibits departures from accounting standards, while
retaining the principle that entities should, to the maximum extent possible, ensure that
financial statements provide a fair presentation.

After considering the comments received on the exposure draft of 2002, the Board added
to IAS 1 a requirement in paragraph 21 to disclose the effect of a departure from a
requirement of an IFRS in a prior period on the current period’s financial statements.
Without this disclosure, users of the entity’s financial statements could be unaware of the
continuing effects of prior period departures.
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In view of the strict criteria for departure from a requirement in an IFRS, IAS 1 includes a
rebuttable presumption that if other entities in similar circumstances comply with the
requirement, the entity’s compliance with the requirement would not be so misleading that
it would conflict with the objective of financial statements set out in the Framework.

Comparative information

A statement of financial position as at the beginning of the earliest comparative
period (paragraph 39)

The exposure draft of 2006 proposed that a statement of financial position as at the
beginning of the earliest comparative period should be presented as part of a complete set
of financial statements. This statement would provide a basis for investors and creditors to
evaluate information about the entity’s performance during the period. However, many
respondents expressed concern that the requirement would unnecessarily increase
disclosures in financial statements, or would be impracticable, excessive and costly.

By adding a statement of financial position as at the beginning of the earliest comparative
period, the exposure draft proposed that an entity should present three statements of
financial position and two of each of the other statements. Considering that financial
statements from prior years are readily available for financial analysis, the Board decided
to require only two statements of financial position, except when the financial statements
have been affected by retrospective application or retrospective restatement, as defined in
IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors, or when a
reclassification has been made. In those circumstances three statements of financial
position are required.

Clarification of requirements for comparative information

In Annual Improvements 2009-2011 Cycle (issued in May 2012) the Board addressed a

BC32B

request to clarify the requirements for providing comparative information for:

(a) the comparative requirements for the opening statement of financial position when
an_entity changes accounting policies, or makes retrospective restatements or
reclassifications, in_accordance with IAS 8 Accounting Policies, Changes in
Accounting Estimates and Errors; and

(b) the requirements for providing comparative information when an entity provides
financial statements beyond the minimum comparative information requirements.

Opening statement of financial position

In Annual Improvements 2009-2011 Cycle (issued in May 2012) the Board addressed a

request to clarify the appropriate date for the opening statement of financial position. The
Board decided to amend the current requirements in IAS 1 that relate to the presentation
of a statement of financial position for the beginning of the earliest comparative period
presented in _cases of changes in_accounting policies, retrospective restatements or
reclassifications to clarify that the appropriate date for the opening statement of financial
position is the beginning of the preceding period.

BC32C The Board also decided to change the previous requirements so that related notes to this

opening statement of financial position are no longer required to be presented. The
Board’s decision to give this relief was based on the fact that circumstances in which an
entity changes an accounting policy, or makes a retrospective restatement or a
reclassification in accordance with IAS 8, are considered narrow, specific and limited.
However, the circumstances in which an entity chooses to provide additional financial
statements (ie on a voluntary basis) can be viewed as more generic and may arise for
different_reasons. Accordingly, this relief is not available when additional financial
statements are provided on a voluntary basis.
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BC32D The Board added the guidance in paragraph 40A(a) to clarify when an opening statement

BC32E

of financial position provides useful information and, should therefore be required.
Paragraph 40A(b) is a reminder that the concept of materiality should be considered in
applying the guidance in paragraph 40A(a). The Board noted that the entity would still be
required to disclose the information required by IAS 8 for changes in accounting policies
and retrospective restatements.

Comparative information beyond minimum requirements

In Annual Improvements 2009-2011 Cycle (issued in May 2012) the Board addressed a

BC32F

request to clarify the requirements for providing comparative information. Specifically, the
Board was asked to consider whether an entity should be required to present a complete
set of financial statements when it provides financial statements beyond the minimum
comparative information requirements (ie additional comparative information). In response
to this request, the Board decided to clarify that additional financial statement information
need not be presented in the form of a complete set of financial statements for periods
beyond the minimum requirements. The Board also noted that additional comparative
information might include:

(a) information that is presented voluntarily, beyond the information that is included
within a complete set of financial statements; or

(b) comparative information that is required by law or other requlations but that is not
required by IFRSs.

The Board also decided to amend paragraphs 38-41 of IAS 1 to clarify that, when

additional comparative information (that is not required by IFRSs) is provided by an entity,
this information should be presented in accordance with IFRSs and the entity should
present comparative information in the related notes for that additional information. The
Board determined that requiring full notes for additional information in accordance with
paragraph 38C is necessary to ensure that the additional information that the entity
provides is balanced and results in financial statements that achieve a fair presentation.

BC32G In the light of the concerns raised by interested parties, the Board decided that the

BC33

BC34

amendments should be introduced through the Annual Improvements process instead of
through the Financial Statement Presentation project, so that the changes could be made

more quickly.

IAS 34 Interim Financial Reporting

The Board decided not to reflect in paragraph 8 of IAS 34 (ie the minimum components of
an interim financial report) its decision to require the inclusion of a statement of financial
position as at the beginning of the earliest comparative period in a complete set of financial
statements. IAS 34 has a year-to-date approach to interim reporting and does not replicate
the requirements of IAS 1 in terms of comparative information.

Criterion for exemption from requirements (paragraphs 41-44)

IAS 1 as issued in 1997 specified that when the presentation or classification of items in
the financial statements is amended, comparative amounts should be reclassified unless it
is impracticable to do so. Applying a requirement is impracticable when the entity cannot
apply it after making every reasonable effort to do so.
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The exposure draft of 2002 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 end of the reporting period (discussed in paragraphs BC79-BC84), the exposure draft
proposed that the criterion for exemption should be that applying the requirements would
require undue cost or effort.

In the light of respondents’ comments on the exposure draft, the Board decided that an
exemption based on management’s assessment of undue cost or effort was too subjective
to be applied consistently by different entities. Moreover, balancing costs and benefits was
a task for the Board when it sets accounting requirements rather than for entities when
they apply them. Therefore, the Board retained the ‘impracticability’ criterion for exemption.
This affects the exemptions now set out in paragraphs 41-43 and 131 of IAS 1.
Impracticability is the only basis on which IFRSs allow specific exemptions from applying
particular requirements when the effect of applying them is material*.

Reporting owner and non-owner changes in equity

The exposure draft of 2006 proposed to separate changes in equity of an entity during a
period arising from transactions with owners in their capacity as owners (ie all owner
changes in equity) from other changes in equity (ie non-owner changes in equity). All
owner changes in equity would be presented in the statement of changes in equity,
separately from non-owner changes in equity.

Most respondents welcomed this proposal and saw this change as an improvement of
financial reporting, by increasing the transparency of those items recognised in equity that
are not reported as part of profit or loss. However, some respondents pointed out that the
terms ‘owner’ and ‘non-owner’ were not defined in the exposure draft, the Framework or
elsewhere in IFRSs, although they are extensively used in national accounting standards.
They also noted that the terms ‘owner’ and ‘equity holder’ were used interchangeably in
the exposure draft. The Board decided to adopt the term ‘owner’ and use it throughout IAS
1 to converge with SFAS 130, which uses the term in the definition of ‘comprehensive
income’.

Statement of financial position

Current assets and current liabilities (paragraphs 68 and 71)

BC38A As part of its improvements project in 2007, the Board identified inconsistent guidance

regarding the current/non-current classification of derivatives. Some might read the
guidance included in paragraph 71 as implying that financial liabilities classified as held for
trading in accordance with 1AS 39 Financial Instruments: Recognition and Measurement
are always required to be presented as current.

BC38B The Board expects the criteria set out in paragraph 69 to be used to assess whether a

financial liability should be presented as current or non-current. The ‘held for trading’
category in paragraph 9 of IAS 39 is for measurement purposes and includes financial
assets and liabilities that may not be held primarily for trading purposes.

* In 2006 the IASB issued IFRS 8 Operating Segments. As explained in paragraphs BC46 and BC47 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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The Board reaffirmed that if a financial liability is held primarily for trading purposes it
should be presented as current regardless of its maturity date. However, a financial liability
that is not held for trading purposes, such as a derivative that is not a financial guarantee
contract or a designated hedging instrument, should be presented as current or
non-current on the basis of its settlement date. For example, derivatives that have a
maturity of more than twelve months and are expected to be held for more than twelve
months after the reporting period should be presented as non-current assets or liabilities.

Therefore, the Board decided to remove the identified inconsistency by amending the
examples of current liabilities in paragraph 71. The Board also amended paragraph 68 in
respect of current assets to remove a similar inconsistency.

Classification of the liability component of a convertible instrument
(paragraph 69)

As part of its improvements project in 2007, the Board considered the classification of the
liability component of a convertible instrument as current or non-current. Paragraph 69(d)
of IAS 1 states that when an entity does not have an unconditional right to defer settlement
of a liability for at least twelve months after the reporting period, the liability should be
classified as current. According to the Framework, conversion of a liability into equity is a
form of settlement.

The application of these requirements means that if the conversion option can be
exercised by the holder at any time, the liability component would be classified as current.
This classification would be required even if the entity would not be required to settle
unconverted instruments with cash or other assets for more than twelve months after the
reporting period.

IAS 1 and the Framework state that information about the liquidity and solvency positions
of an entity is useful to users. The terms ‘liquidity’ and ‘solvency’ are associated with the
availability of cash to an entity. Issuing equity does not result in an outflow of cash or other
assets of the entity.

The Board concluded that classifying the liability on the basis of the requirements to
transfer cash or other assets rather than on settlement better reflects the liquidity and
solvency position of an entity, and therefore it decided to amend IAS 1 accordingly.

The Board discussed the comments received in response to its exposure draft of proposed
Improvements to IFRSs published in 2007 and noted that some respondents were
concerned that the proposal in the exposure draft would apply to all liabilities, not just
those that are components of convertible instruments as originally contemplated in the
exposure draft. Consequently, in Improvements to IFRSs issued in April 2009, the Board
amended the proposed wording to clarify that the amendment applies only to the
classification of a liability that can, at the option of the counterparty, be settled by the issue
of the entity’s equity instruments.
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Effect of events after the reporting period on the classification of
liabilities (paragraphs 69-76)

BC39 Paragraph 63 of IAS 1 (as issued in 1997) included the following:

An enterprise should continue to classify its long-term interest-bearing liabilities as
non-current, even when they are due to be settled within twelve months of the balance
sheet date if:

(@) the original term was for a period of more than twelve months;

(b) the enterprise intends to refinance the obligation on a long-term basis; and

(c) that intention is supported by an agreement to refinance, or to reschedule
payments, which is completed before the financial statements are authorised for
issue.

BC40 Paragraph 65 stated:

Some borrowing agreements incorporate undertakings by the borrower (covenants) which
have the effect that the liability becomes payable on demand if certain conditions related to
the borrower’s financial position are breached. In these circumstances, the liability is
classified as non-current only when:

@) the lender has agreed, prior to the authorisation of the financial statements for
issue, not to demand payment as a consequence of the breach; and

(b) it is not probable that further breaches will occur within twelve months of the
balance sheet date.

BC41 The Board considered these requirements and concluded that refinancing, or the receipt
of a waiver of the lender’s right to demand payment, that occurs after the reporting period
should not be taken into account in the classification of a liability.

BC42 Therefore, the exposure draft of 2002 proposed:

(@)

(b)

© Copyright

to amend paragraph 63 to specify that a long-term financial liability due to be
settled within twelve months of the balance sheet date should not be classified as
a non-current liability because an agreement to refinance, or to reschedule
payments, on a long-term basis is completed after the balance sheet date and
before the financial statements are authorised for issue. This amendment would
not affect the classification of a liability as non-current when the entity has, under
the terms of an existing loan facility, the discretion to refinance or roll over its
obligations for at least twelve months after the balance sheet date.

to amend paragraph 65 to specify that a long-term financial liability that is payable
on demand because the entity breached a condition of its loan agreement should
be classified as current at the balance sheet date even if the lender has agreed
after the balance sheet date, and before the financial statements are authorised
for issue, not to demand payment as a consequence of the breach. However, if
the lender has agreed by the balance sheet date to provide a period of grace
within which the entity can rectify the breach and during which the lender cannot
demand immediate repayment, the liability is classified as non-current if it is due
for settlement, without that breach of the loan agreement, at least twelve months
after the balance sheet date and:

0) the entity rectifies the breach within the period of grace; or

(i) when the financial statements are authorised for issue, the period of grace
is incomplete and it is probable that the breach will be rectified.
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Some respondents disagreed with these proposals. They advocated classifying a liability
as current or non-current according to whether it is expected to use current assets of the
entity, rather than strictly on the basis of its date of maturity and whether it is callable at the
end of the reporting period. In their view, this would provide more relevant information
about the liability’s future effect on the timing of the entity’s resource flows.

However, the Board decided that the following arguments for changing paragraphs 63 and
65 were more persuasive:

€) refinancing a liability after the balance sheet date does not affect the entity’s
liquidity and solvency at the balance sheet date, the reporting of which should
reflect contractual arrangements in force on that date. Therefore, it is a
non-adjusting event in accordance with IAS 10 Events after the Balance Sheet
Date and should not affect the presentation of the entity’s balance sheet.

(b) it is illogical to adopt a criterion that ‘non-current’ classification of short-term
obligations expected to be rolled over for at least twelve months after the balance
sheet date depends on whether the rollover is at the discretion of the entity, and
then to provide an exception based on refinancing occurring after the balance
sheet date.

(© in the circumstances set out in paragraph 65, unless the lender has waived its
right to demand immediate repayment or granted a period of grace within which
the entity may rectify the breach of the loan agreement, the financial condition of
the entity at the balance sheet date was that the entity did not hold an absolute
right to defer repayment, based on the terms of the loan agreement. The granting
of a waiver or a period of grace changes the terms of the loan agreement.
Therefore, an entity’s receipt from the lender, after the balance sheet date, of a
waiver or a period of grace of at least twelve months does not change the nature
of the liability to non-current until it occurs.

IAS 1 now includes the amendments proposed in 2002, with one change. The change
relates to the classification of a long-term loan when, at the end of the reporting period, the
lender has provided a period of grace within which a breach of the loan agreement can be
rectified, and during which period the lender cannot demand immediate repayment of the
loan.

The exposure draft proposed that such a loan should be classified as non-current if it is
due for settlement, without the breach, at least twelve months after the balance sheet date
and:

€) the entity rectifies the breach within the period of grace; or

(b) when the financial statements are authorised for issue, the period of grace is
incomplete and it is probable that the breach will be rectified.

After considering respondents’ comments, the Board decided that the occurrence or
probability of a rectification of a breach after the reporting period is irrelevant to the
conditions existing at the end of the reporting period. The revised IAS 1 requires that, for
the loan to be classified as non-current, the period of grace must end at least twelve
months after the reporting period (see paragraph 75). Therefore, the conditions (a) and (b)
in paragraph BC46 are redundant.

The Board considered arguments that if a period of grace to remedy a breach of a
long-term loan agreement is provided before the end of the reporting period, the loan
should be classified as non-current regardless of the length of the period of grace. These
arguments are based on the view that, at the end of the reporting period, the lender does
not have an unconditional legal right to demand repayment before the original maturity
date (ie if the entity remedies the breach during the period of grace, it is entitled to repay
the loan on the original maturity date). However, the Board concluded that an entity should
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classify a loan as non-current only if it has an unconditional right to defer settlement of the
loan for at least twelve months after the reporting period. This criterion focuses on the
legal rights of the entity, rather than those of the lender.

Statement of comprehensive income

BC49

BC50

BC51

BC52

BC53

Reporting comprehensive income (paragraph 81)

The exposure draft of 2006 proposed that all non-owner changes in equity should be
presented in a single statement or in two statements. In a single-statement presentation,
all items of income and expense are presented together. In a two-statement presentation,
the first statement (‘income statement’) presents income and expenses recognised in
profit or loss and the second statement (‘statement of comprehensive income’) begins with
profit or loss and presents, in addition, items of income and expense that IFRSs require or
permit to be recognised outside profit or loss. Such items include, for example, translation
differences related to foreign operations and gains or losses on available-for-sale financial
assets. The statement of comprehensive income does not include transactions with
owners in their capacity as owners. Such transactions are presented in the statement of
changes in equity.

Respondents to the exposure draft had mixed views about whether the Board should
permit a choice of displaying non-owner changes in equity in one statement or two
statements. Many respondents agreed with the Board's proposal to maintain the
two-statement approach and the single-statement approach as alternatives and a few
urged the Board to mandate one of them. However, most respondents preferred the
two-statement approach because it distinguishes profit or loss and total comprehensive
income; they believe that with the two-statement approach, the ‘income statement’
remains a primary financial statement. Respondents supported the presentation of two
separate statements as a transition measure until the Board develops principles to
determine the criteria for inclusion of items in profit or loss or in other comprehensive
income.

The exposure draft of 2006 expressed the Board’s preference for a single statement of all
non-owner changes in equity. The Board provided several reasons for this preference. All
items of non-owner changes in equity meet the definitions of income and expenses in the
Framework. The Framework does not define profit or loss, nor does it provide criteria for
distinguishing the characteristics of items that should be included in profit or loss from
those items that should be excluded from profit or loss. Therefore, the Board decided that
it was conceptually correct for an entity to present all non-owner changes in equity (ie all
income and expenses recognised in a period) in a single statement because there are no
clear principles or common characteristics that can be used to separate income and
expenses into two statements.

However, in the Board’s discussions with interested parties, it was clear that many were
strongly opposed to the concept of a single statement. They argued that there would be
undue focus on the bottom line of the single statement. In addition, many argued that it
was premature for the Board to conclude that presentation of income and expense in a
single statement was an improvement in financial reporting without also addressing the
other aspects of presentation and display, namely deciding what categories and line items
should be presented in a statement of recognised income and expense.

In the light of these views, although it preferred a single statement, the Board decided that
an entity should have the choice of presenting all income and expenses recognised in a
period in one statement or in two statements. An entity is prohibited from presenting
components of income and expense (ie non-owner changes in equity) in the statement of
changes in equity.
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Many respondents disagreed with the Board’s preference and thought that a decision at this
stage would be premature. In their view the decision about a single-statement or
two-statement approach should be subject to further consideration. They urged the Board to
address other aspects of presentation and display, namely deciding which categories and
line items should be presented in a ‘statement of comprehensive income’. The Board
reaffirmed its reasons for preferring a single-statement approach and agreed to address
other aspects of display and presentation in the next stage of the project.

In Presentation of Iltems of Other Comprehensive Income published in May 2010 the Board

BC54B

proposed to eliminate the option to present all items of income and expense recognised in a
period in two statements, thereby requiring presentation in a continuous statement displaying
two sections: profit or loss and other comprehensive income. The Board also proposed to
require items of OCI to be classified into items that might be reclassified (recycled) to profit or
loss in subsequent periods and items that would not be reclassified subsequently.

In its deliberations on financial instruments and pensions the Board discussed the increasing

BC54C

importance of consistent presentation of items of OCI. Both projects will increase the number
of items presented in OCI, particularly items that will not be reclassified subsequently to profit
or loss. Therefore the Board thought it important that all income and expenses that are
components of the total non-owner changes in equity should be presented transparently.

The Board has no plans to eliminate profit or loss as a measure of performance. Profit or loss

will be presented separately and will remain the required starting point for the calculation of
earnings per share.

BC54D The Board had previously received responses to similar proposals for a single statement of

BC54E

comprehensive income. In October 2008 the Board and the FASB jointly published a
discussion paper, Preliminary Views on Financial Statement Presentation. In that paper, the
boards proposed eliminating the alternative presentation formats for comprehensive income
and to require an entity to present comprehensive income and its components in a single
statement. The boards asked for views on that proposal. The responses were split on
whether an entity should present comprehensive income and its components in a single
statement _or in_two separate statements. In_general, respondents supporting a single
statement _of comprehensive income said that it would lead to greater transparency,
consistency and comparability. Furthermore, the process of calculating financial ratios would
be made easier.

Respondents disagreeing with the proposal for a single statement of comprehensive income

urged the boards to defer any changes to the guidance on the statement of comprehensive
income until the boards had completed a project to revise the guidance on what items should
be presented in OCI. Those respondents also said that a single statement would undermine
the importance of profit or loss by making it a subtotal and that presenting total
comprehensive income as the last number in the statement would confuse users. They also
feared that requiring all items of income and expense to be presented in a single statement
was the first step by the boards towards eliminating the notion of profit or loss. In addition,
they argued that the items that are presented in OCI are different from items presented in
profit or loss. Therefore they preferred either to keep the presentation of profit or loss
separate from the presentation of OCI or to allow management to choose to present them
either in a single statement or in two statements.
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In the responses to the exposure draft of May 2010 many of the respondents objected to the

proposals to remove the option to present all items of income and expense in two statements.
The arguments used by those objecting were much the same as those received on the
discussion paper. However, many respondents, regardless of their views on the proposed
amendments, said that the Board should establish a conceptual basis for what should be
presented in OCI. Those opposed to a continuous statement cited OCI’s lack of a conceptual
definition and therefore believed that OCI should not be presented in close proximity to profit
or loss because this would confuse users. However, users generally said that the lack of a
conceptual framework made it difficult to distinguish the underlying economics of items
reported in profit or loss (net income) from items reported in other comprehensive income.
Although users also asked for a conceptual framework for OCI, most supported the notion of
a single statement of comprehensive income.

BC54G Another issue on which many respondents commented was the reclassification (recycling) of

BC54H

OClIl items. Those respondents said that in addition to addressing the conceptual basis for the
split between profit or loss and OCI the Board should set principles for which OCI items
should be reclassified (recycled) to profit or loss and when they should be reclassified. The
Board acknowledges that it has not set out a conceptual basis for how it determines whether
an item should be presented in OCI or in profit or loss. It also agrees that it has not set out
principles to determine whether items should be reclassified to profit or loss. Those matters
were not within the scope of this project, which focused on presentation, and therefore the
Board has not addressed them at this time. However, the Board is consulting on its future
agenda, which could lead to those matters becoming part of the work programme.

In the light of the response the Board confirmed in June 2011 the requirement for items of

BC541

OCI to be classified into items that will not be reclassified (recycled) to profit or loss in
subsequent periods and items that might be reclassified.

The Board also decided not to mandate the presentation of profit or loss in a continuous

BC54J

statement of profit or loss and other comprehensive income but to maintain an option to
present two statements. The Board did this in the light of the negative response to its
proposal for a continuous statement and the resistance to this change signified by a majority

of respondents.

The FASB also proposed in its exposure draft to mandate a continuous statement of

comprehensive income but decided in the light of the responses not to go as far as mandating
a single statement and instead to allow the two-statement option. Nevertheless, the changes
made by the FASB are a significant improvement for US GAAP, which previously allowed an
option to present OCI items in stockholders’ equity or in the notes to the financial statements.
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Results of operating activities

IAS 1 omits the requirement in the 1997 version to disclose the results of operating
activities as a line item in the income statement. ‘Operating activities’ are not defined in
IAS 1, and the Board decided not to require disclosure of an undefined item.

BC56 The Board recognises that an entity may elect to disclose the results of operating activities,

BC57

BC58

BC59

or a similar line item, even though this term is not defined. In such cases, the Board notes
that the entity should ensure that the amount disclosed is representative of activities that
would normally be regarded as ‘operating’. In the Board’s view, it would be misleading and
would impair the comparability of financial statements if items of an operating nature were
excluded from the results of operating activities, even if that had been industry practice.
For example, it would be inappropriate to exclude items clearly related to operations (such
as inventory write-downs and restructuring and relocation expenses) because they occur
irregularly or infrequently or are unusual in amount. Similarly, it would be inappropriate to
exclude items on the grounds that they do not involve cash flows, such as depreciation
and amortisation expenses.

Subtotal for profit or loss (paragraph 82)

As revised, IAS 1 requires a subtotal for profit or loss in the statement of comprehensive
income. If an entity chooses to present comprehensive income by using two statements, it
should begin the second statement with profit or loss—the bottom line of the first
statement (the ‘income statement’)—and display the components of other comprehensive
income immediately after that. The Board concluded that this is the best way to achieve
the objective of equal prominence (see paragraph BC22) for the presentation of income
and expenses. An entity that chooses to display comprehensive income in one statement
should include profit or loss as a subtotal within that statement.

The Board acknowledged that the items included in profit or loss do not possess any
unique characteristics that allow them to be distinguished from items that are included in
other comprehensive income. However, the Board and its predecessor have required
some items to be recognised outside profit or loss. The Board will deliberate in the next
stage of the project how items of income and expense should be presented in the
statement of comprehensive income.

Minority interest (paragraph 83)*

IAS 1 requires the ‘profit or loss attributable to minority interest’ and ‘profit or loss
attributable to owners of the parent’ each to be presented in the income statement in
accordance with paragraph 83. These amounts are to be presented as allocations of profit
or loss, not as items of income or expense. A similar requirement has been added for the
statement of changes in equity, in paragraph 106(a). These changes are consistent with
IAS 27 Consolidated and Separate Financial Statements, which requires that in a
consolidated balance sheet (now called ‘statement of financial position’), minority interest
is presented within equity because it does not meet the definition of a liability in the
Framework.

In January 2008 the IASB issued an amended IAS 27 Consolidated and Separate Financial Statements, which

amended ‘minority interest’ to ‘non-controlling interests’._The consolidation requirements in IAS 27 were superseded by
IFRS 10 Consolidated Financial Statements issued in May 2011. The term 'non-controlling interests’ and the

requirements for non-controlling interests were not changed.
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Extraordinary items (paragraph 87)

IAS 8 Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting
Policies (issued in 1993) required extraordinary items to be disclosed in the income
statement separately from the profit or loss from ordinary activities. That standard defined
‘extraordinary items’ as ‘income or expenses that arise from events or transactions that
are clearly distinct from the ordinary activities of the enterprise and therefore are not
expected to recur frequently or regularly’.

In 2002, the Board decided to eliminate the concept of extraordinary items from IAS 8 and
to prohibit the presentation of items of income and expense as ‘extraordinary items’ in the
income statement and the notes. Therefore, in accordance with IAS 1, no items of income
and expense are to be presented as arising from outside the entity’s ordinary activities.

Some respondents to the exposure draft of 2002 argued that extraordinary items should
be presented in a separate component of the income statement because they are clearly
distinct from all of the other items of income and expense, and because such presentation
highlights to users of financial statements the items of income and expense to which the
least attention should be given when predicting an entity’s future performance.

The Board decided that items treated as extraordinary result from the normal business
risks faced by an entity and do not warrant presentation in a separate component of the
income statement. The nature or function of a transaction or other event, rather than its
frequency, should determine its presentation within the income statement. Items currently
classified as ‘extraordinary’ are only a subset of the items of income and expense that may
warrant disclosure to assist users in predicting an entity’s future performance.

Eliminating the category of extraordinary items eliminates the need for arbitrary
segregation of the effects of related external events—some recurring and others not—on
the profit or loss of an entity for a period. For example, arbitrary allocations would have
been necessary to estimate the financial effect of an earthquake on an entity’s profit or
loss if it occurs during a major cyclical downturn in economic activity. In addition,
paragraph 97 of IAS 1 requires disclosure of the nature and amount of material items of
income and expense.

Other comprehensive income—related tax effects
(paragraphs 90 and 91)

The exposure draft of 2006 proposed to allow components of ‘other recognised income
and expense’ (now ‘other comprehensive income’) to be presented before tax effects
(‘gross presentation’) or after their related tax effects (‘net presentation’). The ‘gross
presentation’ facilitated the traceability of other comprehensive income items to profit or
loss, because items of profit or loss are generally displayed before tax. The ‘net
presentation’ facilitated the identification of other comprehensive income Items in the
equity section of the statement of financial position. A majority of respondents supported
allowing both approaches. The Board reaffirmed its conclusion that components of other
comprehensive income could be displayed either (a) net of related tax effects or (b) before
related tax effects.

Regardless of whether a pre-tax or post-tax display was used, the exposure draft
proposed to require disclosure of the amount of income tax expense or benefit allocated
separately to individual components of other comprehensive income, in line with SFAS
130. Many respondents agreed in principle with this disclosure, because they agreed that
it helped to improve the clarity and transparency of such information, particularly when
components of other comprehensive income are taxed at rates different from those
applied to profit or loss.
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However, most respondents expressed concern about having to trace the tax effect for
each one of the components of other comprehensive income. Several observed that the
tax allocation process is arbitrary (eg it may involve the application of subjectively
determined tax rates) and some pointed out that this information is not readily available for
some industries (eg the insurance sector), where components of other comprehensive
income are multiple and tax allocation involves a high degree of subjectivity. Others
commented that they did not understand why tax should be attributed to components of
comprehensive income line by line, when this is not a requirement for items in profit or
loss.

The Board decided to maintain the disclosure of income tax expense or benefit allocated
to each component of other comprehensive income. Users of financial statements often
requested further information on tax amounts relating to components of other
comprehensive income, because tax rates often differed from those applied to profit or
loss. The Board also observed that an entity should have such tax information available
and that a disclosure requirement would therefore not involve additional cost for preparers
of financial statements.

In its exposure draft Presentation of Items of Other Comprehensive Income published in

BC69

BC70

BC71

May 2010 the Board proposed requiring that income tax on items presented in OCI should
be allocated between items that will not be subsequently reclassified to profit or loss and
those that might be reclassified, if the items in OCIl are presented before tax. Most
respondents agreed with this proposal as this would be in line with the existing options in
IAS 1 regarding presentation of income tax on OCI items. Therefore the Board confirmed
the proposal in June 2011.

Reclassification adjustments (paragraphs 92-96)

In the exposure draft of 2006, the Board proposed that an entity should separately present
reclassification adjustments. These adjustments are the amounts reclassified to profit or
loss in the current period that were previously recognised in other comprehensive income.
The Board decided that adjustments necessary to avoid double-counting items in total
comprehensive income when those items are reclassified to profit or loss in accordance
with IFRSs. The Board’s view was that separate presentation of reclassification
adjustments is essential to inform users of those amounts that are included as income and
expenses in different periods—as income or expenses in other comprehensive income in
previous periods and as income or expenses in profit or loss in the current period. Without
such information, users may find it difficult to assess the effect of reclassifications on profit
or loss and to calculate the overall gain or loss associated with available-for-sale financial
assets, cash flow hedges and on translation or disposal of foreign operations.

Most respondents agreed with the Board’s decision and believe that the disclosure of
reclassification adjustments is important to understanding how components recognised in
profit or loss are related to other items recognised in equity in two different periods.
However, some respondents suggested that the Board should use the term ‘recycling’,
rather than ‘reclassification’ as the former term is more common. The Board concluded
that both terms are similar in meaning, but decided to use the term ‘reclassification
adjustment’ to converge with the terminology used in SFAS 130.

The exposure draft proposed to allow the presentation of reclassification adjustments in
the statement of recognised income and expense (now ‘statement of comprehensive
income’) or in the notes. Most respondents supported this approach.
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Some respondents noted some inconsistencies in the definition of ‘reclassification
adjustments’ in the exposure draft (now paragraphs 7 and 93 of IAS 1). Respondents
suggested that the Board should expand the definition in paragraph 7 to include gains and
losses recognised in current periods in addition to those recognised in earlier periods, to
make the definition consistent with paragraph 93. They commented that, without
clarification, there could be differences between interim and annual reporting, for
reclassifications of items that arise in one interim period and reverse out in a different
interim period within the same annual period.

The Board decided to align the definition of reclassification adjustments with SFAS 130
and include an additional reference to ‘current periods’ in paragraph 7.

Statement of changes in equity

BC74

BC74A

BC75

Effects of retrospective application or retrospective
restatement (paragraph 106(b))

Some respondents to the exposure draft of 2006 asked the Board to clarify whether the
effects of retrospective application or retrospective restatement, as defined in IAS 8,
should be regarded as non-owner changes in equity. The Board noted that IAS 1 specifies
that these effects are included in the statement of changes in equity. However, the Board
decided to clarify that the effects of retrospective application or retrospective restatement
are not changes in equity in the period, but provide a reconciliation between the previous
period’s closing balance and the opening balance in the statement of changes in equity.

Reconciliation for each component of other comprehensive income
(paragraphs 106(d)(ii) and 106A)

Paragraph 106(d) requires an entity to provide a reconciliation of changes in each
component of equity. In Improvements to IFRSs issued in May 2010, the Board clarified
that entities may present the required reconciliations for each component of other
comprehensive income either in the statement of changes in equity or in the notes to the
financial statements.

Presentation of dividends (paragraph 107)

The Board reaffirmed its conclusion to require the presentation of dividends in the
statement of changes in equity or in the notes, because dividends are distributions to
owners in their capacity as owners and the statement of changes in equity presents all
owner changes in equity. The Board concluded that an entity should not present dividends
in the statement of comprehensive income because that statement presents non-owner
changes in equity.

Statement of cash flows

BC76

IAS 7 Cash Flow Statements (paragraph 111)

The Board considered whether the operating section of an indirect method statement of
cash flows should begin with total comprehensive income instead of profit or loss as is
required by IAS 7 Cash Flow Statements. When components of other comprehensive
income are non-cash items, they would become reconciling items in arriving at cash flows
from operating activities and would add items to the statement of cash flows without
adding information content. The Board concluded that an amendment to IAS 7 is not
required; however, as mentioned in paragraph BC14 the Board decided to relabel this
financial statement as ‘statement of cash flows’.
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BC77

BC78

BC79

BC80

Disclosure of the judgements that management has made in the
process of applying the entity’s accounting policies (paragraphs
122-124)

The revised IAS 1 requires disclosure of the judgements, apart from those involving
estimations, that management has made in the process of applying the entity’s accounting
policies and that have the most significant effect on the amounts recognised in the
financial statements (see paragraph 122). An example of these judgements is how
management determines whether financial assets are held-to-maturity investments. The
Board decided that disclosure of the most important of these judgements would enable
users of financial statements to understand better how the accounting policies are applied
and to make comparisons between entities regarding the basis on which managements
make these judgements.

Comments received on the exposure draft of 2002 indicated that the purpose of the
proposed disclosure was unclear. Accordingly, the Board amended the disclosure
explicitly to exclude judgements involving estimations (which are the subject of the
disclosure in paragraph 125) and added another four examples of the types of judgements
disclosed (see paragraphs 123 and 124).

Disclosure of major sources of estimation uncertainty
(paragraphs 125-133)

IAS 1 requires disclosure of the assumptions concerning the future, and other major
sources of estimation uncertainty at the end of the reporting period, that have a significant
risk of causing a material adjustment to the carrying amounts of assets and liabilities within
the next financial year. For those assets and liabilities, the proposed disclosures include
details of:

€) their nature, and
(b) their carrying amount as at the end of the reporting period (see paragraph 125).

Determining the carrying amounts of some assets and liabilities requires estimation of the
effects of uncertain future events on those assets and liabilities at the end of the reporting
period. For example, in the absence of recently observed market prices used to measure
the following assets and liabilities, future-oriented estimates are necessary to measure the
recoverable amount of classes of property, plant and equipment, the effect of
technological obsolescence of inventories, provisions subject to the future outcome of
litigation in progress, and long-term employee benefit liabilities such as pension
obligations. These estimates involve assumptions about items such as the risk adjustment
to cash flows or discount rates used, future changes in salaries and future changes in
prices affecting other costs. No matter how diligently an entity estimates the carrying
amounts of assets and liabilities subject to significant estimation uncertainty at the end of
the reporting period, the reporting of point estimates in the statement of financial position
cannot provide information about the estimation uncertainties involved in measuring those
assets and liabilities and the implications of those uncertainties for the period’s profit or
loss.
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The Framework states that ‘The economic decisions that are made by users of financial
statements require an evaluation of the ability of an entity to generate cash and cash
equivalents and of the timing and certainty of their generation.” The Board decided that
disclosure of information about assumptions and other major sources of estimation
uncertainty at the end of the reporting period enhances the relevance, reliability and
understandability of the information reported in financial statements. These assumptions
and other sources of estimation uncertainty relate to estimates that require management’s
most difficult, subjective or complex judgements. Therefore, disclosure in accordance with
paragraph 125 of the revised IAS 1 would be made in respect of relatively few assets or
liabilities (or classes of them).

The exposure draft of 2002 proposed the disclosure of some ‘sources of measurement
uncertainty’. In the light of comments received that the purpose of this disclosure was
unclear, the Board decided:

(a) to amend the subject of that disclosure to ‘sources of estimation uncertainty at the
end of the reporting period’, and

(b) to clarify in the revised Standard that the disclosure does not apply to assets and
liabilities measured at fair value based on recently observed market prices (see
paragraph 128 of IAS 1).

When assets and liabilities are measured at fair value on the basis of recently observed
market prices, future changes in carrying amounts would not result from using estimates to
measure the assets and liabilities at the end of the reporting period. Using observed
market prices to measure assets or liabilities obviates the need for estimates at the end of
the reporting period. The market prices properly reflect the fair values at the end of the
reporting period, 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 a future
value®.

IAS 1 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 end of the
reporting period has many facets. I1AS 1 limits the scope of the disclosures to 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 relate, the greater the range of items that would qualify for disclosure, and the
less specific are 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.

Disclosures about capital (paragraphs 134 and 135)

In July 2004 the Board published an exposure draft—ED 7 Financial Instruments:
Disclosures. As part of that project, the Board considered whether it should require
disclosures about capital.

The level 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 pay dividends.
Consequently, ED 7 proposed disclosures about capital.

IFRS 13 Fair Value Measurement, issued in May 2011, defined fair value and contains the requirements for measuring

fair value.
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In ED 7 the Board decided that it should not limit the requirements for disclosures about
capital to entities that are subject to external capital requirements (eg regulatory capital
requirements established by legislation or other regulation). The Board believes that
information about capital is useful for all entities, as is 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 intended to replace
disclosures required by regulators. The Board also noted that the financial statements
should not be regarded as a substitute for disclosures to regulators (which may not be
available to all users) because the function of disclosures made to regulators may differ
from the function of those to other users. Therefore, the Board decided that information
about capital should be required of all entities because it is useful to users of general
purpose financial statements. Accordingly, the Board did not distinguish between the
requirements for regulated and non-regulated entities.

Some respondents to ED 7 questioned the relevance of the capital disclosures in an IFRS
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 disclosures in IAS 1, rather
than IFRS 7 Financial Instruments: Disclosures, the IFRS resulting from ED 7.

The Board also decided that an entity’s decision to adopt the amendments to 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.

Objectives, policies and processes for managing capital (paragraph
136)

The Board decided that disclosure about capital should be placed in the context of a
discussion of the entity’s objectives, policies and processes for managing capital. This 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.

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 disclosure is intended to give entities
the opportunity to describe how they view the components of capital they manage, if this is
different from what IFRSs define as equity.

Externally imposed capital requirements (paragraph 136)

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

€) an industry-wide requirement 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.

The Board noted that some industries and countries have industry-wide capital
requirements, and others do not. 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.
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The Board concluded that disclosure of the existence and level of entity-specific capital
requirements is important information for users, because it informs them about the risk
assessment of the regulator. Such disclosure improves transparency and market
discipline.

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 a regulator's risk assessment is for those whose interests the
regulations are intended to protect (eg depositors or policyholders). This emphasis
is 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’s ability to impose such requirements. For example, the
information could cause depositors to withdraw funds, a prospect that might
discourage regulators from imposing requirements. Furthermore, an entity’s
regulatory dialogue would become public, which might not be appropriate in all
circumstances.

(d) Because different regulators have different tools available, for example formal
requirements and moral suasion, a requirement to disclose entity-specific capital
requirements could not be framed in a way that would lead to the provision of
information that is comparable across entities.

(e) Disclosure of capital requirements (and hence, regulatory judgements) could
hamper clear communication to the entity of the regulator's assessment by
creating incentives to use moral suasion and other informal mechanisms.

)] Disclosure requirements should not focus on entity-specific capital requirements
in isolation, but should focus on how entity-specific capital requirements affect
how an entity manages and determines the adequacy of its capital resources.

(9) A requirement to disclose entity-specific capital requirements imposed by a
regulator is not part of Pillar 3 of the Basel Il Framework developed by the Basel
Committee on Banking Supervision.

Taking into account all of the above arguments, the Board decided not to require
guantitative disclosure of externally imposed capital requirements. Rather, it decided to
require disclosures about whether the entity complied with any externally imposed capital
requirements during the period and, if not, the consequences of non-compliance. This
retains confidentiality between regulators and the entity, but alerts users to breaches of
capital requirements and their consequences.

Some respondents to 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 the basis of the
financial statements.” Similarly, the Board decided not to provide an exemption for
temporary non-compliance with regulatory requirements during the year. Information that
an entity is sufficiently close to its limits to breach them, even on a temporary basis, is
useful for users.

© Copyright 81 HKAS 1 BC



PRESENTATION OF FINANCIAL STATEMENTS

Internal capital targets

BC98 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 the financial
statements.

BC99 However, this proposal was criticised by respondents to ED 7 for the following reasons:

€) The information is subjective and, thus, not comparable between entities. In
particular, different entities will set internal targets for different reasons, so a
breach of a requirement 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.

(© Internal targets are estimates that are subject to change by the entity. It is not
appropriate to require the entity’'s performance against this benchmark to be
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.

BC100 As a result, 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-compliance. However, the Board confirmed its view that when an entity has
policies and processes for managing capital, qualitative disclosures about these policies
and processes are useful. The Board also concluded that these disclosures, together with
disclosure of the components of equity and their changes during the year (required by
paragraphs 106-110), would give sufficient information about entities that are not
regulated or subject to externally imposed capital requirements.

Puttable financial instruments and obligations arising on liquidation

BC100AThe Board decided to require disclosure of information about puttable instruments and
instruments that impose on the entity an obligation to deliver to another party a pro rata
share of the net assets of the entity only on liquidation that are reclassified in accordance
with paragraphs 16E and 16F of IAS 32. This is because the Board concluded that this
disclosure allows users of financial statements to understand the effects of any
reclassifications.

BC100BThe Board also concluded that entities with puttable financial instruments classified as
equity should be required to disclose additional information to allow users to assess any
effect on the entity’s liquidity arising from the ability of the holder to put the instruments to
the issuer. Financial instruments classified as equity usually do not include any obligation
for the entity to deliver a financial asset to another party. Therefore, the Board concluded
that additional disclosures are needed in these circumstances. In particular, the Board
concluded that entities should disclose the expected cash outflow on redemption or
repurchase of those financial instruments that are classified as equity and information
about how that amount was determined. That information allows liquidity risk associated
with the put obligation and future cash flows to be evaluated.
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Presentation of measures per share

The exposure draft of 2006 did not propose to change the requirements of IAS 33
Earnings per Share on the presentation of basic and diluted earnings per share. A majority
of respondents agreed with this decision. In their opinion, earnings per share should be
the only measure per share permitted or required in the statement of comprehensive
income and changing those requirements was beyond the scope of this stage of the
financial statement presentation project.

However, some respondents would like to see alternative measures per share whenever
earnings per share is not viewed as the most relevant measure for financial analysts (ie
credit rating agencies that focus on other measures). A few respondents proposed that an
entity should also display an amount per share for total comprehensive income, because
this was considered a useful measure. The Board did not support including alternative
measures per share in the financial statements, until totals and subtotals, and principles
for aggregating and disaggregating items, are addressed and discussed as part of the next
stage of the financial statement presentation project.

Some respondents also interpreted the current provisions in IAS 33 as allowing de facto a
display of alternative measures in the income statement. In its deliberations, the Board
was clear that paragraph 73 of IAS 33 did not leave room for confusion. However, it
decided that the wording in paragraph 73 could be improved to clarify that alternative
measures should be shown ‘only in the notes’. This will be done when IAS 33 is revisited
or as part of the annual improvements process.

One respondent commented that the use of the word ‘earnings’ was inappropriate in the
light of changes proposed in the exposure draft and that the measure should be
denominated ‘profit or loss per share’, instead. The Board considered that this particular
change in terminology was beyond the scope of IAS 1.

Transition and effective date

BC105

The Board is committed to maintaining a ‘stable platform’ of substantially unchanged
standards for annual periods beginning between 1 January 2006 and 31 December 2008.
In addition, some preparers will need time to make the system changes necessary to
comply with the revisions to IAS 1. Therefore, the Board decided that the effective date of
IAS 1 should be annual periods beginning on or after 1 January 2009, with earlier
application permitted.

BC105A The exposure draft Presentation of Items of Other Comprehensive Income published in

May 2010 proposed changes to presentation of items of OCI. The Board finalised these
changes in June 2011 and decided that the effective dates for these changes should be for
annual periods beginning on or after 1 July 2012, with earlier application permitted. The
Board did not think that a long transition period was needed as the changes to presentation
are small and the presentation required by the amendments is already allowed under IAS 1.

BC105B The Board had consulted on the effective date and transition requirements for this

amendment in its Request for Views on Effective Dates and Transition Requirements in
October 2010 and the responses to that document did not give the Board any reason to
reconsider the effective date and the transition requirements.
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Differences from SFAS 130

BC106 In developing IAS 1, the Board identified the following differences from SFAS 130:

(@)

(b)

()

© Copyright

Reporting and display of comprehensive income Paragraph 22 of SFAS 130
permits a choice of displaying comprehensive income and its components, in one
or two statements of financial performance or in a statement of changes in equity.
IAS 1 (as revised in 2007) does not permit display in a statement of changes in
equity.

Reporting other comprehensive income in the equity section of a statement
of financial position Paragraph 26 of SFAS 130 specifically states that the total
of other comprehensive income is reported separately from retained earnings and
additional paid-in capital in a statement of financial position at the end of the
period. A descriptive title such as accumulated other comprehensive income is
used for that component of equity. An entity discloses accumulated balances for
each classification in that separate component of equity in a statement of financial
position, in a statement of changes in equity, or in notes to the financial
statements. IAS 1 (as revised in 2007) does not specifically require the display of
a total of accumulated other comprehensive income in the statement of financial
position.

Display of the share of other comprehensive income items of associates
and joint ventures accounted for using the equity method Paragraph 82 of
IAS 1 (as revised in 2007) requires the display in the statement of comprehensive
income of the investor's share of the investee’s other comprehensive income.
Paragraph 122 of SFAS 130 does not specify how that information should be
displayed. An investor is permitted to combine its proportionate share of other
comprehensive income amounts with its own other comprehensive income items
and display the aggregate of those amounts in an income statement type format
or in a statement of changes in equity.
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Appendix
Amendments to the Basis for Conclusions on other IFRSs
This appendix contains amendments to the Basis for Conclusions on other IFRSs that are

necessary in order to ensure consistency with the revised IAS 1. Amended paragraphs are shown
with the new text underlined and deleted text struck through.

*k%

The amendments contained in this appendix when this Standard was revised in 2007 have been
incorporated into the relevant pronouncements.
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Dissenting opinions

DO1

DO2

DO3

DO4

DO5

DO6

DO7

Dissent of Mary E Barth, Anthony T Cope, Robert P Garnett and
James J Leisenring from IAS 1 (as revised in September 2007)

Professor Barth and Messrs Cope, Garnett and Leisenring voted against the issue of IAS 1
Presentation of Financial Statements in 2007. The reasons for their dissent are set out
below.

Those Board members agree with the requirement to report all items of income and
expense separately from changes in net assets that arise from transactions with owners in
their capacity as owners. Making that distinction clearly is a significant improvement in
financial reporting.

However, they believe that the decision to permit entities to divide the statement of
comprehensive income into two separate statements is both conceptually unsound and
unwise.

As noted in paragraph BC51, the Framework does not define profit or loss, or net income.
It also does not indicate what criteria should be used to distinguish between those items of
recognised income and expense that should be included in profit or loss and those items
that should not. In some cases, it is even possible for identical transactions to be reported
inside or outside profit or loss. Indeed, in that same paragraph, the Board acknowledges
these facts, and indicates that it had a preference for reporting all items of income and
expense in a single statement, believing that a single statement is the conceptually correct
approach. Those Board members believe that some items of income and expense that will
potentially bypass the statement of profit and loss can be as significant to the assessment
of an entity’s performance as items that will be included. Until a conceptual distinction can
be developed to determine whether any items should be reported in profit or loss or
elsewhere, financial statements will lack neutrality and comparability unless all items are
reported in a single statement. In such a statement, profit or loss can be shown as a
subtotal, reflecting current conventions.

In the light of those considerations, it is puzzling that most respondents to the exposure
draft that proposed these amendments favoured permitting a two-statement approach,
reasoning that it ‘distinguishes between profit and loss and total comprehensive income’
(paragraph BC50). Distinguishing between those items reported in profit or loss and those
reported elsewhere is accomplished by the requirement for relevant subtotals to be
included in a statement of comprehensive income. Respondents also stated that a
two-statement approach gives primacy to the ‘income statement’; that conflicts with the
Board’s requirement in paragraph 11 of IAS 1 to give equal prominence to all financial
statements within a set of financial statements.

Those Board members also believe that the amendments are flawed by offering entities a
choice of presentation methods. The Board has expressed a desire to reduce alternatives
in IFRSs. The Preface to International Financial Reporting Standards, in paragraph 137,
states: ‘the IASB intends not to permit choices in accounting treatment ... and will continue
to reconsider ... those transactions and events for which IASs permit a choice of
accounting treatment, with the objective of reducing the number of those choices.” The
Preface extends this objective to both accounting and reporting. The same paragraph
states: ‘The IASB’s objective is to require like transactions and events to be accounted for
and reported in a like way and unlike transactions and events to be accounted for and
reported differently’ (emphasis added). By permitting a choice in this instance, the IASB
has abandoned that principle.

Finally, the four Board members believe that allowing a choice of presentation at this time
will ingrain practice, and make achievement of the conceptually correct presentation more
difficult as the long-term project on financial statement presentation proceeds.

The reference to the Framework is to IASC's Framework for the Preparation and Presentation of Financial Statements,
adopted by the IASB in 2001. In September 2010 the IASB replaced the Framework with the Conceptual Framework
for Financial Reporting.

Paragraph 13, slightly amended, is now paragraph 12 of the Preface, as amended at September 2010.
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Dissent of Paul Pacter from Presentation of ltems of Other
Comprehensive Income (Amendments to IAS 1)

Mr_Pacter voted against issuing the amendments to IAS 1 Presentation of Financial

DO2

Statements set out in Presentation of Items of Other Comprehensive Income in June 2011.
Mr Pacter believes that the Board has missed a golden opportunity to align the performance
statement with the Board's Conceptual Framework and, thereby, improve information for
users of IFRS financial statements.

Mr Pacter believes that ideally this project should have provided guidance, to the Board and to

DO3

those who use IFRSs, on which items of income and expense (if any) should be presented as
items of other comprehensive income (OCI) and which of those (if any) should subsequently
be recycled through profit or loss. Mr Pacter acknowledges and accepts that this project has a
more short-term goal — ‘to improve the consistency and clarity of the presentation of items of
OCI'. He believes that this project fails to deliver on that objective, for the following reasons:

(a) _Consistency is not achieved because the standard allows choice between presenting
performance in a single performance statement or two performance statements. Users
of financial statements—and the Board itself—have often said that accounting options
are not helpful for understandability and comparability of financial statements.

(b) Clarity is not achieved because allowing two performance statements is inconsistent with
the Conceptual Framework. The Conceptual Framework defines two types of items that
measure an entity’s performance—income and expenses. Mr Pacter believes that all
items _of income and expense should be presented in a single performance statement
with appropriate subtotals (including profit or loss, if that can be defined) and supporting
disclosures. This is consistent with reporting all assets and liabilities in a single statement
of financial position, rather than multiple statements. Unfortunately, neither IAS 1 nor any
other IFRS addresses criteria for which items are presented in OCI. And the recent
history of which items are presented in OCI suggests that the decisions are based more
on _expediency than conceptual merit. In Mr Pacter’s judgement, that is all the more
reason to have all items of income and expense reported in a single performance
statement.

Mr Pacter believes that the Board should breathe new life into its former project on

performance reporting as a matter of urgency.
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Guidance on implementing
IAS 1 Presentation of Financial Statements

This guidance accompanies, but is not part of, IAS 1.

[llustrative financial statement structure

IG1

1G2

IG3

1G4

IG5

IG5A

IAS 1 sets out the components of financial statements and minimum requirements for
disclosure in the statements of financial position, profit or loss and other comprehensive
income and changes in equity. It also describes further items that may be presented either in
the relevant financial statement or in the notes. This guidance provides simple examples of
ways in which the requirements of IAS 1 for the presentation of the statements of financial
position, profit or loss and other comprehensive income and changes in equity might be met.
An entity should change the order of presentation, the titles of the statements and the
descriptions used for line items when necessary to suit its particular circumstances.

The guidance is in three sections. Paragraphs IG3-IG6 provide examples of the
presentation of financial statements. Paragraphs IG7-IG9 provide an example of the
determination of reclassification adjustments for available-for-sale financial assets in
accordance with IAS 39 Financial Instruments: Recognition and Measurement. Paragraphs
IG10 and IG11 provide examples of capital disclosures.

The illustrative statement of financial position shows one way in which an entity may present
a statement of financial position distinguishing between current and non-current items. Other
formats may be equally appropriate, provided the distinction is clear.

The illustrations use the term ‘comprehensive income’ to label the total of all items
components-of profit or loss and other comprehensive income—ineluding-profit-orless. The
illustrations use the term ‘other comprehensive income’ to label income and expenses that
are included in comprehensive income but excluded from profit or loss. IAS 1 does not
require an entity to use those terms in its financial statements.

Two statements of profit or loss and other comprehensive income are provided, to illustrate
the alternative presentations of income and expenses in a single statement or in two
statements. The single—statement of profit or loss and other comprehensive income
illustrates the classification of income and expenses within profit or loss by function. The
separate statement (in this example, ‘the income-statement_or profit or loss’) illustrates the
classification of income and expenses within profit by nature.

Two sets of examples of statements of profit or loss and other comprehensive income are

IG6

shown. One shows the presentation while IAS 39 Financial Instruments: Recognition and
Measurement remains effective and is applied; the other shows presentation when IFRS 9
Financial Instruments is applied.

The examples are not intended to illustrate all aspects of IFRSs, nor do they constitute a
complete set of financial statements, which would also include a statement of cash flows, a
summary of significant accounting policies and other explanatory information.
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Part I: lllustrative presentation of financial statements

XYZ Group - Statement of financial position as at 31 December 20X7

(in thousands of currency units)

31 Dec 20X7 31 Dec 20X6
ASSETS
Non-current assets
Property, plant and equipment 350,700 360,020
Goodwill 80,800 91,200
Other intangible assets 227,470 227,470
Investments in associates 100,150 110,770
Available-for-sale financial assets 142,500 156,000
901,620 945,460
Current assets
Inventories 135,230 132,500
Trade receivables 91,600 110,800
Other current assets 25,650 12,540
Cash and cash equivalents 312,400 322,900
564,880 578,740
Total assets 1,466,500 1,524,200
continued...
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XYZ Group - Statement of financial position as at 31 December 20X7

(in thousands of currency units)

31 Dec 20X7
EQUITY AND LIABILITIES
Equity attributable to owners of the parent
Share capital 650,000
Retained earnings 243,500
Other components of equity 10,200

903,700

Non-controlling interests 70,050
Total equity 973,750
Non-current liabilities
Long-term borrowings 120,000
Deferred tax 28,800
Long-term provisions 28,850
Total non-current liabilities 177,650
Current liabilities
Trade and other payables 115,100
Short-term borrowings 150,000
Current portion of long-term borrowings 10,000
Current tax payable 35,000
Short-term provisions 5,000
Total current liabilities 315,100
Total liabilities 492,750
Total equity and liabilities 1,466,500

© Copyright
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31 Dec 20X6

600,000
161,700

21,200

782,900

48,600

831,500

160,000
26,040

52,240

238,280

187,620
200,000
20,000
42,000

4,800

454,420

692,700

1,524,200
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Examples of statement of profit or loss and other comprehensive income

XYZ Group - Statement of profit or loss and other comprehensive income for the year

ended 31 December 20X7

(illustrating the presentation of profit or loss and other comprehensive income in one
statement and the classification of expenses within profit_or loss by function)

(in thousands of currency units)

Revenue

Cost of sales

Gross profit

Other income

Distribution costs

Administrative expenses

Other expenses

Finance costs

Share of profit of associates®

Profit before tax

Income tax expense

Profit for the year from continuing operations
Loss for the year from discontinued operations
PROFIT FOR THE YEAR

Other comprehensive income:

Items that will not be reclassified to profit or loss:
Gains on property revaluation

Remeasurements of defined benefit pension plans
Share of gain (loss) on property revaluation of associates®

Income tax relating to items that will not be reclassified®

Items that may be reclassified subsequently to profit
or loss:

Exchange differences on translating foreign operations'®

Available-for-sale financial assets®

Cash flow hedges(d)

Income tax relating to items that may be reclassified

Other comprehensive income for the year, net of tax

TOTAL COMPREHENSIVE INCOME FOR THE YEAR

© Copyright 91

20X7 20X6
390,000 355,000
(245,000) (230,000)
145,000 125,000
20,667 11,300
(9,000) (8,700)
(20,000) (21,000)
(2,100) (1,200)
(8,000) (7,500)
35,100 30,100
161,667 128,000
(40,417) (32,000)
121,250 96,000
- (30,500)
121,250 65,500
933 3,367
(667) 1,333
400 (700)
(166) (1,000)
500 3,000
5,334 10,667
(24,000) 26,667
(667) (4,000)
4,833 (8,334)
(14,500) 25,000
(14,000) 28,000
107,250 93,500
continued...
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...continued
Examples of statement of profit or loss and other comprehensive income

XYZ Group — Statement of profit or loss and other comprehensive income for the year
ended 31 December 20X7

(illustrating the presentation of profit or loss and other comprehensive income in one
statement and the classification of expenses within profit_or loss by function)

(in thousands of currency units)

Profit attributable to:

Owners of the parent 97,000 52,400
Non-controlling interests 24,250 13,100
121,250 65,500

Total comprehensive income attributable to:
Owners of the parent 85,800 74,800
Non-controlling interests 21,450 18,700
107,250 93,500

Earnings per share (in currency units):

Basic and diluted 0.46 0.30

Alternatively, items of other comprehensive income could be presented in the statement of profit or
loss and other comprehensive income net of tax.

Other comprehensive income for the year, after tax: 20X7 20X6

Iltems that will not be reclassified to profit or loss:

Gains on property revaluation 600 2,700
Remeasurements of defined benefit pension plans (500) 1,000
Share of gain (loss) on property revaluation of associates 400 (700)
500 3,000
Iltems that may be reclassified subsequently to profit
or loss:
Exchange differences on translating foreign operations 4,000 8,000
Available-for-sale financial assets (18,000) 20,000
Cash flow hedges (500) (3,000)
(14,500) 25,000
Other comprehensive income for the year, net of tax® (14,000) 28,000

(@) This means the share of associates’ profit attributable to owners of the associates, ie it is after tax and
non-controlling interests in the associates.

(b) This means the share of associates’ gain (loss) on property revaluation attributable to owners of the
associates, ie it is after tax and non-controlling interests in the associates.

(c) The income tax relating to each item of other comprehensive income is disclosed in the notes.

(d) This illustrates the aggregated presentation, with disclosure of the current year gain or loss and
reclassification adjustment presented in the notes. Alternatively, a gross presentation can be used.
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XYZ Group — Statement of profit or loss for the year ended 31 December 20X7

(illustrating the presentation of profit or loss and other comprehensive income in two
statements and the classification of expenses within profit or loss by nature)

(in thousands of currency units)

20X7 20X6
Revenue 390,000 355,000
Other income 20,667 11,300
Changes in inventories of finished goods and work in
progress (115,100) (107,900)
Work performed by the entity and capitalised 16,000 15,000
Raw material and consumables used (96,000) (92,000)
Employee benefits expense (45,000) (43,000)
Depreciation and amortisation expense (19,000) (17,000)
Impairment of property, plant and equipment (4,000) =
Other expenses (6,000) (5,500)
Finance costs (15,000) (18,000)
Share of profit of associates® 35,100 30,100
Profit before tax 161,667 128,000
Income tax expense (40,417) (32,000)
Profit for the year from continuing operations 121,250 96,000
Loss for the year from discontinued operations - (30,500)
PROFIT FOR THE YEAR 121,250 65,500
Profit attributable to:
Owners of the parent 97,000 52,400
Non-controlling interests 24,250 13,100
121,250 65,500
Earnings per share (in currency units):
Basic and diluted 0.46 0.30

(@) This means the share of associates’ profit attributable to owners of the associates, ie it is after tax and
non-controlling interests in the associates.
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XYZ Group — Statement of profit or loss and other comprehensive income for the year

ended 31 December 20X7

(illustrating the presentation of profit or loss and other comprehensive income in two

statements)

(in thousands of currency units)

Profit for the year

Other comprehensive income:

Items that will not be reclassified to profit or loss:
Gains on property revaluation

Remeasurements of defined benefit pension plans

Share of gain (loss) on property revaluation of associates®

Income tax relating to items that will not be reclassified®

Items that may be reclassified subsequently to profit
or loss:

Exchange differences on translating foreign operations
Available-for-sale financial assets
Cash flow hedges

Income tax relating to items that may be reclassified®

Other comprehensive income for the year, net of tax

TOTAL COMPREHENSIVE INCOME FOR THE YEAR

Total comprehensive income attributable to:
Owners of the parent

Non-controlling interests

20X7 20X6
121,250 65,500
933 3,367
(667) 1,333
400 (700)
(166) (1,000)
500 3,000
5,334 10,667
(24,000) 26,667
(667) (4,000)
4,833 (8,334)
(14,500) 25,000
(14,000) 28,000
107,250 93,500
85,800 74,800
21,450 18,700
107,250 93,500

Alternatively, items of other comprehensive income could be presented, net of tax. Refer to the
statement of profit or loss and other comprehensive income illustrating the presentation of income

and expenses in one statement.

(@) This means the share of associates’ gain (loss) on property revaluation attributable to owners of the
associates, ie it is after tax and non-controlling interests in the associates.

(b) The income tax relating to each item of other comprehensive income is disclosed in the notes.
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XYZ Group

Disclosure of components of other comprehensive income

Notes
Year ended 31 December 20X7

(in thousands of currency units)

Other comprehensive income:

Exchange differences on
translating foreign operations(b)

Available-for-sale financial assets:

Gains arising during the year

Less: Reclassification
adjustments for gains
included in profit or loss

Cash flow hedges:

Gains (losses) arising during
the year

Less: Reclassification
adjustments for gains
(losses) included in profit or
loss

Less: Adjustments for
amounts transferred to initial
carrying amount of hedged
items

© Copyright

1,333

(25,333)

(4,667)

3,333

667

95

(CY

20X7

5,334

(24,000)

(667)

20X6
10,667
30,667
(4,000) 26,667
(4,000)
- (4,000)
continued...
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...continued

XYZ Group

Disclosure of components of other comprehensive income

Notes
Year ended 31 December 20X7

(in thousands of currency units)

20X7 20X6
Gains on property revaluation 933 3,367
Actuarial-gains-{losses}-onRemeasurements
of (667) 1,333
defined benefit pension plans
Share of other comprehensive
income of associates 400 (700)
Other comprehensive income (18,667) 37,334
Income tax relating to
components of other
comprehensive income® 4,667 (9,334)
Other comprehensive income
for the year (14,000) 28,000
(@ When an entity chooses an aggregated presentation in the statement of comprehensive income, the
amounts for reclassification adjustments and current year gain or loss are presented in the notes.
(b) There was no disposal of a foreign operation. Therefore, there is no reclassification adjustment for the
years presented.
(c) The income tax relating to each component of other comprehensive income is disclosed in the notes.

© Copyright
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XYZ Group

Disclosure of tax effects relating to each component of other comprehensive income
Notes

Year ended 31 December 20X7

(in thousands of currency units)

20X7 20X6

Tax Tax
Before-tax (expense) Net-of-tax Before-tax (expense) Net-of-tax
amount benefit amount amount benefit amount

Exchange

differences on

translating

foreign

operations 5,334 (1,334) 4,000 10,667 (2,667) 8,000

Available-for-
sale financial
assets (24,000) 6,000 (18,000) 26,667 (6,667) 20,000

Cash flow
hedges (667) 167 (500) (4,000) 1,000 (3,000)

Gains on

property
revaluation 933 (333) 600 3,367 (667) 2,700

ial aai
Hosses)-on-

Remeasurement

s of defined

benefit pension

plans (667) 167 (500) 1,333 (333) 1,000

Share of other

comprehensive

income of

associates 400 - 400 (700) - (700)

Other
comprehensive
income (18,667) 4,667 (14,000) 37,334 (9,334) 28,000
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XYZ Group - Statement of changes in equity for the year ended 31 December 20X7

(in thousands of currency units)

Share
capital

Retained Translation

earnings

of foreign
operations

Investments
in equity
instruments

Cash
flow
hedges

Revaluation
surplus

Total

Non-
controlling
interests

Total
equity

Balance at
1 January 20X6

600,000

118,100

(4,000)

1,600

2,000

717,700

29,800

747,500

Changes in
accounting

policy

400

400

100

500

Restated
balance

600,000

118,500

(4,000)

1,600

2,000

718,100

29,900

748,000

Changes in
equity for 20X6

Dividends

Total
comprehensive
income for the
year®

(10,000)

53,200

6,400

16,000

(2,400)

1,600

(10,000)

74,800

18,700

(10,000)

93,500

Balance at
31 December
20X6

600,000

161,700

2,400

17,600

(400)

1,600

782,900

48,600

831,500

Changes in
equity for 20X7

Issue of share
capital

Dividends

Total
comprehensive
income for the
year®

Transfer to
retained
earnings

50,000

(15,000)

96,600

200

3,200

(14,400)

(400)

800

(200)

50,000

(15,000)

85,800

21,450

50,000

(15,000)

107,250

Balance at
31 December
20X7

650,000

243,500

5,600

3,200

(800)

2,200

903,700

70,050

973,750
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...continued

@

(b)

© Copyright

The amount included in retained earnings for 20X6 of 53,200 represents profit attributable to
owners of the parent of 52,400 plus actuarial-gains—enremeasurements of defined benefit
pension plans of 800 (1,333, less tax 333, less non-controlling interests 200).

The amount included in the translation, available-for-sale and cash flow hedge reserves
represent other comprehensive income for each component, net of tax and non-controlling
interests, eg other comprehensive income related to available-for-sale financial assets for
20X6 of 16,000 is 26,667, less tax 6,667, less non-controlling interests 4,000.

The amount included in the revaluation surplus of 1,600 represents the share of other
comprehensive income of associates of (700) plus gains on property revaluation of 2,300
(3,367, less tax 667, less non-controlling interests 400). Other comprehensive income of
associates relates solely to gains or losses on property revaluation.

The amount included in retained earnings for 20X7 of 96,600 represents profit attributable to
owners of the parent of 97,000 plus actuarial-lesses-en-remeasurements of defined benefit
pension plans of 400 (667, less tax 167, less non-controlling interests 100).

The amount included in the translation, available-for-sale and cash flow hedge reserves
represents other comprehensive income for each component, net of tax and non-controlling
interests, eg other comprehensive income related to the translation of foreign operations for
20X7 of 3,200 is 5,334, less tax 1,334, less non-controlling interests 800.

The amount included in the revaluation surplus of 800 represents the share of other
comprehensive income of associates of 400 plus gains on property revaluation of 400 (933,
less tax 333, less non-controlling interests 200). Other comprehensive income of associates
relates solely to gains or losses on property revaluation.

99 HKAS 1 1G (Apri-2012May 2014)



PRESENTATION OF FINANCIAL STATEMENTS

Part II: Illustrative example of the determination of reclassification

adjustments

IG7 The Standard requires an entity to disclose reclassification adjustments relating to
each component of other comprehensive income.

IG8 This guidance provides an illustration of the calculation of reclassification
adjustments for available-for-sale financial assets recognised in accordance with
IAS 39.

1G9 On 31 December 20X5, XYZ Group purchased 1,000 shares (equity instruments) at

© Copyright

10 currency units (CU) per share, classified as available for sale. The fair value of
the instruments at 31 December 20X6 was CU12; at 31 December 20X7 the fair
value had increased to CU15. All of the instruments were sold on 31 December
20X7; no dividends were declared on those instruments during the time that they
were held by XYZ Group. The applicable tax rate in accordance with IAS 12 Income
Taxes is 30 per cent.

Calculation of gains

(in currency units)

Before Income Net of
tax tax tax
Gains recognised in other
comprehensive income:
Year ended 31 December 20X6 2,000 (600) 1,400
Year ended 31 December 20X7 3,000 (900) 2,100
Total gain 5,000 (1,500) 3,500
100 HKAS 11G
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Amounts reported in profit or loss and other comprehensive income for the years ended 31
December 20X6 and 31 December 20X7

20X7 20X6
Profit or loss:
Gain on sale of instruments 5,000
Income tax expense (1,500)
Net gain recognised in profit or loss 3,500
Other comprehensive income:
Gain arising during the year, net of tax 2,100 1,400
Reclassification adjustment, net of tax (3,500) -
Net gain (loss) recognised in other
comprehensive income (1,400) 1,400
2,100 1,400

Alternatively, components of other comprehensive income may be shown gross of
tax with a separate line item for tax effects:

20X7 20X6
Profit or loss:
Gain on sale of instruments 5,000
Income tax expense (1,500)
Net gain recognised in profit or loss 3,500
Other comprehensive income:
Gain arising during the year 3,000 2,000
Reclassification adjustment (5,000) -
Income tax relating to other comprehensive
income 600 (600)
Net gain (loss) recognised in other
comprehensive income (1,400) 1,400
2,100 1,400
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Part lII: lllustrative examples of capital disclosures (paragraphs
134-136)

An entity that is not a regulated financial institution

The following example illustrates the application of paragraphs 134 and 135 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 134 and 135.

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:

. 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

. to provide an adequate 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 statement of financial position) less cash
and cash equivalents. Adjusted capital comprises all components of equity (ie share
capital, share premium, non-controlling interests, retained earnings, and revaluation
surplus) other than amounts accumulated in equity relating 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 20X3 were as follows:
31 Dec 31 Dec
20X4 20X3
Cu Cu
million million
Total debt 1,000 1,100
Less: cash and cash equivalents (90) (150)
Net debt 910 950
Total equity 110 105
Add: subordinated debt instruments 38 38
Less: amounts accumulated in equity relating to
cash flow hedges (10) 5)
Adjusted capital 138 138
Debt-to-adjusted capital ratio 6.6 6.9
The decrease in the debt-to-adjusted capital ratio during 20X4 resulted primarily from the
reduction in net debt that occurred on the sale of subsidiary Z. As a result of this reduction in net
debt, improved profitability and lower levels of managed receivables, the dividend payment was
increased to CU2.8 million for 20X4 (from CU2.5 million for 20X3).
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An entity that has not complied with externally imposed capital
requirements

The following example illustrates the application of paragraph 135(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 requirements of paragraphs 134
and 135.

Facts

Entity A provides financial services to its customers and is subject to capital requirements
imposed by Regulator B. During the year ended 31 December 20X7, 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.

Example disclosure

Entity A filed its quarterly regulatory capital return for 30 September 20X7 on 20 October
20X7. At that date, Entity A’s regulatory capital was below the capital requirement
imposed by Regulator B by CU1 million. As a result, Entity A was required to submit a
plan to the regulator 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 regulatory capital requirement.
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Appendix
Amendments to guidance on other IFRSs
The following amendments to guidance on other IFRSs are necessary in order to ensure

consistency with the revised IAS 1. In the amended paragraphs, new text is underlined and deleted
text is struck through.

*k%

The amendments contained in this appendix when this guidance was issued have been
incorporated into the text of the relevant guidance.
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Introduction

IN1

IN2

IN3

IN4

IN5

IN6

IN7

IN8

IN9

IN10

IN11

HKAS 12 is effective for accounting periods beginning on or after 1 January 2005. The major
features of HKAS 12 are as follows.

HKAS 12 requires an entity to account for deferred tax using the balance sheet liability method,
which focuses on temporary differences. Temporary differences are differences between the
tax base of an asset or liability and its carrying amount in the statement of financial position.
The tax base of an asset or liability is the amount attributed to that asset or liability for tax
purposes.

HKAS 12 requires an entity to recognise a deferred tax liability or (subject to certain conditions)
asset for all temporary differences, with certain exceptions noted below.

HKAS 12 requires that deferred tax assets should be recognised when it is probable that
taxable profits will be available against which the deferred tax asset can be utilised. Where an
entity has a history of tax losses, the entity recognises a deferred tax asset only to the extent
that the entity has sufficient taxable temporary differences or there is convincing other evidence
that sufficient taxable profit will be available.

As an exception to the general requirement set out in paragraph IN3 above, HKAS 12 prohibits
the recognition of deferred tax liabilities and deferred tax assets arising from certain assets or
liabilities whose carrying amount differs on initial recognition from their initial tax base.

An entity shall recognise a deferred tax liability for all taxable temporary differences associated
with investments in subsidiaries, branches and associates, and interests in joint
ventdresarrangements, except to the extent that both of the following conditions are satisfied:

(@) the parent, investor, joint er-venturer or joint operator is able to control the timing of
the reversal of the temporary difference; and

(b) it is probable that the temporary difference will not reverse in the foreseeable future.

Where this exception has the result that no deferred tax liabilities have been recognised, HKAS
12 requires an entity to disclose the aggregate amount of the temporary differences concerned.

HKAS 12 prohibits the recognition of deferred tax liabilities arising from the initial recognition of
goodwill.

HKAS 12 requires an entity to recognise a deferred tax liability in respect of asset revaluations.

The tax consequences of recovering the carrying amount of certain assets or liabilities may
depend on the manner of recovery or settlement, for example:

(@ in certain countries, capital gains are not taxed at the same rate as other taxable
income; and
(b) in some countries, the amount that is deducted for tax purposes on sale of an asset is

greater than the amount that may be deducted as depreciation.
HKAS 12 requires that the measurement of deferred tax liabilities and deferred tax assets
should be based on the tax consequences that would follow from the manner in which the
entity expects to recover or settle the carrying amount of its assets and liabilities.
HKAS 12 prohibits discounting of deferred tax assets and liabilities.

HKAS 12 requires that an entity which makes the current/non-current distinction should not
classify deferred tax assets and liabilities as current assets and liabilities."

1

This requirement has been moved to paragraph 56 of HKAS 1 (Revised) Presentation of Financial Statements.

© Copyright 5
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The notion of temporary differences is central to understanding the requirements of this
Standard. A taxable temporary difference gives rise to a deferred tax liability. A deductible
temporary difference gives rise to a deferred tax asset. A taxable or deductible temporary
difference arises when the carrying amount of an asset or a liability differs from its tax base. The
meaning of "tax base" is of key importance to applying the requirements of this Standard. Tax
base is defined in paragraph 5 of this Standard and is generally the amount that would be
shown as an asset or a liability in a statement of financial position prepared for tax purposes.
Unlike the practice in some other countries, it is not customary in Hong Kong for entities to
prepare tax-based statements of financial position. However, the notion of a tax-based
statement of financial position is relevant to this Standard and may be used as a basis for
working papers developed for the purpose of implementing this Standard.

This Standard generally requires an entity to recognise the tax consequences of transactions
and other events consistently with the way that it recognises the transactions and other events
themselves. Thus, for transactions and other events recognised in net profit or loss for the
period, any related tax effects are also recognised in net profit or loss for the period. For
transactions and other events that are recognised as direct credits to equity (direct debits to
equity), any related tax effects are generally recognised as direct debits to equity (direct credits
to equity).

Scope

1

This Standard shall be applied in accounting for income taxes.

2 For the purposes of this Standard, income taxes include all domestic and foreign taxes which
are based on taxable profits. Income taxes also include taxes, such as withholding taxes, which
are payable by a subsidiary, associate or joint venture-arrangement on distributions to the
reporting entity.

3 [Deleted]

4 This Standard does not deal with the methods of accounting for government grants (see HKAS
20 Accounting for Government Grants and Disclosure of Government Assistance) or
investment tax credits. However, this Standard does deal with the accounting for temporary
differences that may arise from such grants or investment tax credits.

Definitions

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

Accounting profit is profit or loss for a period before deducting tax expense.

Taxable profit (tax loss) is the profit (loss) for a period, determined in accordance with the
rules established by the taxation authorities, upon which income taxes are payable
(recoverable).

Tax expense (tax income) is the aggregate amount included in the determination of profit
or loss for the period in respect of current tax and deferred tax.

Current tax is the amount of income taxes payable (recoverable) in respect of the taxable
profit (tax loss) for a period.

Deferred tax liabilities are the amounts of income taxes payable in future periods in
respect of taxable temporary differences.

Deferred tax assets are the amounts of income taxes recoverable in future periods in
respect of:

(@ deductible temporary differences;

© Copyright 8
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(i) at the time of the transaction, affects neither accounting profit nor
taxable profit (tax loss).

However, for taxable temporary differences associated with investments in subsidiaries,
branches and associates, and interests in joint-ventures_arrangements, a deferred tax
liability shall be recognised in accordance with paragraph 39.

16 It is inherent in the recognition of an asset that its carrying amount will be recovered in the form
of economic benefits that flow to the entity in future periods. When the carrying amount of the
asset exceeds its tax base, the amount of taxable economic benefits will exceed the amount
that will be allowed as a deduction for tax purposes. This difference is a taxable temporary
difference and the obligation to pay the resulting income taxes in future periods is a deferred
tax liability. As the entity recovers the carrying amount of the asset, the taxable temporary
difference will reverse and the entity will have taxable profit. This makes it probable that
economic benefits will flow from the entity in the form of tax payments. Therefore, this Standard
requires the recognition of all deferred tax liabilities, except in certain circumstances described
in paragraphs 15 and 39.

The recovery of the carrying amount of many assets gives rise to taxable and deductible amounts. For
example, an item of equipment may be used to produce goods that are in turn used to generate
revenue, and therefore taxable amounts, and give rise to depreciation that is a deductible amount.
When the carrying amount of the asset (equipment) exceeds its tax base, the amount of taxable
economic benefits (taxable amounts) will exceed the amount that will be allowed as a deduction for tax
purposes. This difference is a taxable temporary difference and the obligation to settle the resulting
income taxes in future periods is a deferred tax liability. The example below illustrates a circumstance in
which a deferred tax liability arises that is required to be recognised by this .

Example

An example of circumstances that give rise to a deferred tax liability that is required to be
recognised

An asset that costs $150 has a carrying amount of $100. Cumulative depreciation for tax purposes is
$90 and the tax rate is 30%.

Carrying Tax Base Temporary
Amount Difference
$ $ $
At acquisition 150 150
Accumulated Depreciation 50 90
Net amount 100 60 40
Tax rate 30%
Deferred Tax Liability 12

The tax base of the asset is $60 (cost of $150 less cumulative tax depreciation of $90). In recovering the
carrying amount of $100, the entity will derive taxable amounts of $100, but will only be able to deduct
tax depreciation of $60. Consequently, the entity will pay income taxes of $12 (calculated as $40 x 30%)
as a result of recovering the carrying amount of the asset. The difference between the carrying amount
of $100 and the tax base of $60 is a taxable temporary difference of $40. Therefore, the entity
recognises a deferred tax liability of $12 (calculated as $40 x 30%) representing the effect on income tax
payable as a consequence of recovering the carrying amount of the asset.

© Copyright 14
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17 Some temporary differences arise when income or expense is included in accounting profit in
one period but is included in taxable profit in a different period. Such temporary differences are
often described as timing differences. The following are examples of temporary differences of
this kind which are taxable temporary differences and which therefore result in deferred tax
liabilities:

(@) interest revenue is included in accounting profit on a time proportion basis but may,
in some jurisdictions, be included in taxable profit when cash is collected. The tax
base of any receivable recognised in the statement of financial position with
respect to such revenues is nil because the revenues do not affect taxable profit
until cash is collected;

(b) depreciation used in determining taxable profit (tax loss) may differ from that used
in determining accounting profit. The temporary difference is the difference
between the carrying amount of the asset and its tax base which is the original cost
of the asset less all deductions in respect of that asset permitted by the taxation
authorities in determining taxable profit of the current and prior periods. A taxable
temporary difference arises, and results in a deferred tax liability, when tax
depreciation is accelerated (if tax depreciation is less rapid than accounting
depreciation, a deductible temporary difference arises and results in a deferred tax
asset); and

(c) development costs may be capitalised and amortised over future periods in
determining accounting profit but deducted in determining taxable profit in the
period in which they are incurred. Such development costs have a tax base of nil
as they have already been deducted from taxable profit. The temporary difference
is the difference between the carrying amount of the development costs and their
tax base of nil.

18 Temporary differences also arise when:

(@ the identifiable assets acquired and liabilities assumed in a business combination
are recognised at their fair values in accordance with HKFRS 3 Business
Combinations, but no equivalent adjustment is made for tax purposes (see
paragraph 19);

(b) assets are revalued and no equivalent adjustment is made for tax purposes (see
paragraph 20);

(c) goodwill arises in a business combination (see paragraph 21);

(d) the tax base of an asset or liability on initial recognition differs from its initial
carrying amount, for example when an entity benefits from non-taxable government
grants related to assets (see paragraphs 22 and 33); or

(e) the carrying amount of investments in subsidiaries, branches and associates or
interests in joint venturesarrangements becomes different from the tax base of the
investment or interest (see paragraphs 38 - 45).

Business combinations

19 With limited exceptions, the identifiable assets acquired and liabilities assumed in a
business combination are recognised_at their fair values at the acquisition date. Temporary
differences arise when the tax bases of the identifiable assets acquired and liabilities
assumed are not affected by the business combination or are affected differently. For
example, when the carrying amount of an asset is increased to fair value but the tax base of
the asset remains at cost to the previous owner, a taxable temporary difference arises which
results in a deferred tax liability. The resulting deferred tax liability affects goodwill (see
paragraph 66).

© Copyright 15
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Deductible temporary differences

24 A deferred tax asset shall be recognised for all deductible temporary differences to the
extent that it is probable that taxable profit will be available against which the deductible
temporary difference can be utilised, unless the deferred tax asset arises from the initial
recognition of an asset or liability in a transaction that:

@) is not a business combination; and
(b) at the time of the transaction, affects neither accounting profit nor taxable profit
(tax loss).

However, for deductible temporary differences associated with investments in
subsidiaries, branches and associates, and interests in joint-ventures_arrangements, a
deferred tax asset shall be recognised in accordance with paragraph 44.

25 It is inherent in the recognition of a liability that the carrying amount will be settled in future
periods through an outflow from the entity of resources embodying economic benefits. When
resources flow from the entity, part or all of their amounts may be deductible in determining
taxable profit of a period later than the period in which the liability is recognised. In such cases,
a temporary difference exists between the carrying amount of the liability and its tax base.
Accordingly, a deferred tax asset arises in respect of the income taxes that will be recoverable
in the future periods when that part of the liability is allowed as a deduction in determining
taxable profit. Similarly, if the carrying amount of an asset is less than its tax base, the
difference gives rise to a deferred tax asset in respect of the income taxes that will be
recoverable in future periods.

Provisions such as guarantees, product warranties or employee entitlements (including long service
payments) made for accounting purposes on an estimated basis may be deducted in determining
accounting profit in the reporting period in which the liability for such items arises, but deducted in
determining taxable profit when paid. The example below illustrates a circumstance in which a deferred
tax asset arises.

Example

An example of circumstances that give rise to a deferred tax asset

An entity recognises a liability of $100 for accrued product warranty costs. For tax purposes, the product
warranty costs will not be deductible until the entity meets claims. The tax rate is 30%.

Carrying Tax Base Temporary

Amount Difference

$ $ $

Accrued Warranty Costs 100 Nil 100
Tax rate 30%

Deferred Tax Asset 30

The tax base of the liability is nil (carrying amount of $100, less the deductible amount of $100 in
respect of that liability in future periods). In settling the liability for its carrying amount, the entity will
reduce its future taxable amount by $100 and, consequently, reduce its future tax payments by $30
(calculated as $100 x 30%). The difference between the carrying amount of $100 and the tax base of nil
is a deductible temporary difference of $100. Therefore, the entity recognises a deferred tax asset of
$30 (calculated as $100 x 30%), provided that it is probable that the entity will earn sufficient taxable
amounts in future periods to benefit from a reduction in tax payments.

© Copyright 18
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Unused tax losses and unused tax credits

34 A deferred tax asset shall be recognised for the carryforward of unused tax losses and
unused tax credits to the extent that it is probable that future taxable profit will be
available against which the unused tax losses and unused tax credits can be utilised.

35 The criteria for recognising deferred tax assets arising from the carryforward of unused tax
losses and tax credits are the same as the criteria for recognising deferred tax assets arising
from deductible temporary differences. However, the existence of unused tax losses is strong
evidence that future taxable profit may not be available. Therefore, when an entity has a history
of recent losses, the entity recognises a deferred tax asset arising from unused tax losses or
tax credits only to the extent that the entity has sufficient taxable temporary differences or there
is convincing other evidence that sufficient taxable profit will be available against which the
unused tax losses or unused tax credits can be utilised by the entity. In such circumstances,
paragraph 82 requires disclosure of the amount of the deferred tax asset and the nature of the
evidence supporting its recognition.

36 An entity considers the following criteria in assessing the probability that taxable profit will be
available against which the unused tax losses or unused tax credits can be utilised:

(@ whether the entity has sufficient taxable temporary differences relating to the same
taxation authority and the same taxable entity, which will result in taxable amounts
against which the unused tax losses or unused tax credits can be utilised before they
expire;

(b) whether it is probable that the entity will have taxable profits before the unused tax
losses or unused tax credits expire;

(c) whether the unused tax losses result from identifiable causes which are unlikely to
recur; and
(d) whether tax planning opportunities (see paragraph 30) are available to the entity that

will create taxable profit in the period in which the unused tax losses or unused tax
credits can be utilised.

To the extent that it is not probable that taxable profit will be available against which the
unused tax losses or unused tax credits can be utilised, the deferred tax asset is not
recognised.

Reassessment of unrecognised deferred tax assets

37 At the end of each reporting period, an entity reassesses unrecognised deferred tax assets.
The entity recognises a previously unrecognised deferred tax asset to the extent that it has
become probable that future taxable profit will allow the deferred tax asset to be recovered. For
example, an improvement in trading conditions may make it more probable that the entity will
be able to generate sufficient taxable profit in the future for the deferred tax asset to meet the
recognition criteria set out in paragraph 24 or 34. Another example is when an entity
reassesses deferred tax assets at the date of a business combination or subsequently (see
paragraphs 67 and 68).

Investments in subsidiaries, branches and associates
and interests in joint venturesarrangements

38 Temporary differences arise when the carrying amount of investments in subsidiaries,
branches and associates or interests in joint ventdres—arrangements (namely the parent or
investor's share of the net assets of the subsidiary, branch, associate or investee, including the
carrying amount of goodwill) becomes different from the tax base (which is often cost) of the
investment or interest. Such differences may arise in a number of different circumstances, for
example:

(@ the existence of undistributed profits of subsidiaries, branches, associates and joint
ventyresarrangements;

© Copyright 21
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(b) changes in foreign exchange rates when a parent and its subsidiary are based in
different countries; and

(c) a reduction in the carrying amount of an investment in an associate to its recoverable
amount.

In consolidated financial statements, the temporary difference may be different from the
temporary difference associated with that investment in the parent's separate financial
statements if the parent carries the investment in its separate financial statements at cost or
revalued amount.

An entity shall recognise a deferred tax liability for all taxable temporary differences
associated with investments in subsidiaries, branches and associates, and interests in
joint-ventures_arrangements, except to the extent that both of the following conditions
are satisfied:

@) the parent, investor,_joint er—venturer or _joint operator_is able to control the
timing of the reversal of the temporary difference; and

(b) it is probable that the temporary difference will not reverse in the foreseeable
future.

As a parent controls the dividend policy of its subsidiary, it is able to control the timing of the
reversal of temporary differences associated with that investment (including the temporary
differences arising not only from undistributed profits but also from any foreign exchange
translation differences). Furthermore, it would often be impracticable to determine the amount
of income taxes that would be payable when the temporary difference reverses. Therefore,
when the parent has determined that those profits will not be distributed in the foreseeable
future the parent does not recognise a deferred tax liability. The same considerations apply to
investments in branches.

The non-monetary assets and liabilities of an entity are measured in its functional currency
(see HKAS 21 The Effects of Changes in Foreign Exchange Rates). If the entity’s taxable profit
or tax loss (and, hence, the tax base of its non-monetary assets and liabilities) is determined in
a different currency, changes in the exchange rate give rise to temporary differences that result
in a recognised deferred tax liability or (subject to paragraph 24) asset. The resulting deferred
tax is charged or credited to profit or loss (see paragraph 58).

An investor in an associate does not control that entity and is usually not in a position to
determine its dividend policy. Therefore, in the absence of an agreement requiring that the
profits of the associate will not be distributed in the foreseeable future, an investor recognises a
deferred tax liability arising from taxable temporary differences associated with its investment in
the associate. In some cases, an investor may not be able to determine the amount of tax that
would be payable if it recovers the cost of its investment in an associate, but can determine
that it will equal or exceed a minimum amount. In such cases, the deferred tax liability is
measured at this amount.

The arrangement between the parties to a joint verture-arrangement usually deals with the
sharingdistribution of the profits and identifies whether decisions on such matters require the
consent of all the venturersparties or a speecified-majority-group of the venturersparties. When
the joint venturer or joint operator can control the timing of the distribution of its share of the
sharing-ofprofits of the joint arrangement and it is probable that its share of the profits will not
be distributed in the foreseeable future, a deferred tax liability is not recognised.

An entity shall recognise a deferred tax asset for all deductible temporary differences
arising from investments in subsidiaries, branches and associates, and interests in joint
venpturesarrangements, to the extent that, and only to the extent that, it is probable that:

(@) the temporary difference will reverse in the foreseeable future; and
(b) taxable profit will be available against which the temporary difference can be
utilised.

In deciding whether a deferred tax asset is recognised for deductible temporary differences
associated with its investments in subsidiaries, branches and associates, and its interests in
joint venturesarrangements, an entity considers the guidance set out in paragraphs 28 to 31.
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Recognition of current and deferred tax
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61A

Accounting for the current and deferred tax effects of a transaction or other event is consistent
with the accounting for the transaction or event itself. Paragraphs 58 to 68C implement this
principle.

Items recognised in profit or loss

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,
outside profit or loss, either in other comprehensive income or directly in equity
(see paragraphs 61A to—- 65); or

(b) a business combination (see paragraphs 66 te- 68).

Most deferred tax liabilities and deferred tax assets arise where income or expense is included
in accounting profit in one period, but is included in taxable profit (tax loss) in a different period.
The resulting deferred tax is recognised in profit or loss. Examples are when:

(@) interest, royalty or dividend revenue is received in arrears and is included in
accounting profit on a time apportionment basis in accordance with HKAS 18
Revenue, but is included in taxable profit (tax loss) on a cash basis; and

(b) costs of intangible assets have been capitalised in accordance with HKAS 38, and are
being amortised in profit or loss, but were deducted for tax purposes when they were
incurred.

The carrying amount of deferred tax assets and liabilities may change even though there is no
change in the amount of the related temporary differences. This can result, for example, from:

(@ a change in tax rates or tax laws;
(b) a reassessment of the recoverability of deferred tax assets; or
(c) a change in the expected manner of recovery of an asset.

The resulting deferred tax is recognised in profit or loss, except to the extent that it relates to
items previously recognised outside profit or loss (see paragraph 63).

Items recognised outside profit or loss

[Deleted]

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:

(@ 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).
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Offset

An entity shall offset current tax assets and current tax liabilities if, and only if, the
entity:

(@ 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 simultaneously.

Although current tax assets and liabilities are separately recognised and measured, they are
offset in the statement of financial position subject to criteria similar to those established for
financial instruments in HKAS 32. An entity will normally have a legally enforceable right to set
off a current tax asset against a current tax liability when they relate to income taxes levied by
the same taxation authority and the taxation authority permits the entity to make or receive a
single net payment.

In consolidated financial statements, a current tax asset of one entity in a group is offset
against a current tax liability of another entity in the group if, and only if, the entities concerned
have a legally enforceable right to make or receive a single net payment and the entities intend
to make or receive such a net payment or to recover the asset and settle the liability
simultaneously.

An entity shall offset deferred tax assets and deferred tax liabilities if, and only if:

(@) the entity has a legally enforceable right to set off current tax assets against
current tax liabilities; and

(b) the deferred tax assets and the deferred tax liabilities relate to income taxes
levied by the same taxation authority on either:

0] the same taxable entity; or

(i) different taxable entities which intend either to settle current tax
liabilities and assets on a net basis, or to realise the assets and settle
the liabilities simultaneously, in each future period in which significant
amounts of deferred tax liabilities or assets are expected to be settled
or recovered.

To avoid the need for detailed scheduling of the timing of the reversal of each temporary
difference, this Standard requires an entity to set off a deferred tax asset against a deferred tax
liability of the same taxable entity if, and only if, they relate to income taxes levied by the same
taxation authority and the entity has a legally enforceable right to set off current tax assets
against current tax liabilities.

In rare circumstances, an entity may have a legally enforceable right of set-off, and an intention
to settle net, for some periods but not for others. In such rare circumstances, detailed
scheduling may be required to establish reliably whether the deferred tax liability of one taxable
entity will result in increased tax payments in the same period in which a deferred tax asset of
another taxable entity will result in decreased payments by that second taxable entity.

Tax expense

Tax expense (income) related to profit or loss from ordinary
activities

The tax expense (income) related to profit or loss from ordinary activities shall be
presented as part of profit or loss in the statement(s) of profit or loss and other

comprehensive income.

© Copyright 31
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()] the aggregate amount of temporary differences associated with investments in
subsidiaries, branches and associates and interests in joint—ventures
arrangements, for which deferred tax liabilities have not been recognised (see
paragraph 39);

(9) in respect of each type of temporary difference, and in respect of each type of
unused tax losses and unused tax credits:

@) the amount of the deferred tax assets and liabilities recognised in the
statement of financial position for each period presented;

(i) the amount of the deferred tax income or expense recognised in profit
or loss, if this is not apparent from the changes in the amounts
recognised in the statement of financial position;

(h) in respect of discontinued operations, the tax expense relating to:
0] the gain or loss on discontinuance; and
(i) the profit or loss from the ordinary activities of the discontinued

operation for the period, together with the corresponding amounts for
each prior period presented;

@) the amount of income tax consequences of dividends to shareholders of the
entity that were proposed or declared before the financial statements were
authorised for issue, but are not recognised as a liability in the financial
statements;

@) if a business combination in which the entity is the acquirer causes a change in
the amount recognised for its pre-acquisition deferred tax asset (see paragraph
67), the amount of that change; and

(k) if the deferred tax benefits acquired in a business combination are not
recognised at the acquisition date but are recognised after the acquisition date
(see paragraph 68), a description of the event or change in circumstances that
caused the deferred tax benefits to be recognised.

An entity shall disclose the amount of a deferred tax asset and the nature of the
evidence supporting its recognition, when:

@) the utilisation of the deferred tax asset is dependent on future taxable profits in
excess of the profits arising from the reversal of existing taxable temporary
differences; and

(b) the entity has suffered a loss in either the current or preceding period in the tax
jurisdiction to which the deferred tax asset relates.

In the circumstances described in paragraph 52A, an entity shall disclose the nature of
the potential income tax consequences that would result from the payment of dividends
to its shareholders. In addition, the entity shall disclose the amounts of the potential
income tax consequences practicably determinable and whether there are any potential
income tax consequences not practicably determinable.

[Deleted]

The disclosures required by paragraph 81(c) enable users of financial statements to
understand whether the relationship between tax expense (income) and accounting profit is
unusual and to understand the significant factors that could affect that relationship in the future.
The relationship between tax expense (income) and accounting profit may be affected by such
factors as revenue that is exempt from taxation, expenses that are not deductible in
determining taxable profit (tax loss), the effect of tax losses and the effect of foreign tax rates.
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The average effective tax rate is the tax expense (income) divided by the accounting profit.

It would often be impracticable to compute the amount of unrecognised deferred tax liabilities
arising from investments in subsidiaries, branches and associates and interests in joint
ventdres—arrangements (see paragraph 39). Therefore, this Standard requires an entity to
disclose the aggregate amount of the underlying temporary differences but does not require
disclosure of the deferred tax liabilities. Nevertheless, where practicable, entities are
encouraged to disclose the amounts of the unrecognised deferred tax liabilities because
financial statement users may find such information useful.

Paragraph 82A requires an entity to disclose the nature of the potential income tax
consequences that would result from the payment of dividends to its shareholders. An entity
discloses the important features of the income tax systems and the factors that will affect the
amount of the potential income tax consequences of dividends.

It would sometimes not be practicable to compute the total amount of the potential income tax
consequences that would result from the payment of dividends to shareholders. This may be
the case, for example, where an entity has a large number of foreign subsidiaries. However,
even in such circumstances, some portions of the total amount may be easily determinable.
For example, in a consolidated group, a parent and some of its subsidiaries may have paid
income taxes at a higher rate on undistributed profits and be aware of the amount that would
be refunded on the payment of future dividends to shareholders from consolidated retained
earnings. In this case, that refundable amount is disclosed. If applicable, the entity also
discloses that there are additional potential income tax consequences not practicably
determinable. In the parent's separate financial statements, if any, the disclosure of the
potential income tax consequences relates to the parent's retained earnings.

An entity required to provide the disclosures in paragraph 82A may also be required to provide
disclosures related to temporary differences associated with investments in subsidiaries,
branches and associates or interests in joint-ventures_arrangements. In such cases, an entity
considers this in determining the information to be disclosed under paragraph 82A. For
example, an entity may be required to disclose the aggregate amount of temporary differences
associated with investments in subsidiaries for which no deferred tax liabilities have been
recognised (see paragraph 81(f)). If it is impracticable to compute the amounts of unrecognised
deferred tax liabilities (see paragraph 87) there may be amounts of potential income tax
consequences of dividends not practicably determinable related to these subsidiaries.

An entity discloses any tax-related contingent liabilities and contingent assets in accordance
with HKAS 37 Provisions, Contingent Liabilities and Contingent Assets. Contingent liabilities
and contingent assets may arise, for example, from unresolved disputes with the taxation
authorities. Similarly, where changes in tax rates or tax laws are enacted or announced after
the reporting period, an entity discloses any significant effect of those changes on its current
and deferred tax assets and liabilities (see HKAS 10 Events after the Reporting Period).

Effective date

89

90

91

92

This Standard becomes operative for financial statements covering periods beginning
on or after 1 January 2005. Earlier adoption is encouraged but not required. If an entity
applies this Standard for periods beginning before 1 January 2005, shall the entity shall
disclose that fact and apply Hong Kong Accounting Standards Interpretation (HKAS-INT)
21 Income Taxes — Recovery of Revalued Non-Depreciable Assets and HKAS-INT 25
Income Taxes — Changes in the Tax Status of an Entity or its Shareholders at the same
time.

This Standard supersedes SSAP 12 Income Taxes (issued in August 2002).
[Not used]

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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Paragraph 68 shall be applied prospectively from the effective date of HKFRS 3 (as revised in
2008) to the recognition of deferred tax assets acquired in business combinations.

Therefore, entities shall not adjust the accounting for prior business combinations if tax benefits
failed to satisfy the criteria for separate recognition as of the acquisition date and are
recognised after the acquisition date, unless the benefits are recognised within the
measurement period and result from new information about facts and circumstances that
existed at the acquisition date. Other tax benefits recognised shall be recognised in profit or
loss (or, if this Standard so requires, outside profit or l0ss).

HKFRS 3 (as revised in 2008) amended paragraphs 21 and 67 and added paragraphs 32A and
81(j) and (k). An entity shall apply those amendments for annual periods beginning on or after
1 July 2009. If an entity applies HKFRS 3 (revised 2008) for an earlier period, the amendments
shall also be applied for that earlier period.

[This paragraph refers to amendments with an effective date after 1 January 2013, and is
therefore not included in this edition.]

[This paragraph refers to amendments with an effective date after 1 January 2013, and is
therefore not included in this edition.]

Paragraph 52 was renumbered as 51A, paragraph 10 and the examples following paragraph
51A were amended, and paragraphs 51B and 51C and the following example and paragraphs
51D, 51E and 99 were added by Deferred Tax: Recovery of Underlying Assets, issued in
December 2010. An entity shall apply those amendments for annual periods beginning on or
after 1 January 2012. Earlier application is permitted. If an entity applies the amendments for
an earlier period, it shall disclose that fact.

HKFRS 11 Joint Arrangements, issued in June 2011, amended paragraphs 2, 15, 18(e), 24,

98B

38, 39, 43-45, 81(f), 87 and 87C. An entity shall apply those amendments when it applies
HKFRS 11.

Presentation of Items of Other Comprehensive Income (Amendments to HKAS 1), issued in

July 2011, amended paragraph 77 and deleted paragraph 77A. An entity shall apply those
amendments when it applies HKAS 1 as amended in July 2011.

Withdrawal of HK(SIC)- Int 21

99

The amendments made by Deferred Tax: Recovery of Underlying Assets, issued in December
2010, supersede Hong Kong (SIC) Interpretation 21 Income Taxes—Recovery of Revalued
Non-Depreciable Assets.
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Basis for Conclusions on
IAS 12 Income Taxes

This Basis for Conclusions accompanies, but is not part of, IAS 12.

HKAS 12 is based on IAS 12 Income Taxes. In approving HKAS 12, the Council of the Hong Kong
Institute of Certified Public Accountants considered and agreed with the IASB'‘s Basis for Conclusions
on IAS 12. Accordingly, there are no significant differences between HKAS 12 and IAS 12. The IASB‘s
Basis for Conclusions is reproduced below. The paragraph numbers of IAS 12 referred to below
generally correspond with those in HKAS 12.

Introduction

BC1

BC2

BC3

BC4

When IAS 12 Income Taxes was issued by the International Accounting Standards Committee
in 1996 to replace the previous IAS 12 Accounting for Taxes on Income (issued in July 1979),
the Standard was not accompanied by a Basis for Conclusions. This Basis for Conclusions is
not comprehensive. It summarises only the International Accounting Standards Board’'s
considerations in making the amendments to IAS 12 contained in Deferred Tax: Recovery of
Underlying Assets issued in December 2010. Individual Board members gave greater weight
to some factors than to others.

The Board amended IAS 12 to address an issue that arises when entties apply the
measurement principle in IAS 12 to temporary differences relating to investment properties that
are measured using the fair value model in IAS 40 Investment Property.

In March 2009 the Board published an exposure draft, Income Tax (the 2009 exposure draft),
proposing a new IFRS to replace IAS 12. In the 2009 exposure draft, the Board addressed this
issue as part of a broad proposal relating to the determination of tax basis. In October 2009
the Board decided not to proceed with the proposals in the 2009 exposure draft and announced
that, together with the US Financial Accounting Standards Board, it aimed to conduct a
fundamental review of the accounting for income tax in the future. In the meantime, the Board
would address specific significant current practice issues.

In September 2010 the Board published proposals for addressing one of those practice issues
in an exposure draft Deferred Tax: Recovery of Underlying Assets with a 60-day comment
period. Although that is shorter than the Board’s normal 120-day comment period, the Board
concluded that this was justified because the amendments were straightforward and the
exposure draft was short. In addition, the amendments were addressing a problem that existed
in practice and needed to be solved as soon as possible. The Board considered the comments
it received on the exposure draft and in December 2010 issued the amendments to IAS 12.
The Board intends to address other practice issues arising from IAS 12 in due course, when
other priorities on its agenda permit this.

Recovery of revalued non-depreciable assets

BC5

BC6

In December 2010, the Board incorporated in paragraph 51B of IAS 12 the consensus previously
contained in SIC Interpretation 21 Income Taxes—Recovery of Revalued Non-Depreciable
Assets. However, because paragraph 51C addresses investment property carried at fair value,
the Board excluded such assets from the scope of paragraph 51B. Paragraphs BC6 and BC7 set
out the basis that the Standing Interpretations Committee (SIC) gave for the conclusions it
reached in developing the consensus expressed in SIC-21.

The SIC noted that the Framework for the Preparation and Presentation of Financial
Statements™ stated that an entity recognises an asset if it is probable that the future economic
benefits associated with the asset will flow to the entity. Generally, those future economic
benefits will be derived (and therefore the carrying amount of an asset will be recovered)
through sale, through use, or through use and subsequent sale. Recognition of depreciation
implies that the carrying amount of a depreciable asset is expected to be recovered through
use to the extent of its depreciable amount, and through sale at its residual value. Consistently
with this, the carrying amount of a non-depreciable asset, such as land having an unlimited life,
will be recovered only through sale. In other words, because the asset is not depreciated, no
part of its carrying amount is expected to be recovered (ie consumed) through use. Deferred
taxes associated with the non-depreciable asset reflect the tax consequences of selling the
asset.

*IASC’s Framework for the Preparation and Presentation of Financial Statements was adopted by the IASB in 2001.

In September 2010 the IASB replaced the Framework with the Conceptual Framework for Financial Reporting.
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Hong Kong Accounting Standard 18
Revenue

Objective

Income is defined in the Framework for the Preparation and Presentation of Financial Statements™ as
increases in economic benefits during the accounting period in the form of inflows or enhancements of
assets or decreases of liabilities that result in increases in equity, other than those relating to
contributions from equity participants. Income encompasses both revenue and gains. Revenue is
income that arises in the course of ordinary activities of an entity and is referred to by a variety of
different names including sales, fees, interest, dividends and royalties. The objective of this Standard is
to prescribe the accounting treatment of revenue arising from certain types of transactions and events.

The primary issue in accounting for revenue is determining when to recognise revenue. Revenue is
recognised when it is probable that future economic benefits will flow to the entity and these benefits can
be measured reliably. This Standard identifies the circumstances in which these criteria will be met and,
therefore, revenue will be recognised. It also provides practical guidance on the application of these
criteria.

Scope

1 This Standard shall be applied in accounting for revenue arising from the following
transactions and events:

(@) the sale of goods;
(b) the rendering of services; and
(c) the use by others of entity assets yielding interest, royalties and dividends.
2 This Standard supersedes SSAP 18 Revenue (revised in May 2001).
3 Goods includes goods produced by the entity for the purpose of sale and goods purchased for

resale, such as merchandise purchased by a retailer or land and other property held for resale.

4 The rendering of services typically involves the performance by the entity of a contractually
agreed task over an agreed period of time. The services may be rendered within a single
period or over more than one period. Some contracts for the rendering of services are directly
related to construction contracts, for example, those for the services of project managers and
architects. Revenue arising from these contracts is not dealt with in this Standard but is dealt
with in accordance with the requirements for construction contracts as specified in HKAS 11
Construction Contracts.

5 The use by others of entity assets gives rise to revenue in the form of:
(®) interest - charges for the use of cash or cash equivalents or amounts due to the entity;
(b) royalties - charges for the use of long-term assets of the entity, for example, patents,

trademarks, copyrights and computer software; and

(c) dividends - distributions of profits to holders of equity investments in proportion to their
holdings of a particular class of capital.

6 This Standard does not deal with revenue arising from:
(@ lease agreements (see HKAS 17 Leases);
(b) dividends arising from investments which are accounted for under the equity method

(see HKAS 28 Investments in Associates_and Joint Ventures);

(c) insurance contracts within the scope of HKFRS 4 Insurance Contracts;

* In October 2010 the HKICPA replaced the Framework with the Conceptual Framework for Financial Reporting.
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(d) changes in the fair value of financial assets and financial liabilities or their disposal
(see HKAS 39 Financial Instruments: Recognition and Measurement);

(e) changes in the value of other current assets;

) initial recognition and from changes in the fair value of biological assets related to
agricultural activity (see HKAS 41 Agriculture);

(9) initial recognition of agricultural produce (see HKAS 41); and
(h) the extraction of mineral ores.

Definitions

7 The following terms are used in this Standard with the meanings specified:
Revenue is the gross inflow of economic benefits during the period arising in the course
of the ordinary activities of an entity when those inflows result in increases in equity,
other than increases relating to contributions from equity participants.
Fair value jability-settled;
betweenknowledgeable—willingpartiesinan-arm's length-transa is_the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. (See HKFRS 13 Fair Value
Measurement.)

8 Revenue includes only the gross inflows of economic benefits received and receivable by the

entity on its own account. Amounts collected on behalf of third parties such as sales taxes,
goods and services taxes and value added taxes are not economic benefits which flow to the
entity and do not result in increases in equity. Therefore, they are excluded from revenue.
Similarly, in an agency relationship, the gross inflows of economic benefits include amounts
collected on behalf of the principal and which do not result in increases in equity for the entity.
The amounts collected on behalf of the principal are not revenue. Instead, revenue is the
amount of commission.

Measurement of revenue

9

10

11

Revenue shall be measured at the fair value of the consideration received or receivable.”

The amount of revenue arising on a transaction is usually determined by agreement between
the entity and the buyer or user of the asset. It is measured at the fair value of the
consideration received or receivable taking into account the amount of any trade discounts and
volume rebates allowed by the entity.

In most cases, the consideration is in the form of cash or cash equivalents and the amount of
revenue is the amount of cash or cash equivalents received or receivable. However, when the
inflow of cash or cash equivalents is deferred, the fair value of the consideration may be less
than the nominal amount of cash received or receivable. For example, an entity may provide
interest-free credit to the buyer or accept a note receivable bearing a below-market interest
rate from the buyer as consideration for the sale of goods. When the arrangement effectively
constitutes a financing transaction, the fair value of the consideration is determined by
discounting all future receipts using an imputed rate of interest. The imputed rate of interest is
the more clearly determinable of either:

(@ the prevailing rate for a similar instrument of an issuer with a similar credit rating; or

(b) a rate of interest that discounts the nominal amount of the instrument to the current
cash sales price of the goods or services.

The difference between the fair value and the nominal amount of the consideration is
recognised as interest revenue in accordance with paragraphs 29 and 30 and in accordance
with HKAS 39.

" See also HK(SIC) - Int 31 Revenue—Barter Transactions Involving Advertising Services
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12 When goods or services are exchanged or swapped for goods or services which are of a
similar nature and value, the exchange is not regarded as a transaction which generates
revenue. This is often the case with commodities like oil or milk where suppliers exchange or
swap inventories in various locations to fulfil demand on a timely basis in a particular location.
When goods are sold or services are rendered in exchange for dissimilar goods or services,
the exchange is regarded as a transaction which generates revenue. The revenue is measured
at the fair value of the goods or services received, adjusted by the amount of any cash or cash
equivalents transferred. When the fair value of the goods or services received cannot be
measured reliably, the revenue is measured at the fair value of the goods or services given up,
adjusted by the amount of any cash or cash equivalents transferred.

Identification of the transaction

13 The recognition criteria in this Standard are usually applied separately to each transaction.
However, in certain circumstances, it is necessary to apply the recognition criteria to the
separately identifiable components of a single transaction in order to reflect the substance of
the transaction. For example, when the selling price of a product includes an identifiable
amount for subsequent servicing, that amount is deferred and recognised as revenue over the
period during which the service is performed. Conversely, the recognition criteria are applied to
two or more transactions together when they are linked in such a way that the commercial
effect cannot be understood without reference to the series of transactions as a whole. For
example, an entity may sell goods and, at the same time, enter into a separate agreement to
repurchase the goods at a later date, thus negating the substantive effect of the transaction; in
such a case, the two transactions are dealt with together.

Sale of goods

14 Revenue from the sale of goods shall be recognised when all the following conditions
have been satisfied:

(@) the entity has transferred to the buyer the significant risks and rewards of
ownership of the goods;

(b) the entity retains neither continuing managerial involvement to the degree
usually associated with ownership nor effective control over the goods sold;

(c) the amount of revenue can be measured reliably;

(d) it is probable that the economic benefits associated with the transaction will
flow to the entity; and

(e) the costs incurred or to be incurred in respect of the transaction can be
measured reliably.

15 The assessment of when an entity has transferred the significant risks and rewards of
ownership to the buyer requires an examination of the circumstances of the transaction. In
most cases, the transfer of risks and rewards of ownership coincides with the transfer of the
legal title or the passing of possession to the buyer. This is the case for most retail sales. In
other cases, the transfer of the risks and rewards of ownership occurs at a different time from
the transfer of legal title or the passing of possession.

16 If the entity retains significant risks of ownership, the transaction is not a sale and revenue is
not recognised. An entity may retain a significant risk of ownership in a number of ways.
Examples of situations in which the entity may retain the significant risks and rewards of
ownership are:

(@ when the entity retains an obligation for unsatisfactory performance not covered by
normal warranty provisions;

(b) when the receipt of the revenue from a particular sale is contingent on the derivation
of revenue by the buyer from its sale of the goods;
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(c) when the goods are shipped subject to installation and the installation is a significant
part of the contract which has not yet been completed by the entity; and

(d) when the buyer has the right to rescind the purchase for a reason specified in the
sales contract and the entity is uncertain about the probability of return.

If an entity retains only an insignificant risk of ownership, the transaction is a sale and revenue
is recognised. For example, a seller may retain the legal title to the goods solely to protect the
collectibility of the amount due. In such a case, if the entity has transferred the significant risks
and rewards of ownership, the transaction is a sale and revenue is recognised. Another
example of an entity retaining only an insignificant risk of ownership may be a retail sale when
a refund is offered if the customer is not satisfied. Revenue in such cases is recognised at the
time of sale provided the seller can reliably estimate future returns and recognises a liability for
returns based on previous experience and other relevant factors.

Revenue is recognised only when it is probable that the economic benefits associated with the
transaction will flow to the entity. In some cases, this may not be probable until the
consideration is received or until an uncertainty is removed. For example, it may be uncertain
that a foreign governmental authority will grant permission to remit the consideration from a
sale in a foreign country. When the permission is granted, the uncertainty is removed and
revenue is recognised. However, when an uncertainty arises about the collectibility of an
amount already included in revenue, the uncollectible amount or the amount in respect of
which recovery has ceased to be probable is recognised as an expense, rather than as an
adjustment of the amount of revenue originally recognised.

Revenue and expenses that relate to the same transaction or other event are recognised
simultaneously; this process is commonly referred to as the matching of revenues and
expenses. Expenses, including warranties and other costs to be incurred after the shipment of
the goods can normally be measured reliably when the other conditions for the recognition of
revenue have been satisfied. However, revenue cannot be recognised when the expenses
cannot be measured reliably; in such circumstances, any consideration already received for the
sale of the goods is recognised as a liability.

Rendering of services

20

21

When the outcome of a transaction involving the rendering of services can be estimated
reliably, revenue associated with the transaction shall be recognised by reference to the
stage of completion of the transaction at the end of the reporting period. The outcome of
a transaction can be estimated reliably when all the following conditions are satisfied:

(@) the amount of revenue can be measured reliably;

(b) it is probable that the economic benefits associated with the transaction will
flow to the entity;

(c) the stage of completion of the transaction at the end of the reporting period can
be measured reliably; and

(d) the costs incurred for the transaction and the costs to complete the transaction
can be measured reliably.

The recognition of revenue by reference to the stage of completion of a transaction is often
referred to as the percentage of completion method. Under this method, revenue is recognised
in the accounting periods in which the services are rendered. The recognition of revenue on
this basis provides useful information on the extent of service activity and performance during a
period. HKAS 11 also requires the recognition of revenue on this basis. The requirements of
that Standard are generally applicable to the recognition of revenue and the associated
expenses for a transaction involving the rendering of services.

" See also HK(SIC)-Int-27 Evaluating the Substance of Transactions Involving the Legal Form of a Lease and
HK(SIC)-Int-31 Revenue—Barter Transactions Involving Advertising Services.
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Revenue is recognised only when it is probable that the economic benefits associated with the
transaction will flow to the entity. However, when an uncertainty arises about the collectibility of
an amount already included in revenue, the uncollectible amount, or the amount in respect of
which recovery has ceased to be probable, is recognised as an expense, rather than as an
adjustment of the amount of revenue originally recognised.

An entity is generally able to make reliable estimates after it has agreed to the following with
the other parties to the transaction:

(@) each party's enforceable rights regarding the service to be provided and received by
the parties;

(b) the consideration to be exchanged; and

(c) the manner and terms of settlement.

It is also usually necessary for the entity to have an effective internal financial budgeting and
reporting system. The entity reviews and, when necessary, revises the estimates of revenue as
the service is performed. The need for such revisions does not necessarily indicate that the
outcome of the transaction cannot be estimated reliably.

The stage of completion of a transaction may be determined by a variety of methods. An entity
uses the method that measures reliably the services performed. Depending on the nature of
the transaction, the methods may include:

(@) surveys of work performed;
(b) services performed to date as a percentage of total services to be performed; or
(c) the proportion that costs incurred to date bear to the estimated total costs of the

transaction. Only costs that reflect services performed to date are included in costs
incurred to date. Only costs that reflect services performed or to be performed are
included in the estimated total costs of the transaction.

Progress payments and advances received from customers often do not reflect the services
performed.

For practical purposes, when services are performed by an indeterminate number of acts over
a specified period of time, revenue is recognised on a straight-line basis over the specified
period unless there is evidence that some other method better represents the stage of
completion. When a specific act is much more significant than any other acts, the recognition of
revenue is postponed until the significant act is executed.

When the outcome of the transaction involving the rendering of services cannot be
estimated reliably, revenue shall be recognised only to the extent of the expenses
recognised that are recoverable.

During the early stages of a transaction, it is often the case that the outcome of the transaction
cannot be estimated reliably. Nevertheless, it may be probable that the entity will recover the
transaction costs incurred. Therefore, revenue is recognised only to the extent of costs incurred
that are expected to be recoverable. As the outcome of the transaction cannot be estimated
reliably, no profit is recognised.

When the outcome of a transaction cannot be estimated reliably and it is not probable that the
costs incurred will be recovered, revenue is not recognised and the costs incurred are
recognised as an expense. When the uncertainties that prevented the outcome of the contract
being estimated reliably no longer exist, revenue is recognised in accordance with paragraph
20 rather than in accordance with paragraph 26.
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Interest, royalties and dividends

29

30

31

32

33

34

Revenue arising from the use by others of entity assets yielding interest, royalties and
dividends shall be recognised on the bases set out in paragraph 30 when:

(@) it is probable that the economic benefits associated with the transaction will
flow to the entity; and

(b) the amount of the revenue can be measured reliably.
Revenue shall be recognised on the following bases:

(@) interest shall be recognised using the effective interest method as set out in
HKAS 39, paragraphs 9 and AG5-AGS;

(b) royalties shall be recognised on an accrual basis in accordance with the
substance of the relevant agreement; and

(c) dividends shall be recognised when the shareholder’s right to receive payment
is established.

[Deleted]

When unpaid interest has accrued before the acquisition of an interest-bearing investment, the
subsequent receipt of interest is allocated between pre-acquisition and post-acquisition periods;
only the post-acquisition portion is recognised as revenue.

Royalties accrue in accordance with the terms of the relevant agreement and are usually
recognised on that basis unless, having regard to the substance of the agreement, it is more
appropriate to recognise revenue on some other systematic and rational basis.

Revenue is recognised only when it is probable that the economic benefits associated with the
transaction will flow to the entity. However, when an uncertainty arises about the collectibility of
an amount already included in revenue, the uncollectible amount, or the amount in respect of
which recovery has ceased to be probable, is recognised as an expense, rather than as an
adjustment of the amount of revenue originally recognised.

Disclosure

35

An entity shall disclose:

(@ the accounting policies adopted for the recognition of revenue including the
methods adopted to determine the stage of completion of transactions
involving the rendering of services;

(b) the amount of each significant category of revenue recognised during the
period, including revenue arising from:

i) the sale of goods;

(i) the rendering of services;
(iii) interest;

(iv) royalties;

(v) dividends; and

© Copyright 9
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(c) the amount of revenue arising from exchanges of goods or services included in
each significant category of revenue.

An entity discloses any contingent liabilities and contingent assets in accordance with HKAS 37
Provisions, Contingent Liabilities and Contingent Assets. Contingent liabilities and contingent
assets may arise from items such as warranty costs, claims, penalties or possible losses.

Effective date

37

38

39

This Standard becomes operative for financial statements covering 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 (SIC) Interpretation (HK(SIC)-Int) 31 Revenue — Barter Transactions
Involving Advertising Services at the same time.

Cost of an Investment in a Subsidiary, Jointly Controlled Entity or Associate (Amendments to
HKFRS 1 First-time Adoption of Hong Kong Financial Reporting Standards and HKAS 27
Consolidated and Separate Financial Statements), issued in October 2008, amended
paragraph 32. An entity shall apply that amendment prospectively for annual periods beginning
on or after 1 January 2009. Earlier application is permitted. If an entity applies the related
amendments in paragraphs 4 and 38A of HKAS 27 for an earlier period, it shall apply the
amendment in paragraph 32 at the same time.

[This paragraph refers to amendments with an effective date after 1 January 2013, and is

40

therefore not included in this edition.]

[This paragraph refers to amendments with an effective date after 1 January 2013, and is

41

therefore not included in this edition.]

HKFRS 11 Joint Arrangements, issued in June 2011, amended paragraph 6(b). An entity shall

42

apply that amendment when it applies HKFRS 11.

HKFRS 13, issued in June 2011, amended the definition of fair value in paragraph 7. An entity

shall apply that amendment when it applies HKFRS 13.

© Copyright 10
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lllustrative example

This appendix accompanies, but is not part of, IAS 18. The examples focus on particular aspects of a
transaction and are not a comprehensive discussion of all the relevant factors that might influence the
recognition of revenue. The examples generally assume that the amount of revenue can be measured
reliably, it is probable that the economic benefits will flow to the entity and the costs incurred or to be
incurred can be measured reliably.

Sale of goods

The law in different countries may mean the recognition criteria in this Standard are met at different
times. In particular, the law may determine the point in time at which the entity transfers the significant
risks and rewards of ownership. Therefore, the examples in this section of the appendix need to be read
in the context of the laws relating to the sale of goods in the country in which the transaction takes place.

1 ‘Bill and hold' sales, in which delivery is delayed at the buyer's request but the buyer takes title
and accepts billing.

Revenue is recognised when the buyer takes title, provided:

@
(b)

(©
(d)

it is probable that delivery will be made;

the item is on hand, identified and ready for delivery to the buyer at the time the sale
is recognised,;

the buyer specifically acknowledges the deferred delivery instructions; and

the usual payment terms apply.

Revenue is not recognised when there is simply an intention to acquire or manufacture the
goods in time for delivery.

2 Goods shipped subject to conditions.

@

(b)

(©

(d)

© Copyright

installation and inspection.

Revenue is normally recognised when the buyer accepts delivery, and installation and

inspection are complete. However, revenue is recognised immediately upon the

buyer's acceptance of delivery when:

0] the installation process is simple in nature, for example the installation of a
factory tested television receiver which only requires unpacking and
connection of power and antennae; or

(i) the inspection is performed only for purposes of final determination of
contract prices, for example, shipments of iron ore, sugar or soya beans.

on approval when the buyer has negotiated a limited right of return.
If there is uncertainty about the possibility of return, revenue is recognised when the
shipment has been formally accepted by the buyer or the goods have been delivered

and the time period for rejection has elapsed.

consignment sales under which the recipient (buyer) undertakes to sell the goods on
behalf of the shipper (seller).

Revenue is recognised by the shipper when the goods are sold by the recipient to a
third party.

cash on delivery sales.

Revenue is recognised when delivery is made and cash is received by the seller or its
agent.

11
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3 Lay away sales under which the goods are delivered only when the buyer makes the final
payment in a series of instalments.

Revenue from such sales is recognised when the goods are delivered. However, when
experience indicates that most such sales are consummated, revenue may be recognised
when a significant deposit is received provided the goods are on hand, identified and ready for
delivery to the buyer.

4 Orders when payment (or partial payment) is received in advance of delivery for goods not
presently held in inventory, for example, the goods are still to be manufactured or will be
delivered directly to the customer from a third party.

Revenue is recognised when the goods are delivered to the buyer.

5 Sale and repurchase agreements (other than swap transactions) under which the seller
concurrently agrees to repurchase the same goods at a later date, or when the seller has a call
option to repurchase, or the buyer has a put option to require the repurchase, by the seller, of
the goods.

For a sale and repurchase agreement on an asset other than a financial asset, the terms of the
agreement need to be analysed to ascertain whether, in substance, the seller has transferred
the risks and rewards of ownership to the buyer and hence revenue is recognised. When the
seller has retained the risks and rewards of ownership, even though legal title has been
transferred, the transaction is a financing arrangement and does not give rise to revenue. For a
sale and repurchase agreement on a financial asset, IAS 39 Financial Instruments: Recognition
and Measurement applies.

6 Sales to intermediate parties, such as distributors, dealers or others for resale.
Revenue from such sales is generally recognised when the risks and rewards of ownership
have passed. However, when the buyer is acting, in substance, as an agent, the sale is treated
as a consignment sale.

7 Subscriptions to publications and similar items.

When the items involved are of similar value in each time period, revenue is recognised on a
straight-line basis over the period in which the items are despatched. When the items vary in
value from period to period, revenue is recognised on the basis of the sales value of the item
despatched in relation to the total estimated sales value of all items covered by the subscription.

8 Instalment sales, under which the consideration is receivable in instalments.

Revenue attributable to the sales price, exclusive of interest, is recognised at the date of sale.
The sale price is the present value of the consideration, determined by discounting the

instalments receivable at the imputed rate of interest. The interest element is recognised as
revenue as it is earned, using the effective interest method.

9 Real estate sales.

This example has been superseded by IFRIC Interpretation 15 Agreements for the
Construction of Real Estate.

© Copyright 12



HKAS 18 IE (March 2010)

Rendering of services

10

11

12

13

14

Installation fees.

Installation fees are recognised as revenue by reference to the stage of completion of the
installation, unless they are incidental to the sale of a product in which case they are
recognised when the goods are sold.

Servicing fees included in the price of the product.

When the selling price of a product includes an identifiable amount for subsequent servicing
(for example, after sales support and product enhancement on the sale of software), that
amount is deferred and recognised as revenue over the period during which the service is
performed. The amount deferred is that which will cover the expected costs of the services
under the agreement, together with a reasonable profit on those services.

Advertising commissions.

Media commissions are recognised when the related advertisement or commercial appears
before the public. Production commissions are recognised by reference to the stage of
completion of the project.

Insurance agency commissions.

Insurance agency commissions received or receivable which do not require the agent to render
further service are recognised as revenue by the agent on the effective commencement or
renewal dates of the related policies. However, when it is probable that the agent will be
required to render further services during the life of the policy, the commission, or part thereof,
is deferred and recognised as revenue over the period during which the policy is in force.

Financial service fees.

The recognition of revenue for financial service fees depends on the purposes for which the
fees are assessed and the basis of accounting for any associated financial instrument. The
description of fees for financial services may not be indicative of the nature and substance of
the services provided. Therefore, it is necessary to distinguish between fees that are an
integral part of the effective interest rate of a financial instrument, fees that are earned as
services are provided, and fees that are earned on the execution of a significant act.

(@) Fees that are an integral part of the effective interest rate of a financial instrument.

Such fees are generally treated as an adjustment to the effective interest rate.
However, when the financial instrument is measured at fair value with the change in
fair value recognised in profit or loss, the fees are recognised as revenue when the
instrument is initially recognised.

0] Origination fees received by the entity relating to the creation or acquisition
of a financial asset other than one that under IAS 39 is classified as a
financial asset at ‘fair value through profit or loss’.

© Copyright 13
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Such fees may include compensation for activities such as evaluating the
borrower's financial condition, evaluating and recording guarantees,
collateral and other security arrangements, negotiating the terms of the
instrument, preparing and processing documents and closing the transaction.
These fees are an integral part of generating an involvement with the
resulting financial instrument and, together with the related transaction costs
(as defined in IAS 39), are deferred and recognised as an adjustment to the
effective interest rate.

Commitment fees received by the entity to originate a loan when the loan
commitment is outside the scope of IAS 39.

If it is probable that the entity will enter into a specific lending arrangement
and the loan commitment is not within the scope of IAS 39, the commitment
fee received is regarded as compensation for an ongoing involvement with
the acquisition of a financial instrument and, together with the related
transaction costs (as defined in IAS 39), is deferred and recognised as an
adjustment to the effective interest rate. If the commitment expires without
the entity making the loan, the fee is recognised as revenue on expiry. Loan
commitments that are within the scope of IAS 39 are accounted for as
derivatives and measured at fair value.

Origination fees received on issuing financial liabilites measured at
amortised cost.

These fees are an integral part of generating an involvement with a financial
liability. When a financial liability is not classified as ‘at fair value through
profit or loss’, the origination fees received are included, with the related
transaction costs (as defined in IAS 39) incurred, in the initial carrying
amount of the financial liability and recognised as an adjustment to the
effective interest rate. An entity distinguishes fees and costs that are an
integral part of the effective interest rate for the financial liability from
origination fees and transaction costs relating to the right to provide services,
such as investment management services.

Fees earned as services are provided.

@

(ii)

(iii)

Fees charged for servicing a loan.

Fees charged by an entity for servicing a loan are recognised as revenue as
the services are provided.

Commitment fees to originate a loan when the loan commitment is outside
the scope of IAS 39.

If it is unlikely that a specific lending arrangement will be entered into and the
loan commitment is outside the scope of IAS 39, the commitment fee is
recognised as revenue on a time proportion basis over the commitment
period. Loan commitments that are within the scope of IAS 39 are accounted
for as derivatives and measured at fair value.

Investment management fees.

Fees charged for managing investments are recognised as revenue as the
services are provided.

“In Improvements to IFRSs issued in May 2008, the Board replaced the term ‘direct costs’ with ‘transaction costs’ as
defined in paragraph 9 of IAS 39. This amendment removed an inconsistency for costs incurred in originating
financial assets and liabilities that should be deferred and recognised as an adjustment to the underlying effective
interest rate. ‘Direct costs’, as previously defined, did not require such costs to be incremental.

© Copyright
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Incremental costs that are directly attributable to securing an investment
management contract are recognised as an asset if they can be identified
separately and measured reliably and if it is probable that they will be
recovered. As in IAS 39, an incremental cost is one that would not have been
incurred if the entity had not secured the investment management contract.
The asset represents the entity’s contractual right to benefit from providing
investment management services, and is amortised as the entity recognises
the related revenue. If the entity has a portfolio of investment management
contracts, it may assess their recoverability on a portfolio basis.

Some financial services contracts involve both the origination of one or more
financial instruments and the provision of investment management services.
An example is a long-term monthly saving contract linked to the
management of a pool of equity securities. The provider of the contract
distinguishes the transaction costs relating to the origination of the financial
instrument from the costs of securing the right to provide investment
management services.

(c) Fees that are earned on the execution of a significant act.

The fees are recognised as revenue when the significant act has been completed, as
in the examples below.

@) Commission on the allotment of shares to a client.

The commission is recognised as revenue when the shares have been
allotted.

(i) Placement fees for arranging a loan between a borrower and an investor.
The fee is recognised as revenue when the loan has been arranged.
(i) Loan syndication fees.

A syndication fee received by an entity that arranges a loan and retains no
part of the loan package for itself (or retains a part at the same effective
interest rate for comparable risk as other participants) is compensation for
the service of syndication. Such a fee is recognised as revenue when the
syndication has been completed.

15 Admission fees.

Revenue from artistic performances, banquets and other special events is recognised when the
event takes place. When a subscription to a number of events is sold, the fee is allocated to
each event on a basis which reflects the extent to which services are performed at each event.

16 Tuition fees.
Revenue is recognised over the period of instruction.
17 Initiation, entrance and membership fees.

Revenue recognition depends on the nature of the services provided. If the fee permits only
membership, and all other services or products are paid for separately, or if there is a separate
annual subscription, the fee is recognised as revenue when no significant uncertainty as to its
collectibility exists. If the fee entitles the member to services or publications to be provided
during the membership period, or to purchase goods or services at prices lower than those
charged to non-members, it is recognised on a basis that reflects the timing, nature and value
of the benefits provided.

18 Franchise fees.
Franchise fees may cover the supply of initial and subsequent services, equipment and other
tangible assets, and know-how. Accordingly, franchise fees are recognised as revenue on a

basis that reflects the purpose for which the fees were charged. The following methods of
franchise fee recognition are appropriate:

© Copyright 15
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Supplies of equipment and other tangible assets.

The amount, based on the fair value of the assets sold, is recognised as revenue
when the items are delivered or title passes.

Supplies of initial and subsequent services.

Fees for the provision of continuing services, whether part of the initial fee or a
separate fee, are recognised as revenue as the services are rendered. When the
separate fee does not cover the cost of continuing services together with a reasonable
profit, part of the initial fee, sufficient to cover the costs of continuing services and to
provide a reasonable profit on those services, is deferred and recognised as revenue
as the services are rendered.

The franchise agreement may provide for the franchisor to supply equipment,
inventories, or other tangible assets, at a price lower than that charged to others or a
price that does not provide a reasonable profit on those sales. In these circumstances,
part of the initial fee, sufficient to cover estimated costs in excess of that price and to
provide a reasonable profit on those sales, is deferred and recognised over the period
the goods are likely to be sold to the franchisee. The balance of an initial fee is
recognised as revenue when performance of all the initial services and other
obligations required of the franchisor (such as assistance with site selection, staff
training, financing and advertising) has been substantially accomplished.

The initial services and other obligations under an area franchise agreement may
depend on the number of individual outlets established in the area. In this case, the
fees attributable to the initial services are recognised as revenue in proportion to the
number of outlets for which the initial services have been substantially completed.

If the initial fee is collectible over an extended period and there is a significant
uncertainty that it will be collected in full, the fee is recognised as cash instalments are
received.

Continuing franchise fees.

Fees charged for the use of continuing rights granted by the agreement, or for other
services provided during the period of the agreement, are recognised as revenue as
the services are provided or the rights used.

Agency transactions.

Transactions may take place between the franchisor and the franchisee which, in
substance, involve the franchisor acting as an agent for the franchisee. For example,
the franchisor may order supplies and arrange for their delivery to the franchisee at no
profit. Such transactions do not give rise to revenue.

19 Fees from the development of customised software.

Fees from the development of customised software are recognised as revenue by reference to
the stage of completion of the development, including completion of services provided for post-
delivery service support.

Interest, royalties and dividends

20 Licence fees and royalties.

Fees and royalties paid for the use of an entity's assets (such as trademarks, patents, software,
music copyright, record masters and motion picture films) are normally recognised in
accordance with the substance of the agreement. As a practical matter, this may be on a
straight-line basis over the life of the agreement, for example, when a licensee has the right to
use certain technology for a specified period of time.

© Copyright
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An assignment of rights for a fixed fee or non refundable guarantee under a non-cancellable
contract which permits the licensee to exploit those rights freely and the licensor has no
remaining obligations to perform is, in substance, a sale. An example is a licensing agreement
for the use of software when the licensor has no obligations subsequent to delivery. Another
example is the granting of rights to exhibit a motion picture film in markets where the licensor
has no control over the distributor and expects to receive no further revenues from the box
office receipts. In such cases, revenue is recognised at the time of sale.

In some cases, whether or not a licence fee or royalty will be received is contingent on the
occurrence of a future event. In such cases, revenue is recognised only when it is probable that
the fee or royalty will be received, which is normally when the event has occurred.

Recognition and measurement

21

Determining whether an entity is acting as a principal or as an agent (2009 amendment).

Paragraph 8 states that ‘in an agency relationship, the gross inflows of economic benefits
include amounts collected on behalf of the principal and which do not result in increases in
equity for the entity. The amounts collected on behalf of the principal are not revenue. Instead,
revenue is the amount of commission.” Determining whether an entity is acting as a principal
or as an agent requires judgement and consideration of all relevant facts and circumstances.

An entity is acting as a principal when it has exposure to the significant risks and rewards
associated with the sale of goods or the rendering of services. Features that indicate that an
entity is acting as a principal include:

(@) the entity has the primary responsibility for providing the goods or services to the
customer or for fulfilling the order, for example by being responsible for the
acceptability of the products or services ordered or purchased by the customer;

(b) the entity has inventory risk before or after the customer order, during shipping or on
return;
(c) the entity has latitude in establishing prices, either directly or indirectly, for example

by providing additional goods or services; and

(d) the entity bears the customer’s credit risk for the amount receivable from the
customer.

An entity is acting as an agent when it does not have exposure to the significant risks and
rewards associated with the sale of goods or the rendering of services. One feature indicating
that an entity is acting as an agent is that the amount the entity earns is predetermined, being
either a fixed fee per transaction or a stated percentage of the amount billed to the customer.
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Appendix A

Comparison with International Accounting Standards

This comparison appendix, which was prepared as at October 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 18.

The International Accounting Standard comparable with HKAS 18 is IAS 18 Revenue.

There are no major textual differences between HKAS 18 and IAS 18.

© Copyright 18
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BASIS FOR CONCLUSIONS
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Introduction

IN1

Hong Kong Accounting Standard 21 The Effects of Changes in Foreign Exchange
Rates (HKAS 21) should be applied for annual periods beginning on or after 1 January
2005. Earlier application is encouraged.

Reasons for issuing HKAS 21

IN2

IN3

The objectives of the HKICPA in issuing HKAS 21 were to reduce or eliminate
alternatives, redundancies and conflicts within the HKFRSs, to deal with some
convergence issues and to make other improvements.

For HKAS 21 the HKICPA’s main objective was to provide additional guidance on the
translation method and on determining the functional and presentation currencies. The
HKICPA did not reconsider the fundamental approach to accounting for the effects of
changes in foreign exchange rates contained in HKAS 21.

The main features

IN4

INS

ING

IN7

IN8

IN9

IN10

IN11

The main features of HKAS 21 are described below.
Scope

The Standard excludes from its scope foreign currency derivatives that are within the
scope of HKAS 39 Financial Instruments: Recognition and Measurement.

Definitions
Two notions are used:

. functional currency, ie the currency of the primary economic environment in
which the entity operates.

. presentation currency, ie the currency in which financial statements are
presented.

Definitions—functional currency

When a reporting entity prepares financial statements, the Standard requires each
individual entity included in the reporting entity—whether it is a stand-alone entity, an
entity with foreign operations (such as a parent) or a foreign operation (such as a
subsidiary or branch)—to determine its functional currency and measure its results
and financial position in that currency.

[Not used]

[Not used]

Reporting foreign currency transactions in the functional
currency—recognition of exchange differences

[Not used]

Reporting foreign currency transactions in the functional
currency—change in functional currency

A change in functional currency is accounted for prospectively.
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Use of a presentation currency other than the functional
currency—translation to the presentation currency

IN12 The Standard permits an entity to present its financial statements in any currency (or
currencies). For this purpose, an entity could be a stand-alone entity, a parent
preparing consolidated financial statements__in _accordance with HKFRS10
Consolidated Financial Statements or a parent, an investor with joint control of, or
significant influence over, an investee oer—a—venture preparing separate financial
statements in accordance with HKAS 27 Ceonsolidated—and—Separate Financial
Statements.

IN13  An entity is required to translate its results and financial position from its functional
currency into a presentation currency (or currencies) using the method required for
translating a foreign operation for inclusion in the reporting entity’s financial
statements. Under this method, assets and liabilities are translated at the closing rate,
and income and expenses are translated at the exchange rates at the dates of the
transactions (or at the average rate for the period when this is a reasonable
approximation).

IN14  The Standard requires comparative amounts to be translated as follows:

€) for an entity whose functional currency is not the currency of a
hyperinflationary economy:

() assets and liabilities in each statement of financial position presented
are translated at the closing rate at the date of that statement of
financial position (ie last year's comparatives are translated at last
year’s closing rate).

(i) income and expenses in each statement presenting profit or loss and
otheref—comprehensive income eor—separate—income—statement
Fmare translated at exchange rates at the dates of the
ransactions (ie last year’s comparatives are translated at last year’s
actual or average rate).

(b) for an entity whose functional currency is the currency of a hyperinflationary
economy, and for which the comparative amounts are translated into the
currency of a different hyperinflationary economy, all amounts (eg amounts in
a statement of financial position and statement of comprehensive income) are
translated at the closing rate of the most recent statement of financial position
presented (ie last year’s comparatives, as adjusted for subsequent changes in
the price level, are translated at this year’s closing rate).

(© for an entity whose functional currency is the currency of a hyperinflationary
economy, and for which the comparative amounts are translated into the
currency of a non-hyperinflationary economy, all amounts are those presented
in the prior year financial statements (ie not adjusted for subsequent changes
in the price level or subsequent changes in exchange rates).

This translation method, like that described in paragraph IN13, applies when
translating the financial statements of a foreign operation for inclusion in the financial

statements of the reporting entity, and when translating the financial statements of an
entity into a different presentation currency.

Use of a presentation currency other than the functional
currency—translation of a foreign operation

IN15 The Standard requires goodwill and fair value adjustments to assets and liabilities that

arise on the acquisition of a foreign entity to be treated as part of the assets and
liabilities of the acquired entity and translated at the closing rate.

Disclosure
IN16  [Not used]

IN17  Entities must disclose when there has been a change in functional currency, and the
reasons for the change.
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Hong Kong Accounting Standard 21
The Effects of Changes in Foreign Exchange Rates

Objective

1

An entity may carry on foreign activities in two ways. It may have transactions in
foreign currencies or it may have foreign operations. In addition, an entity may present
its financial statements in a foreign currency. The objective of this Standard is to
prescribe how to include foreign currency transactions and foreign operations in the
financial statements of an entity and how to translate financial statements into a
presentation currency.

The principal issues are which exchange rate(s) to use and how to report the effects of
changes in exchange rates in the financial statements.

Scope

3

This Standard shall be applied:

€) in accounting for transactions and balances in foreign currencies,
except for those derivative transactions and balances that are within the
scope of HKAS 39 Financial Instruments: Recognition and
Measurement;

(b) in translating the results and financial position of foreign operations that
are included in the financial statements of the entity by consolidation;

propeotrtionate-conseolidation or the equity method; and

(c) in translating an entity’s results and financial position into a
presentation currency.

HKAS 39 applies to many foreign currency derivatives and, accordingly, these are
excluded from the scope of this Standard. However, those foreign currency derivatives
that are not within the scope of HKAS 39 (eg some foreign currency derivatives that
are embedded in other contracts) are within the scope of this Standard. In addition,
this Standard applies when an entity translates amounts relating to derivatives from its
functional currency to its presentation currency.

This Standard does not apply to hedge accounting for foreign currency items,
including the hedging of a net investment in a foreign operation. HKAS 39 applies to
hedge accounting.

This Standard applies to the presentation of an entity’s financial statements in a
foreign currency and sets out requirements for the resulting financial statements to be
described as complying with Hong Kong Financial Reporting Standards (HKFRSS).
For translations of financial information into a foreign currency that do not meet these
requirements, this Standard specifies information to be disclosed.

This Standard does not apply to the presentation in a statement of cash flows of the
cash flows arising from transactions in a foreign currency, or to the translation of cash
flows of a foreign operation (see HKAS 7 Statement of Cash Flows).

Definitions

8

The following terms are used in this Standard with the meanings specified:
Closing rate is the spot exchange rate at the end of the reporting period.

Exchange difference is the difference resulting from translating a given number
of units of one currency into another currency at different exchange rates.

Exchange rate is the ratio of exchange for two currencies.

© Copyright 6



HKAS 21 (March-2004May 2014)

Fa|r value m—ame&nwew%eh—an—assepeemd—be—e*ehanged—e#a—habmw
is the arlcethat Would be recelved to seII an asset or pa|d to transfer a I|ab|I| v in
an orderly transaction between market participants at the measurement date.
(See HKFRS 13 Fair Value Measurement.)

Foreign currency is a currency other than the functional currency of the entity.

Foreign operation is an entity that is a subsidiary, associate, joint
venturearrangement or branch of a reporting entity, the activities of which are
based or conducted in a country or currency other than those of the reporting
entity.

Functional currency is the currency of the primary economic environment in
which the entity operates.

A group is a parent and all its subsidiaries.

Monetary items are units of currency held and assets and liabilities to be
received or paid in a fixed or determinable number of units of currency.

Net investment in a foreign operation is the amount of the reporting entity’s
interest in the net assets of that operation.

Presentation currency is the currency in which the financial statements are
presented.

Spot exchange rate is the exchange rate for immediate delivery.
Elaboration on the definitions

Functional currency

9 The primary economic environment in which an entity operates is normally the one in
which it primarily generates and expends cash. An entity considers the following
factors in determining its functional currency:

€)) the currency:

0] that mainly influences sales prices for goods and services (this will
often be the currency in which sales prices for its goods and services
are denominated and settled); and

(i) of the country whose competitive forces and regulations mainly
determine the sales prices of its goods and services.

(b) the currency that mainly influences labour, material and other costs of
providing goods or services (this will often be the currency in which such costs
are denominated and settled).

10 The following factors may also provide evidence of an entity’s functional currency:
€)) the currency in which funds from financing activities (ie issuing debt and
equity instruments) are generated.
(b) the currency in which receipts from operating activities are usually retained.
11 The following additional factors are considered in determining the functional currency

of a foreign operation, and whether its functional currency is the same as that of the
reporting entity (the reporting entity, in this context, being the entity that has the
foreign operation as its subsidiary, branch, associate or joint ventdrearrangement):

(a) whether the activities of the foreign operation are carried out as an extension
of the reporting entity, rather than being carried out with a significant degree of
autonomy. An example of the former is when the foreign operation only sells
goods imported from the reporting entity and remits the proceeds to it. An
example of the latter is when the operation accumulates cash and other
monetary items, incurs expenses, generates income and arranges borrowings,
all substantially in its local currency.
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(b) whether transactions with the reporting entity are a high or a low proportion of
the foreign operation’s activities.

(c) whether cash flows from the activities of the foreign operation directly affect
the cash flows of the reporting entity and are readily available for remittance to
It.

(d) whether cash flows from the activities of the foreign operation are sufficient to

service existing and normally expected debt obligations without funds being
made available by the reporting entity.

When the above indicators are mixed and the functional currency is not obvious,
management uses its judgement to determine the functional currency that most
faithfully represents the economic effects of the underlying transactions, events and
conditions. As part of this approach, management gives priority to the primary
indicators in paragraph 9 before considering the indicators in para?raphs 10 and 11,
which are designed to provide additional supporting evidence to determine an entity’s
functional currency.

An entity’s functional currency reflects the underlying transactions, events and
conditions that are relevant to it. Accordingly, once determined, the functional currency
is ng'_[ changed unless there is a change in those underlying transactions, events and
conditions.

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

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

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

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 subsidia?
or branck?)— etermines its functional currency in accordance with paragraphs 9-14.
The entit%/ translates foreign currency items into its functional currencg and reports the
effects of such translation in accordance with paragraphs 20-37 and 50.
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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
venturesarrangements. 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.

This Standard also permits a stand-alone entity preparing financial statements or an
entity preparing separate financial statements in accordance with HKAS 27

i Separate Financial Statements to present its financial statements in
any currency (or currencies). If the entity’'s presentation currency differs from its
functional currency, its results and financial position are also translated into the
presentation currency in accordance with paragraphs 38-50.

Reporting foreign currency transactions in the functional
currency

20

21

22

23

Initial recognition

A foreign currency transaction is a transaction that is denominated or requires
settlement in a foreign currency, including transactions arising when an entity:

€) buys or sells goods or services whose price is denominated in a foreign
currency;
(b) borrows or lends funds when the amounts payable or receivable are

denominated in a foreign currency; or

(©) otherwise acquires or disposes of assets, or incurs or settles liabilities,
denominated in a foreign currency.

A foreign currency transaction shall be recorded, on initial recognition in the
functional currency, by applying to the foreign currency amount the spot
exchange rate between the functional currency and the foreign currency at the
date of the transaction.

The date of a transaction is the date on which the transaction first qualifies for
recognition in accordance with HKFRSs. For practical reasons, a rate that
approximates the actual rate at the date of the transaction is often used, for example,
an average rate for a week or a month might be used for all transactions in each
foreign currency occurring during that period. However, if exchange rates fluctuate
significantly, the use of the average rate for a period is inappropriate.

Reporting at the ends of subsequent reporting periods

At the end of each reporting period:

€) foreign currency monetary items shall be translated using the closing
rate;
(b) non-monetary items that are measured in terms of historical cost in a

foreign currency shall be translated using the exchange rate at the date
of the transaction; and

(c) non-monetary items that are measured at fair value in a foreign currency
shall be translated using the exchange rates at the date when the fair
value was determinedmeasured.
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The carrying amount of an item is determined in conjunction with other relevant
Standards. For example, property, plant and equipment may be measured in terms of
fair value or historical cost in accordance with HKAS 16 Property, Plant and
Equipment. Whether the carrying amount is determined on the basis of historical cost
or on the basis of fair value, if the amount is determined in a foreign currency it is then
translated into the functional currency in accordance with this Standard.

The carrying amount of some items is determined by comparing two or more amounts.
For example, the carrying amount of inventories is the lower of cost and net realisable
value in accordance with HKAS 2 Inventories. Similarly, in accordance with HKAS 36
Impairment of Assets, the carrying amount of an asset for which there is an indication
of impairment is the lower of its carrying amount before considering possible
impairment losses and its recoverable amount. When such an asset is non-monetary
and is measured in a foreign currency, the carrying amount is determined by
comparing:

€) the cost or carrying amount, as appropriate, translated at the exchange rate at
the date when that amount was determined (ie the rate at the date of the
transaction for an item measured in terms of historical cost), and

(b) the net realisable value or recoverable amount, as appropriate, translated at
the exchange rate at the date when that value was determined (eg the closing
rate at the end of the reporting period).

The effect of this comparison may be that an impairment loss is recognised in the
functional currency but would not be recognised in the foreign currency, or vice versa.

When several exchange rates are available, the rate used is that at which the future
cash flows represented by the transaction or balance could have been settled if those
cash flows had occurred at the measurement date. If exchangeability between two
currencies is temporarily lacking, the rate used is the first subsequent rate at which
exchanges could be made.

Recognition of exchange differences

As noted in paragraph 3(a) and 5, HKAS 39 applies to hedge accounting for foreign
currency items. The application of hedge accounting requires an entity to account for
some exchange differences differently from the treatment of exchange differences
required by this Standard. For example, HKAS 39 requires that exchange differences
on monetary items that qualify as hedging instruments in a cash flow hedge are
recognised initially in other comprehensive income to the extent that the hedge is
effective.

Exchange differences arising on the settlement of monetary items or on
translating monetary items at rates different from those at which they were
translated on initial recognition during the period or in previous financial
statements shall be recognised in profit or loss in the period in which they arise,
except as described in paragraph 32.

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 in other
comprehensive income, any exchange component of that gain or loss shall be
recognised in other comprehensive income. Conversely, when a gain or loss on
anon-monetary item is recognised in profit or loss, any exchange component of
that gain or loss shall be recognised in profit or loss.

Other HKFRSs require some gains and losses to be recognised in other
comprehensive income. For example, HKAS 16 requires some gains and losses
arising on a revaluation of property, plant and equipment to be recognised in other
comprehensive income. 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 other comprehensive income.
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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 other comprehensive income and reclassified from equity to 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. If 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
recognised in other comprehensive income in the financial statements that include the
foreign operation and the reporting entity (ie financial statements in which the foreign
operation is consolidated,—propertionately—conselidated or accounted for using the
equity method).

When an entity keeps its books and records in a currency other than its functional
currency, at the time the entity prepares its financial statements all amounts are
translated into the functional currency in accordance with paragraphs 20-26. This
produces the same amounts in the functional currency as would have occurred had
the items been recorded initially in the functional currency. For example, monetary
items are translated into the functional currency using the closing rate, and
non-monetary items that are measured on a historical cost basis are translated using
the exchange rate at the date of the transaction that resulted in their recognition.

Change in functional currency

When there is a change in an entity’s functional currency, the entity shall apply
the translation procedures applicable to the new functional currency
prospectively from the date of the change.

As noted in paragraph 13, the functional currency of an entity reflects the underlying
transactions, events and conditions that are relevant to the entity. Accordingly, once
the functional currency is determined, it can be changed only if there is a change to
those underlying transactions, events and conditions. For example, a change in the
currency that mainly influences the sales prices of goods and services may lead to a
change in an entity’s functional currency.

The effect of a change in functional currency is accounted for prospectively. In other
words, an entity translates all items into the new functional currency using the
exchange rate at the date of the change. The resulting translated amounts for
non-monetary items are treated as their historical cost. Exchange differences arising
from the translation of a foreign operation previously recognised in other
comprehensive income in accordance with paragraphs 32 and 39(c) are not
reclassified from equity to profit or loss until the disposal of the operation.
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Use of a presentation currency other than the functional
currency

38

39

40

41

42

Translation to the presentation currency

An entity may present its financial statements in any currency (or currencies). If the
presentation currency differs from the entity’s functional currency, it translates its
results and financial position into the presentation currency. For example, when a
group contains individual entities with different functional currencies, the results and
financial position of each entity are expressed in a common currency so that
consolidated financial statements may be presented.

The results and financial position of an entity whose functional currency is not
the currency of a hyperinflationary economy shall be translated into a different
presentation currency using the following procedures:

(a) assets and liabilities for each statement of financial position presented
(ie including comparatives) shall be translated at the closing rate at the
date of that statement of financial position;

(b) income and expenses for each statement efpresenting profit or loss and
other comprehensive income-e+-separate-income-statement-presented (ie
including comparatives) shall be translated at exchange rates at the dates
of the transactions; and

(c) all resulting exchange differences shall be recognised in other
comprehensive income.

For practical reasons, a rate that approximates the exchange rates at the dates of the
transactions, for example an average rate for the period, is often used to translate
income and expense items. However, if exchange rates fluctuate significantly, the use
of the average rate for a period is inappropriate.

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.

(b) translating the opening net assets at a closing rate that differs from the
previous closing rate.

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, accumulated exchange differences arising from translation and
attributable to non-controlling interests are allocated to, and recognised as part of,
non-controlling interests in the consolidated statement of financial position.

The results and financial position of an entity whose functional currency is the
currency of a hyperinflationary economy shall be translated into a different
presentation currency using the following procedures:

€) all amounts (ie assets, liabilities, equity items, income and expenses,
including comparatives) shall be translated at the closing rate at the
date of the most recent statement of financial position, except that

(b) when amounts are translated into the currency of a
non-hyperinflationary economy, comparative amounts shall be those
that were presented as current year amounts in the relevant prior year
financial statements (ie not adjusted for subsequent changes in the
price level or subsequent changes in exchange rates).
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When an entity’s functional currency is the currency of a hyperinflationary
economy, the entity shall restate its financial statements in accordance with
HKAS 29 before applying the translation method set out in paragraph 42, except
for comparative amounts that are translated into a currency of a
non-hyperinflationary economy (see paragraph 42(b)). When the economy
ceases to be hyperinflationary and the entity no longer restates its financial
statements in accordance with HKAS 29, it shall use as the historical costs for
translation into the presentation currency the amounts restated to the price
level at the date the entity ceased restating its financial statements.

Translation of a foreign operation

Paragraphs 45-47, in addition to paragraphs 38-43, apply when the results and
financial position of a foreign operation are translated into a presentation currency so
that the foreign operation can be included in the financial statements of the reporting

entity by consolidation-—propertionate-conselidation or the equity method.

The incorporation of the results and financial position of a foreign operation with those
of the reporting entity follows normal consolidation procedures, such as the elimination
of intragroup balances and intragroup transactions of a subsidiary (see HKFRS 10
Consolidated Financial StatementsHKAS-27-and HKAS-31-nterests-in-Joint-\Ventures).
However, an intragroup monetary asset (or liability), whether short-term or long-term,

cannot be eliminated against the corresponding intragroup liability (or asset) without
showing the results of currency fluctuations in the consolidated financial statements.
This is because the monetary item represents a commitment to convert one currency
into another and exposes the reporting entity to a gain or loss through currency
fluctuations. Accordingly, in the consolidated financial statements of the reporting
entity, such an exchange difference is recognised in profit or loss or, if it arises from
the circumstances described in paragraph 32, it is recognised in other comprehensive
income and accumulated in a separate component of equity until the disposal of the
foreign operation.

When the financial statements of a foreign operation are as of a date different from
that of the reporting entity, the foreign operation often prepares additional statements
as of the same date as the reporting entity’s financial statements. When this is not
done, HKAS27HKFRS 10 allows the use of a different 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. In
such a case, the assets and liabilities of the foreign operation are translated at the
exchange rate at the end of the reporting period of the foreign operation. Adjustments
are made for significant changes in exchange rates up to the end of the reporting
period of the reporting entity in accordance with HKAS27HKFRS 10. The same
approach is used in applying the equity method to associates and joint ventures and-n

applying-proportionate-consolidation-tojoint-ventures-in accordance with HKAS 28 (as
amended in 2011)-lrvestments-in-Associates-and-HKAS 31,

Any 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 shall be treated as assets and liabilities of
the foreign operation. Thus they shall be expressed in the functional currency of
the foreign operation and shall be translated at the closing rate in accordance
with paragraphs 39 and 42.

Disposal or partial disposal of a foreign operation

On the disposal of a foreign operation, the cumulative amount of the exchange
differences relating to that foreign operation, recognised in other
comprehensive income and accumulated in the separate component of equity,
shall be 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)).
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In addition to the disposal of an entity’s entire interest in a foreign operation, the

following partial disposals are accounted for as disposals even-if-the-entityretains-an
: o the diary. : oint] I it

(a) when the partial disposal _involves the loss of control of a subsidiary that
includes a foreign operation, regardless of whether the entity retains a
non-controlling interest in its former subsidiary after the partial disposal; and

(b) when the retained interest after the partial disposal of an interest in theloss-of
a Joint arrangement or a partial disposal of an

interest in an associate that includes a foreign operation_is a financial asset

that includes a foreign operation.;-and

On disposal of a subsidiary that includes a foreign operation, the cumulative amount of
the exchange differences relating to that foreign operation that have been attributed to
the non-controlling interests shall be derecognised, but shall not be reclassified to
profit or loss.

On the partial disgosal of a subsidiary that includes a foreign operation, the
entity shall re-attribute the proportionate share of the cumulative amount of the
exchange differences recognised in other comprehensive income to the
non-controlling interests in that foreign operation. In any other partial disposal
of a foreign operation the entity shall reclassify to profit or loss only the
proportionate share of the cumulative amount of the exchange differences
recognised in other comprehensive income.

A partial disposal of an entity’s interest in a foreign operation is any reduction in an
entity’s ownership interest in a foreign operation, except those reductions in paragraph
48A that are accounted for as disposals.

An entity may dispose or partially dispose of its interest in a foreign operation through
sale, liquidation, repayment of share capital or abandonment of all, or part of, that
entity. A write-down of the carrying amount of a foreign operation, either because of its
own losses or because of an impairment recognised by the investor, does not
constitute a partial disposal. Accordingly, no part of the foreign exchange gain or loss
recognised in other comprehensive income is reclassified to profit or loss at the time of
a write-down.

Tax effects of all exchange differences

50

Gains and losses on foreign currency transactions and exchange differences arising
on translating the results and financial position of an entity (including a foreign
operation) into a different currency may have tax effects. HKAS 12 Income Taxes
applies to these tax effects.

Disclosure

51

52

53

54

In paragraphs 53 and 55-57 references to ‘functional currency’ apply, in the case
of a group, to the functional currency of the parent.

An entity shall disclose:

(a) the amount of exchange differences recognised in profit or loss except
for those arising on financial instruments measured at fair value through
profit or loss in accordance with HKAS 39; and

(b) net exchange differences recognised in other comprehensive income
and accumulated in a separate component of equity, and a reconciliation
Or]: the a_mé)unt of such exchange differences at the beginning and end of
the period.

When the presentation currency is different from the functional currency, that
fact shall be stated, together with disclosure of the functional currency and the
reason for using a different presentation currency.

When there is a change in the functional currency of either the reporting entity
or a significant foreign operation, that fact and the reason for the change in
functional currency shall be disclosed.
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When an entity presents its financial statements in a currency that is different
from its functional currency, it shall describe the financial statements as
complying with HKFRSs only if they comply with all the requirements of
HKFRSs including the translation method set out in paragraphs 39 and 42.

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 HKFRSs 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 HKFRSs;

(b) disclose the currency in which the supplementary information is
displayed; and

(c) disclose the entity’s functional currency and the method of translation
used to determine the supplementary information.

Effective date and transition

58

58A

59

60

60a

60A

60B

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 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 non-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.

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.

HKAS 27 (as amended in 2008) added paragraphs 48A-48D and amended paragraph
49. An entity shall apply those amendments prospectively for annual periods
beginning on or after 1 July 2009. If an entity applies HKAS 27 (amended 2008) for an
earlier period, the amendments shall be applied for that earlier period.
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[This paragraph refers to amendments with an effective date after 1 January 2013,
and is therefore not included in this edition.]

Paragraph 60B was amended by Improvements to HKFRSs issued in May 2010. An
entity shall apply that amendment for annual periods beginning on or after 1 July 2010.
Earlier application is permitted.

[This paragraph refers to amendments with an effective date after 1 January 2013,

60F

and is therefore not included in this edition.]

HKFRS 10 and HKFRS 11 Joint Arrangements, issued in June 2011, amended

60G

paragraphs 3(b), 8, 11, 18, 19, 33, 44-46 and 48A. An entity shall apply those
amendments when it applies HKFRS 10 and HKFRS 11.

HKFRS 13, issued in June 2011, amended the definition of fair value in paragraph 8

60H

and amended paragraph 23. An entity shall apply those amendments when it applies
HKFRS 13.

Presentation of items of Other Comprehensive Income (Amendments to HKAS 1),

issued in July 2011, amended paragraph 39. An entity shall apply that amendment
when it applies HKAS 1 as amended in July 2011.

Withdrawal of other pronouncements

61

62

This Standard supersedes SSAP 11 Foreign Currency Translation (revised in 2001).

[Not used]
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Appendix A

Comparison with International Accounting Standards

This comparison appendix, which was prepared as at 9 March 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 21.

The International Accounting Standard comparable with HKAS 21 is IAS 21 The Effects of
Changes in Foreign Exchange Rates.

There are no major textual differences between HKAS 21 and IAS 21.
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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.

* k%

The amendments contained in this appendix when this Standard was issued have been
incorporated into the relevant Standards.
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Basis for Conclusions on
IAS 21 The Effects of Changes in Foreign Exchange Rates

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).

HKAS 21 is based on IAS 21 The Effects of Changes in Fo_r_eign Exchange Rates. In approvin
HKAS 21, the Council of the Hong Kong Institute of Certified Public Accountants considere
and agreed with the IASB’s Basis for Conclusions on IAS 21 ﬁas revised 2003). Accordingly,
there are no significant differences between HKAS 21 and IAS 21. The IASB’s Basis for
Conclusions is reproduced below. The Earagraph numbers of IAS 21 referred to below
generally correspond with those in HKAS 21.

Introduction

BC1 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 IAS 21 Net
Investment in a Foreign Operation in December 2005. Individual Board members gave
greater weight to some factors than to others.

BC2 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.

BC3 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 IAS 21,
this Basis for Conclusions does not discuss requirements in IAS 21 that the Board has
not reconsidered.

Functional currency

BC4 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 IAS 21 and IAS 29):

e the measurement currency (the currency in which the entity measures the items in
the financial statements); and

e the presentation currency (the currency in which the entity presents its financial
statements).

The Board decided to revise the previous version of IAS 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.

BC5 The Board noted a concern that the guidance in SIC-19 on determining a
measurement currency could permit entities to choose one of several currencies, or to
select an inappropriate currency. In particular, some believed that SIC-19 placed too
much emphasis on the currency in which transactions are denominated and too little
emphasis on the underlying economy that determines the pricing of those transactions.
To meet these concerns, the Board defined functional currency as ‘the currency of the
primary economic environment in which the entity operates’. The Board also provided
guidance on how to determine the functional currency (see paragraphs 9-14 of the
Standard). This guidance draws heavily on SIC-19 and equivalent guidance in US and
other national standards, but also reflects the Board’s decision that some factors merit
greater emphasis than others.
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The Board also discussed whether a foreign operation that is integral to the reporting
entity (as described in the previous version of IAS 21) could have a functional currency
that is different from that of its ‘parent. The Board decided that the functional
currencies will always be the same, because it would be contradictory for an integral
foreign operation that ‘carries on business as if it were an extension of the reporting
enterprise’s operations’ to operate in a primary economic environment different from
its parent.

It follows that it is not necessary to translate the results and financial position of an
integral foreign operation when incorporating them into the financial statements of the
parent—they will already be measured in the parent's functional currency.
Furthermore, it is not necessary to distinguish between an integral foreign operation
and a foreign entity. When a foreign operation’s functional currency is different from
that of its parent, it is a foreign entity, and the translation method in paragraphs 38-49
of the Standard applies.

The Board also decided that the principles in the previous version of IAS 21 for
distinguishing an integral foreign operation from a foreign entity are relevant in
determining an operation’s functional currency. Hence it incorporated these principles
into the Standard in that context.

The Board agreed that the indicators in paragraph 9 are the primary indicators for
determining the functional currency and that paragraphs 10 and 11 are secondary.
This is because the indicators in paragraphs 10 and 11 are not linked to the primary
economic environment in which the entity operates but provide additional supporting
evidence to determine an entity’s functional currency.

Presentation currency

BC10

BC11

BC12

A further issue is whether an entity should be permitted to present its financial
statements in a currency (or currencies) other than its functional currency. Some
believe it should not. They believe that the functional currency, being the currency of
the primary economic environment in which the entity operates, most usefully portrays
the economic effect of transactions and events on the entity. For a group that
comprises operations with a number of functional currencies, they believe that the
consolidated financial statements should be presented in the functional currency that
management uses when controlling and monitoring the performance and financial
position of the group. They also believe that allowing an entity to present its financial
statements in more than one currency may confuse, rather than help, users of those
financial statements. Supporters of this view believe that any presentation in a
currency other than that described above should be regarded as a ‘convenience
translation’ that is outside the scope of IFRSs.

Others believe that the choice of presentation currency should be limited, for example,
to the functional currency of one of the substantive entities within a group. However,
such a restriction might be easily overcome—an entitﬁ that wished to present its
financial statements in a different currency might establish a substantive, but relatively
small operation with that functional currency.

Still others believe that, given the rising trend towards globalisation, entities should be
ermitted to present their financial statements in any currency. They note that most
arge groups do not have a single functional currency, but rather comprise operations
with a number of functional currencies. For such entities, they believe it is not clear
which currency should be the presentation currency, or why one currency is preferable
to another. They also point out that management may not use a single currency when
controlling and monitoring the performance and financial position of such a group. In
addition, they note that in some jurisdictions, entities are required to present their
financial statements in the local currency, even when this is not the functional
currency.” Hence, if IFRSs required the financial statements to be presented in the
functional currency, some entities would have to present two sets of financial
statements: financial statements that comply with IFRSs presented in the functional
currency and financial statements that comply with local regulations presented in a
different currency.

The term ‘parent’ is used broadly in this context to mean an entity that has a branch, associate or joint
venture, as well as one with a subsidiary.
% IAS 21 (revised 1993), paragraph 24

This includes entities operating in another country and, for example, publishing financial statements

to comply with a listing requirement of that country.
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The Board was persuaded by the arguments in the previous paragraph. Accordingly, it
decided that entities should be permitted to present their financial statements in any
currency (or currencies).

The Board also clarified that the Standard does not prohibit the entity from providing,
as supplementary information, a ‘convenience translation’. Such a ‘convenience
translation’ may display financial statements (or selected portions of financial
statements) in a currency other than the presentation currency, as a convenience to
some users. The ‘convenience translation’ may be prepared using a translation
method other than that required by the Standard. These types of ‘convenience
translations’ should be clearly identified as supplementary information to distinguish
them from information required by IFRSs and translated in accordance with the
Standard.

Translation method

BC15

BC16

BC17

BC18

BC19

BC20

The Board debated which method should be used to translate financial statements
from an entity’s functional currency into a different presentation currency.

The Board agreed that the translation method should not have the effect of
substituting another currency for the functional currency. Put another way, presenting
the financial statements in a different currency should not change the way in which the
underlying items are measured. Rather, the translation method should merely express
the underlying amounts, as measured in the functional currency, in a different
currency.

Given this, the Board considered two possible translation methods. The first is to
translate all amounts (including comparatives) at the most recent closing rate. This
method has several advantages: it is simple to apply; it does not generate any new
gains and losses; and it does not change ratios such as return on assets. This method
is supported by those who believe that the process of merely expressing amounts in a
different currency should preserve the relationships among amounts as measured in
the functional currency and, as such, should not lead to any new gains or losses.

The second method considered by the Board is the one that the previous version of
IAS 21 required for translating the financial statements of a foreign operation. This
method results in the same amounts in the presentation currency regardless of
whether the financial statements of a foreign operation are:

€)) first translated into the functional currency of another group entity (eg the
parent) and then into the presentation currency, or

(b) translated directly into the presentation currency.

This method avoids the need to decide the currency in which to express the financial
statements of a multinational group before they are translated into the presentation
currency. As noted above, many large groups do not have a single functional currency,
but comprise operations with a number of functional currencies. For such entities it is
not clear which functional currency should be chosen in which to express amounts
before they are translated into the presentation currency, or why one currency is
preferable to another. In addition, this method produces the same amounts in the
presentation currency for a stand-alone entity as for an identical subsidiary of a parent
whose functional currency is the presentation currency.

The Board decided to require the second method, ie that the financial statements of
any entity (whether a stand-alone entity, a parent or an operation within a group)
whose functional currency differs from the presentation currency used by the reporting
entity are translated using the method set out in paragraphs 38-49 of the Standard.

* This is to translate balance sheet items at the closing rate and income and expense items at actual
(or average) rates, except for an entity whose functional currency is that of a hyperinflationary
economy.
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With respect to translation of comparative amounts, the Board adopted the approach
required by SIC-30 for:

€) an entity whose functional currency is not the currency of the hyperinflationary
economy (assets and liabilities in the comparative balance sheet are
translated at the closing rate at the date of that balance sheet and income and
expenses in the comparative income statement are translated at exchange
rates at the dates of the transactions); and

(b) an entity whose functional currency is the currency of a hyperinflationary
economy, and for which the comparative amounts are being translated into
the currency of a hyperinflationary economy (both balance sheet and income
statement items are translated at the closing rate of the most recent balance
sheet presented).

However, the Board decided not to adopt the SIC-30 approach for the translation of
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 1AS 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

#

In September 2010 the IASB replaced the Framework with the Conceptual Framework for

Financial Reporting.
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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
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 IAS 21 did not include such guidance.

BC25B 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.

BC25C 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.

BC25D 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 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.

BC25E 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.

As a consequence of the revision of IAS 1 Presentation of Financial Statements in 2007 such
difference are recognised in other comprehensive income.
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BC25F 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

BC31

BC32

The previous version of IAS 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.
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 IAS 36 Impairment of Assets to determine the level at which goodwill
is tested for impairment.
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Disposal or partial disposal of a foreign operation”

BC33 In the second phase of the business combinations project the Board decided that the
loss of control, significant influence or joint control of an entity is accounted for as a
disposal for the purposes of IAS 21. Accordingly, a former parent accounts for the loss
of control over a subsidiary as a disposal of the subsidiary, even if the former
subsidiary becomes an associate or jointly controlled entity* of the former parent.
Similarly an investor accounts for the loss of significant influence over an associate or
the loss of joint control over a jointly controlled entity as a disposal. The Board decided
that the change in the nature of the investment is a significant economic event.

BC34 The Board also decided in the second phase of the business combinations project

that:

€) changes in the parent’s ownership interest in a subsidiary that do not result in
a loss of control are accounted for as equity transactions (ie transactions with
owners in their capacity as owners);

(b) if a parent loses control of a subsidiary, the parent reclassifies from equity to
profit or loss (as a reclassification adjustment) the parent’s share of the
exchange differences recognised in other comprehensive income relating to a
foreign operation in that subsidiary; and

(© if an investor loses significant influence over an associate or loses joint control

over a jointly controlled entity, the investor reclassifies from equity to profit or
loss (as a reclassification adjustment) the exchange differences recognised in
other comprehensive income relating to a foreign operation in that associate
or jointly controlled entity.

The amendments in paragraphs 48A—49 of the Standard reflect those decisions for
the disposal or partial disposal of a foreign operation.

BC35 As part of Cost of an Investment in a Subsidiary, Jointly Controlled Entity or Associate
(Amendments to IFRS 1 First-time Adoption of International Financial Reporting
Standards and IAS 27 Consolidated and Separate Financial Statements), issued in
May 2008, the Board amended IAS 27 to remove the definition of the ‘cost method'.
The cost method required an entity to recognise distributions as income only if they
came from post-acquisition retained earnings. Distributions received in excess of such
profits were regarded as a recovery of the investment and were recognised as a
reduction of its cost. Consequently, the Board amended paragraph 49 to remove the
reference to pre-acquisition profits and to clarify that a dividend accounted for in
accordance with paragraph 38A of IAS 27 cannot be a disposal or partial disposal of a
net investment in IAS 21%,

This heading and paragraphs BC33 and BC34 were added as a consequence of amendments to IAS

27 Consolidated and Separate Financial Statements made as part of the second phase of the

business combinations project in 2008._The consolidation requirements in IAS 27 were superseded

by IRFS 10 Consolidated Financial Statements issued in May 2011. The accounting requirements did

not change.

‘Jointly controlled entities' were defined in IAS 31 Interests in Joint Ventures. IFRS 11 Joint

Arrangements, issued in May 2011, replaced IAS 31 and changed the terminology.

' The consolidation guidance was removed from IAS 27 and the Standard was renamed Separate
Financial Statements by IFRS 10 Consolidated Financial Statements issued in May 2011. The
accounting requirements for dividends were not changed.
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Disposal or partial disposal of aforeign operation (amendment

2011)

BC36

During its redeliberation of the exposure draft ED 9 Joint Arrangements, the Board

BC37

reconsidered whether its decision in the second phase of the business combinations
project to characterise loss of joint control or loss of significant influence as a
significant economic event (ie in the same way that loss of control is characterised as
a significant economic _event) was appropriate. If it were, the Board thought that the
entity should be required to recalibrate the accounting as required by IFRS 10
Consolidated Financial Statements. However, the Board concluded that, although
significant, the events are fundamentally different. In the case of loss of control, the
cessation of the parent-subsidiary relationship results in the derecognition of assets
and liabilities because the composition of the group changes. If joint control or
significant influence is lost the composition of the group is unaffected.

The Board also noted that retaining the characterisation of significant economic event

BC38

in the case of loss of joint control or significant influence when the retained interest is a
financial asset is unnecessary. IFRS 9 already requires that in such cases the retained
interest (ie a financial asset) must be measured at fair value.

In the case of loss of joint control when significant influence is maintained, the Board

BC39

acknowledged that the investor-investee relationship changes and, consequently, so
does the nature of the investment. However, in this instance, both investments (ie the
joint venture and the associate) continue to be measured using the equity method.
Considering that there is neither a change in the group boundaries nor a change in the
measurement _requirements, the Board concluded that losing joint control and
retaining_significant influence is not an event that warrants remeasurement of the
retained interest at fair value.

Consequently, the Board removed all descriptions that characterise loss of joint

BC40

control or significant influence as a significant economic _event as introduced in the
second phase of the Board’s project on business combinations.

The Board also decided to align the conclusions reached on the loss of joint control

when significant influence is maintained with the requirements in IAS 21 so that the
change from joint control to significant influence is treated as a ‘partial’ disposal rather
than deemed to be an ‘entire’ disposal. As a consequence, the Board concluded that
when _an_entity loses joint control of a joint arrangement that includes a foreign
operation but retains significant influence, an entity reclassifies to profit or loss only the
proportionate share of the cumulative amount of the exchange differences recognised
in_other comprehensive income relating to a foreign operation in that joint

arrangement.
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Introduction

Reasons for issuing HKAS 32

IN1

IN2

IN3

Hong Kong Accounting Standard 32 Financial Instruments: Presentation (HKAS 32)°
should be applied 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 39. If an entity applies
this Standard for a period beginning before 1 January 2005, it shall disclose that fact.

The objective of Hong Kong Institute of Certified Public Accountants (HKICPA) issuing
HKAS 32 is to maintain international convergence with the International Accounting
Standards Board (IASB).

[Deleted]

The main features

IN4

IN5

IN6

The main features of HKAS 32 are described below.

Scope

The scope of HKAS 32 has, where appropriate, been conformed to the scope of HKAS
39.

Principle

In summary, when an issuer determines whether a financial instrument is a financial
liability or an equity instrument, the instrument is an equity instrument if, and only if,
both conditions (a) and (b) are met.

€)) The instrument includes no contractual obligation:
0) to deliver cash or another financial asset to another entity; or
(ii) to exchange financial assets or financial liabilities with another entity

under conditions that are potentially unfavourable to the issuer.

(b) If the instrument will or may be settled in the issuer’'s own equity instruments,
it is:
0] a non-derivative that includes no contractual obligation for the issuer

to deliver a variable number of its own equity instruments; or

(i) a derivative that will be settled by the issuer exchanging a fixed
amount of cash or another financial asset for a fixed number of its
own equity instruments. For this purpose, the issuer's own equity
instruments do not include instruments that are themselves contracts
for the future receipt or delivery of the issuer's own equity
instruments.

In September 2005 the HKICPA amended HKAS 32 by relocating all disclosures relating to financial instruments to
HKFRS 7 Financial Instruments: Disclosures. In June 2008 the HKICPA amended HKAS 32 by requiring some
puttable financial instruments and some financial instruments that impose on the entity an obligation to deliver to
another party a pro rata share of the net assets of the entity only on liquidation to be classified as equity.
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HKAS 32 (October 2009)

In addition, when an issuer has an obligation to purchase its own shares for cash or
another financial asset, there is a liability for the amount that the issuer is obliged to

pay.

The definitions of a financial asset and a financial liability, and the description of an
equity instrument, are amended consistently with this principle.

Classification of contracts settled in an entity’s own
equity instruments

The classification of derivative and non-derivative contracts indexed to, or settled in,
an entity’s own equity instruments has been clarified consistently with the principle in
paragraph IN6 above. In particular, when an entity uses its own equity instruments ‘as
currency’ in a contract to receive or deliver a variable number of shares whose value
equals a fixed amount or an amount based on changes in an underlying variable (eg a
commodity price), the contract is not an equity instrument, but is a financial asset or a
financial liability.

Puttable instruments

HKAS 32 incorporates a guidance that a financial instrument that gives the holder the
right to put the instrument back to the issuer for cash or another financial asset (a
‘puttable instrument’) is a financial liability of the issuer. In response to comments
received on the Exposure Draft, the Standard provides additional guidance and
illustrative examples for entities that, because of this requirement, have no equity or
whose share capital is not equity as defined in HKAS 32.

Contingent settlement provisions

HKAS 32 incorporates a conclusion that a financial instrument is a financial liability
when the manner of settlement depends on the occurrence or non-occurrence of
uncertain future events or on the outcome of uncertain circumstances that are beyond
the control of both the issuer and the holder. Contingent settlement provisions are
ignored when they apply only in the event of liquidation of the issuer or are not
genuine.

Settlement options

Under HKAS 32, a derivative financial instrument is a financial asset or a financial
liability when it gives one of the parties to it a choice of how it is settled unless all of the
settlement alternatives would result in it being an equity instrument.

Measurement of the components of a compound
financial instrument on initial recognition

Any asset and liability components are separated first and the residual is the amount
of any equity component. These requirements for separating the liability and equity
components of a compound financial instrument are conformed to both the definition
of an equity instrument as a residual and the measurement requirements in HKAS 39.

Treasury shares

HKAS 32 incorporates a conclusion that the acquisition or subsequent resale by an
entity of its own equity instruments does not result in a gain or loss for the entity.
Rather it 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.

© Copyright 6
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Interest, dividends, losses and gains

HKAS 32 incorporates a guidance that transaction costs incurred as a necessary part
of completing an equity transaction are accounted for as part of that transaction and
are deducted from equity.

Disclosure

[Deleted]

In September 2005 the HKICPA revised disclosures about financial instruments and
relocated them to HKFRS 7 Financial Instruments: Disclosures.

Withdrawal of other pronouncements

IN20

[Deleted]

Potential impact of proposals in exposure drafts

IN21

[Deleted]

Reasons for amending HKAS 32 in June 2008

IN22

In June 2008 the HKICPA amended HKAS 32 by requiring some financial instruments
that meet the definition of a financial liability to be classified as equity. Entities should
apply the amendments for annual periods beginning on or after 1 January 2009.
Earlier application is permitted.

IN23 The amendment addresses the classification of some:

IN24

€) puttable financial instruments, and

(b) instruments, or components of instruments, that impose on the entity an
obligation to deliver to another party a pro rata share of the net assets of the
entity only on liquidation.

The objective was a short-term, limited scope amendment to improve the financial
reporting of particular types of financial instruments that meet the definition of a
financial liability but represent the residual interest in the net assets of the entity.

© Copyright 7
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Hong Kong Accounting Standard 32
Financial Instruments: Presentation

Objective
1 [Deleted]
2 The objective of this Standard is to establish principles 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 circumstances in
which financial assets and financial liabilities should be offset.

3 The principles in this Standard complement the principles for recognising and
measuring financial assets and financial liabilities in HKAS 39 Financial Instruments:
Recognition and Measurement, and for disclosing information about them in HKFRS 7
Financial Instruments: Disclosures.

Scope

4 This Standard shall be applied by all entities to all types of financial instruments
except:

€) those interests in subsidiaries, associates or joint ventures that are
accounted for in accordance with HKFRS 10 Consolidated Financial
Statements, HKAS 27 Consolidated-and-Separate Financial Statements;
or HKAS 28 Investments in Associates_and Joint Ventures-e+HKAS-31
interests-inJoint-Ventures. However, in some cases, HKFRS 10, HKAS
27; or HKAS 28 erHKAS 31 require or permits an entity to account for an
interest in a subsidiary, associate or joint venture using HKAS 39; in
those cases, entities shall apply the requirements of this Standard.
Entities shall also apply this Standard to all derivatives linked to
interests in subsidiaries, associates or joint ventures.

(b) employers’ rights and obligations under employee benefit plans, to
which HKAS 19 Employee Benefits applies.

(c) [deleted]

(d) insurance contracts as defined in HKFRS 4 Insurance Contracts.
However, this Standard applies to derivatives that are embedded in
insurance contracts if HKAS 39 requires the entity to account for them
separately. Moreover, an issuer shall apply this Standard to financial
guarantee contracts if the issuer applies HKAS 39 in recognising and
measuring the contracts, but shall apply HKFRS 4 if the issuer elects, in
accordance with paragraph 4(d) of HKFRS 4, to apply HKFRS 4 in
recognising and measuring them.

(e) financial instruments that are within the scope of HKFRS 4 because they
contain a discretionary participation feature. The issuer of these
instruments is exempt from applying to these features paragraphs 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).
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() 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 8-10 of this Standard,
to which this Standard applies,

(i) 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.

5-7 [Deleted]

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 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.

9 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 8 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 requirement, and accordingly, whether they are within the scope of this
Standard.

10 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 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 item in
accordance with the entity’s expected purchase, sale or usage requirements.
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Definitions (see also paragraphs AG3-AG23)

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

A financial 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 asset is any asset that is:

(@)
(b)
()

(d)

cash;

an equity instrument of another entity;

a contractual right:

(i)
(i)

to receive cash or another financial asset from another entity; or

to exchange financial assets or financial liabilities with another
entity under conditions that are potentially favourable to the
entity; or

a contract that will or may be settled in the entity’s own equity
instruments and is:

(i)

(i)

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 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
puttable financial instruments classified as equity instruments in
accordance with paragraphs 16A and 16B, instruments that
impose on the entity an obligation to deliver to another party a
pro rata share of the net assets of the entity only on liquidation
and are classified as equity instruments in accordance with
paragraphs 16C and 16D, or instruments that are contracts for
the future receipt or delivery of the entity’s own equity
instruments.

A financial liability is any liability that is:

(@)

(b)

© Copyright

a contractual obligation:

(i)
(i)

to deliver cash or another financial asset to another entity; or

to exchange financial assets or financial liabilities with another
entity under conditions that are potentially unfavourable to the
entity; or

a contract that will or may be settled in the entity’s own equity
instruments and is:

(i)

a non-derivative for which the entity is or may be obliged to
deliver a variable number of the entity’s own equity instruments;
or
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(i) 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, rights, options or warrants to acquire a fixed number of
the entity’s own equity instruments for a fixed amount of any
currency are equity instruments if the entity offers the rights,
options or warrants pro rata to all of its existing owners of the
same class of its own non-derivative equity instruments. Also,
for these purposes the entity’s own equity instruments do not
include puttable financial instruments that are classified as
equity instruments in accordance with paragraphs 16A and 16B,
instruments that impose on the entity an obligation to deliver to
another party a pro rata share of the net assets of the entity only
on liquidation and are classified as equity instruments in
accordance with paragraphs 16C and 16D, or instruments that
are contracts for the future receipt or delivery of the entity’s own
equity instruments.

As an exception, an instrument that meets the definition of a financial liability is
classified as an equity instrument if it has all the features and meets the
conditions in paragraphs 16A and 16B or paragraphs 16C and 16D.

An equity instrument is any contract that evidences a residual interest in the
assets of an entity after deducting all of its liabilities.

Falr value—B%he—ameum—teHMekFan—asseLewd—be—exehanged—eFa—Habmw

is the prlcethat would be rece|ved to seII an asset or pa|d to transfer a I|ab|I|tv in

an orderly transaction between market participants at the measurement date.
(See HKFRS 13 Fair Value Measurement.)

A puttable instrument is a financial instrument that gives the holder the right to
put the instrument back to the issuer for cash or another financial asset or is
automatically put back to the issuer on the occurrence of an uncertain future
event or the death or retirement of the instrument holder.

12 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 a financial asset or financial 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

hedged item

hedging instrument

held-to-maturity investments

loans and receivables

regular way purchase or sale

transaction costs.

13 In this Standard, ‘contract’ and ‘contractual’ refer to an agreement between two or
more parties that has clear economic consequences that the parties have little, if any,
discretion to avoid, usually because the agreement is enforceable by law. Contracts,
and thus financial instruments, may take a variety of forms and need not be in writing.

14 In this Standard, ‘entity’ includes individuals, partnerships, incorporated bodies, trusts
and government agencies.
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Presentation

Liabilities and equity (see also paragraphs AG13-AG14J
and AG25-AG29A)

15 The issuer of a financial instrument shall classify the instrument, or its
component parts, on initial recognition as a financial liability, a financial asset
or an equity instrument in accordance with the substance of the contractual
arrangement and the definitions of a financial liability, a financial asset and an
equity instrument.

16 When an issuer applies the definitions in paragraph 11 to determine whether a
financial instrument is an equity instrument rather than a financial liability, the
instrument is an equity instrument if, and only if, both conditions (a) and (b) below are

met.
€) The instrument includes no contractual obligation:
0] to deliver cash or another financial asset to another entity; or
(i) to exchange financial assets or financial liabilities with another entity
under conditions that are potentially unfavourable to the issuer.
(b) If the instrument will or may be settled in the issuer’'s own equity instruments,
it is:
() a non-derivative that includes no contractual obligation for the issuer
to deliver a variable number of its own equity instruments; or
(i) a derivative that will be settled only by the issuer exchanging a fixed

amount of cash or another financial asset for a fixed number of its
own equity instruments. For this purpose, rights, options or warrants
to acquire a fixed number of the entity’s own equity instruments for a
fixed amount of any currency are equity instruments if the entity offers
the rights, options or warrants pro rata to all of its existing owners of
the same class of its own non-derivative equity instruments. Also, for
these purposes the issuer's own equity instruments do not include
instruments that have all the features and meet the conditions
described in paragraphs 16A and 16B or paragraphs 16C and 16D, or
instruments that are contracts for the future receipt or delivery of the
issuer's own equity instruments.

A contractual obligation, including one arising from a derivative financial instrument,
that will or may result in the future receipt or delivery of the issuer's own equity
instruments, but does not meet conditions (a) and (b) above, is not an equity
instrument. As an exception, an instrument that meets the definition of a financial
liability is classified as an equity instrument if it has all the features and meets the
conditions in paragraphs 16A and 16B or paragraphs 16C and 16D.
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Puttable instruments

16A A puttable financial instrument includes a contractual obligation for the issuer to
repurchase or redeem that instrument for cash or another financial asset on exercise
of the put. As an exception to the definition of a financial liability, an instrument that
includes such an obligation is classified as an equity instrument if it has all the
following features:

(@)

(b)

(€)

(d)

()

It entitles the holder to a pro rata share of the entity’s net assets in the event of
the entity’s liquidation. The entity’s net assets are those assets that remain
after deducting all other claims on its assets. A pro rata share is determined

by:

() dividing the entity’s net assets on liquidation into units of equal
amount; and
(i) multiplying that amount by the number of the units held by the

financial instrument holder.

The instrument is in the class of instruments that is subordinate to all other
classes of instruments. To be in such a class the instrument:

() has no priority over other claims to the assets of the entity on
liquidation, and

(i) does not need to be converted into another instrument before it is in
the class of instruments that is subordinate to all other classes of
instruments.

All financial instruments in the class of instruments that is subordinate to all
other classes of instruments have identical features. For example, they must
all be puttable, and the formula or other method used to calculate the
repurchase or redemption price is the same for all instruments in that class.

Apart from the contractual obligation for the issuer to repurchase or redeem
the instrument for cash or another financial asset, the instrument does not
include any contractual obligation to deliver cash or another financial asset to
another entity, or to exchange financial assets or financial liabilities with
another entity under conditions that are potentially unfavourable to the entity,
and it is not a contract that will or may be settled in the entity’s own equity
instruments as set out in subparagraph (b) of the definition of a financial
liability.

The total expected cash flows attributable to the instrument over the life of the
instrument are based substantially on the profit or loss, the change in the
recognised net assets or the change in the fair value of the recognised and
unrecognised net assets of the entity over the life of the instrument (excluding
any effects of the instrument).

16B For an instrument to be classified as an equity instrument, in addition to the instrument
having all the above features, the issuer must have no other financial instrument or
contract that has:

(@)

© Copyright

total cash flows based substantially on the profit or loss, the change in the
recognised net assets or the change in the fair value of the recognised and
unrecognised net assets of the entity (excluding any effects of such
instrument or contract) and
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(b) the effect of substantially restricting or fixing the residual return to the puttable
instrument holders.

For the purposes of applying this condition, the entity shall not consider non-financial
contracts with a holder of an instrument described in paragraph 16A that have
contractual terms and conditions that are similar to the contractual terms and
conditions of an equivalent contract that might occur between a non-instrument holder
and the issuing entity. If the entity cannot determine that this condition is met, it shall
not classify the puttable instrument as an equity instrument.

Instruments, or components of instruments, that impose on the
entity an obligation to deliver to another party a pro rata share of
the net assets of the entity only on liquidation

Some financial instruments include a contractual obligation for the issuing entity to
deliver to another entity a pro rata share of its net assets only on liquidation. The
obligation arises because liquidation either is certain to occur and outside the control
of the entity (for example, a limited life entity) or is uncertain to occur but is at the
option of the instrument holder. As an exception to the definition of a financial liability,
an instrument that includes such an obligation is classified as an equity instrument if it
has all the following features:

€) It entitles the holder to a pro rata share of the entity’s net assets in the event of
the entity’s liquidation. The entity’s net assets are those assets that remain
after deducting all other claims on its assets. A pro rata share is determined

by:

() dividing the net assets of the entity on liquidation into units of equal
amount; and

(ii) multiplying that amount by the number of the units held by the
financial instrument holder.

(b) The instrument is in the class of instruments that is subordinate to all other
classes of instruments. To be in such a class the instrument:

0] has no priority over other claims to the assets of the entity on
liquidation, and

(i) does not need to be converted into another instrument before it is in
the class of instruments that is subordinate to all other classes of
instruments.

(c) All financial instruments in the class of instruments that is subordinate to all

other classes of instruments must have an identical contractual obligation for
the issuing entity to deliver a pro rata share of its net assets on liquidation.

For an instrument to be classified as an equity instrument, in addition to the instrument
having all the above features, the issuer must have no other financial instrument or
contract that has:

(a) total cash flows based substantially on the profit or loss, the change in the
recognised net assets or the change in the fair value of the recognised and
unrecognised net assets of the entity (excluding any effects of such
instrument or contract) and

(b) the effect of substantially restricting or fixing the residual return to the
instrument holders.
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For the purposes of applying this condition, the entity shall not consider non-financial
contracts with a holder of an instrument described in paragraph 16C that have
contractual terms and conditions that are similar to the contractual terms and
conditions of an equivalent contract that might occur between a non-instrument holder
and the issuing entity. If the entity cannot determine that this condition is met, it shall
not classify the instrument as an equity instrument.

Reclassification of puttable instruments and instruments that
impose on the entity an obligation to deliver to another party a pro
rata share of the net assets of the entity only on liquidation

An entity shall classify a financial instrument as an equity instrument in accordance
with paragraphs 16A and 16B or paragraphs 16C and 16D from the date when the
instrument has all the features and meets the conditions set out in those paragraphs.
An entity shall reclassify a financial instrument from the date when the instrument
ceases to have all the features or meet all the conditions set out in those paragraphs.
For example, if an entity redeems all its issued non-puttable instruments and any
puttable instruments that remain outstanding have all the features and meet all the
conditions in paragraphs 16A and 16B, the entity shall reclassify the puttable
instruments as equity instruments from the date when it redeems the non-puttable
instruments.

An entity shall account as follows for the reclassification of an instrument in
accordance with paragraph 16E:

€) It shall reclassify an equity instrument as a financial liability from the date
when the instrument ceases to have all the features or meet the conditions in
paragraphs 16A and 16B or paragraphs 16C and 16D. The financial liability
shall be measured at the instrument’s fair value at the date of reclassification.
The entity shall recognise in equity any difference between the carrying value
of the equity instrument and the fair value of the financial liability at the date of
reclassification.

(b) It shall reclassify a financial liability as equity from the date when the
instrument has all the features and meets the conditions set out in paragraphs
16A and 16B or paragraphs 16C and 16D. An equity instrument shall be
measured at the carrying value of the financial liability at the date of
reclassification.

No contractual obligation to deliver cash or another financial asset (paragraph
16(a))

With the exception of the circumstances described in paragraphs 16A and 16B or
paragraphs 16C and 16D, a critical feature in differentiating a financial liability from an
equity instrument is the existence of a contractual obligation of one party to the
financial instrument (the issuer) either to deliver cash or another financial asset to the
other party (the holder) or to exchange financial assets or financial liabilities with the
holder under conditions that are potentially unfavourable to the issuer. Although the
holder of an equity instrument may be entitled to receive a pro rata share of any
dividends or other distributions of equity, the issuer does not have a contractual
obligation to make such distributions because it cannot be required to deliver cash or
another financial asset to another party.
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The substance of a financial instrument, rather than its legal form, governs its
classification in the entity’s statement of financial position. Substance and legal form
are commonly consistent, but not always. Some financial instruments take the legal
form of equity but are liabilities in substance and others may combine features
associated with equity instruments and features associated with financial liabilities.
For example:

(a) a preference share that provides for mandatory redemption by the issuer for a
fixed or determinable amount at a fixed or determinable future date, or gives
the holder the right to require the issuer to redeem the instrument at or after a
particular date for a fixed or determinable amount, is a financial liability.

(b) a financial instrument that gives the holder the right to put it back to the issuer
for cash or another financial asset (a ‘puttable instrument’) is a financial
liability, except for those instruments classified as equity instruments in
accordance with paragraphs 16A and 16B or paragraphs 16C and 16D. The
financial instrument is a financial liability even when the amount of cash or
other financial assets is determined on the basis of an index or other item that
has the potential to increase or decrease. The existence of an option for the
holder to put the instrument back to the issuer for cash or another financial
asset means that the puttable instrument meets the definition of a financial
liability, except for those instruments classified as equity instruments in
accordance with paragraphs 16A and 16B or paragraphs 16C and 16D. For
example, open-ended mutual funds, unit trusts, partnerships and some
co-operative entities may provide their unitholders or members with a right to
redeem their interests in the issuer at any time for cash, which results in the
unitholders’ or members’ interests being classified as financial liabilities,
except for those instruments classified as equity instruments in accordance
with paragraphs 16A and 16B or paragraphs 16C and 16D. However,
classification as a financial liability does not preclude the use of descriptors
such as ‘net asset value attributable to unitholders’ and ‘change in net asset
value attributable to unitholders’ in the financial statements of an entity that
has no contributed equity (such as some mutual funds and unit trusts, see
lllustrative Example 7) or the use of additional disclosure to show that total
members’ interests comprise items such as reserves that meet the definition
of equity and puttable instruments that do not (see lIllustrative Example 8).

If an entity does not have an unconditional right to avoid delivering cash or another
financial asset to settle a contractual obligation, the obligation meets the definition of a
financial liability, except for those instruments classified as equity instruments in
accordance with paragraphs 16A and 16B or paragraphs 16C and 16D. For example:

€) a restriction on the ability of an entity to satisfy a contractual obligation, such
as lack of access to foreign currency or the need to obtain approval for
payment from a regulatory authority, does not negate the entity’s contractual
obligation or the holder’s contractual right under the instrument.

(b) a contractual obligation that is conditional on a counterparty exercising its right
to redeem is a financial liability because the entity does not have the
unconditional right to avoid delivering cash or another financial asset.

A financial instrument that does not explicitly establish a contractual obligation to
deliver cash or another financial asset may establish an obligation indirectly through
its terms and conditions. For example:

(a) a financial instrument may contain a non-financial obligation that must be
settled if, and only if, the entity fails to make distributions or to redeem the
instrument. If the entity can avoid a transfer of cash or another financial asset
only by settling the non-financial obligation, the financial instrument is a
financial liability.
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(b) a financial instrument is a financial liability if it provides that on settlement the
entity will deliver either:

() cash or another financial asset; or

(ii) its own shares whose value is determined to exceed substantially the
value of the cash or other financial asset.

Although the entity does not have an explicit contractual obligation to deliver
cash or another financial asset, the value of the share settlement alternative is
such that the entity will settle in cash. In any event, the holder has in
substance been guaranteed receipt of an amount that is at least equal to the
cash settlement option (see paragraph 21).

Settlement in the entity’s own equity instruments (paragraph 16(b))

A contract is not an equity instrument solely because it may result in the receipt or
delivery of the entity’s own equity instruments. An entity may have a contractual right
or obligation to receive or deliver a number of its own shares or other equity
instruments that varies so that the fair value of the entity’s own equity instruments to
be received or delivered equals the amount of the contractual right or obligation. Such
a contractual right or obligation may be for a fixed amount or an amount that fluctuates
in part or in full in response to changes in a variable other than the market price of the
entity’s own equity instruments (e.g. an interest rate, a commodity price or a financial
instrument price). Two examples are (a) a contract to deliver as many of the entity’s
own equity instruments as are equal in value to CU100, and (b) a contract to deliver
as many of the entity’s own equity instruments as are equal in value to the value of
100 ounces of gold. Such a contract is a financial liability of the entity even though the
entity must or can settle it by delivering its own equity instruments. It is not an equity
instrument because the entity uses a variable number of its own equity instruments as
a means to settle the contract. Accordingly, the contract does not evidence a residual
interest in the entity’s assets after deducting all of its liabilities.

Except as stated in paragraph 22A, a contract that will be settled by the entity
(receiving or) delivering a fixed number of its own equity instruments in exchange for a
fixed amount of cash or another financial asset is an equity instrument. For example,
an issued share option that gives the counterparty a right to buy a fixed number of the
entity’s shares for a fixed price or for a fixed stated principal amount of a bond is an
equity instrument. Changes in the fair value of a contract arising from variations in
market interest rates that do not affect the amount of cash or other financial assets to
be paid or received, or the number of equity instruments to be received or delivered,
on settlement of the contract do not preclude the contract from being an equity
instrument. Any consideration received (such as the premium received for a written
option or warrant on the entity’s own shares) is added directly to equity. Any
consideration paid (such as the premium paid for a purchased option) is deducted
directly from equity. Changes in the fair value of an equity instrument are not
recognised in the financial statements.

If the entity’s own equity instruments to be received, or delivered, by the entity upon
settlement of a contract are puttable financial instruments with all the features and
meeting the conditions described in paragraphs 16A and 16B, or instruments that
impose on the entity an obligation to deliver to another party a pro rata share of the net
assets of the entity only on liquidation with all the features and meeting the conditions
described in paragraphs 16C and 16D, the contract is a financial asset or a financial
liability. This includes a contract that will be settled by the entity receiving or delivering
a fixed number of such instruments in exchange for a fixed amount of cash or another
financial asset.

In this Standard, monetary amounts are denominated in ‘currency units’ (CU).
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With the exception of the circumstances described in paragraphs 16A and 16B or
paragraphs 16C and 16D, a contract that contains an obligation for an entity to
purchase its own equity instruments for cash or another financial asset gives rise to a
financial liability for the present value of the redemption amount (for example, for the
present value of the forward repurchase price, option exercise price or other
redemption amount). This is the case even if the contract itself is an equity instrument.
One example is an entity’s obligation under a forward contract to purchase its own
equity instruments for cash. When-theThe financial liability is recognised initially ander
HKAS39,—its—fairvalue—(at the present value of the redemption amount} and is
reclassified from equity. Subsequently, the financial liability is measured in
accordance with HKAS 39. If the contract expires without delivery, the carrying
amount of the financial liability is reclassified to equity. An entity’'s contractual
obligation to purchase its own equity instruments gives rise to a financial liability for
the present value of the redemption amount even if the obligation to purchase is
conditional on the counterparty exercising a right to redeem (e.g. a written put option
that gives the counterparty the right to sell an entity’s own equity instruments to the
entity for a fixed price).

A contract that will be settled by the entity delivering or receiving a fixed nhumber of its
own equity instruments in exchange for a variable amount of cash or another financial
asset is a financial asset or financial liability. An example is a contract for the entity to
deliver 100 of its own equity instruments in return for an amount of cash calculated to
equal the value of 100 ounces of gold.

Contingent settlement provisions

A financial instrument may require the entity to deliver cash or another financial asset,
or otherwise to settle it in such a way that it would be a financial liability, in the event of
the occurrence or non-occurrence of uncertain future events (or on the outcome of
uncertain circumstances) that are beyond the control of both the issuer and the holder
of the instrument, such as a change in a stock market index, consumer price index,
interest rate or taxation requirements, or the issuer’s future revenues, net income or
debt-to-equity ratio. The issuer of such an instrument does not have the unconditional
right to avoid delivering cash or another financial asset (or otherwise to settle it in such
a way that it would be a financial liability). Therefore, it is a financial liability of the
issuer unless:

€) the part of the contingent settlement provision that could require settlement in
cash or another financial asset (or otherwise in such a way that it would be a
financial liability) is not genuine;

(b) the issuer can be required to settle the obligation in cash or another financial
asset (or otherwise to settle it in such a way that it would be a financial liability)
only in the event of liquidation of the issuer; or

(© the instrument has all the features and meets the conditions in paragraphs
16A and 16B.

Settlement options

When a derivative financial instrument gives one party a choice over how it is
settled (e.g. the issuer or the holder can choose settlement net in cash or by
exchanging shares for cash), it is a financial asset or a financial liability unless
all of the settlement alternatives would result in it being an equity instrument.

An example of a derivative financial instrument with a settlement option that is a
financial liability is a share option that the issuer can decide to settle net in cash or by
exchanging its own shares for cash. Similarly, some contracts to buy or sell a
non-financial item in exchange for the entity’s own equity instruments are within the
scope of this Standard because they can be settled either by delivery of the
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non-financial item or net in cash or another financial instrument (see paragraphs 8-10).
Such contracts are financial assets or financial liabilities and not equity instruments.

Compound financial instruments (see also paragraphs
AG30-AG35 and lllustrative Examples 9-12)

The issuer of a non-derivative financial instrument shall evaluate the terms of
the financial instrument to determine whether it contains both a liability and an
equity component. Such components shall be classified separately as financial
liabilities, financial assets or equity instruments in accordance with paragraph
15.

An entity recognises separately the components of a financial instrument that (a)
creates a financial liability of the entity and (b) grants an option to the holder of the
instrument to convert it into an equity instrument of the entity. For example, a bond or
similar instrument convertible by the holder into a fixed number of ordinary shares of
the entity is a compound financial instrument. From the perspective of the entity, such
an instrument comprises two components: a financial liability (a contractual
arrangement to deliver cash or another financial asset) and an equity instrument (a
call option granting the holder the right, for a specified period of time, to convert it into
a fixed number of ordinary shares of the entity). The economic effect of issuing such
an instrument is substantially the same as issuing simultaneously a debt instrument
with an early settlement provision and warrants to purchase ordinary shares, or
issuing a debt instrument with detachable share purchase warrants. Accordingly, in all
cases, the entity presents the liability and equity components separately in its
statement of financial position.

Classification of the liability and equity components of a convertible instrument is not
revised as a result of a change in the likelihood that a conversion option will be
exercised, even when exercise of the option may appear to have become
economically advantageous to some holders. Holders may not always act in the way
that might be expected because, for example, the tax consequences resulting from
conversion may differ among holders. Furthermore, the likelihood of conversion will
change from time to time. The entity’s contractual obligation to make future payments
remains outstanding until it is extinguished through conversion, maturity of the
instrument or some other transaction.

HKAS 39 deals with the measurement of financial assets and financial liabilities.
Equity instruments are instruments that evidence a residual interest in the assets of an
entity after deducting all of its liabilities. Therefore, when the initial carrying amount of
a compound financial instrument is allocated to its equity and liability components, the
equity component is assigned the residual amount after deducting from the fair value
of the instrument as a whole the amount separately determined for the liability
component. The value of any derivative features (such as a call option) embedded in
the compound financial instrument other than the equity component (such as an equity
conversion option) is included in the liability component. The sum of the carrying
amounts assigned to the liability and equity components on initial recognition is always
equal to the fair value that would be ascribed to the instrument as a whole. No gain or
loss arises from initially recognising the components of the instrument separately.

Under the approach described in paragraph 31, the issuer of a bond convertible into
ordinary shares first determines the carrying amount of the liability component by
measuring the fair value of a similar liability (including any embedded non-equity
derivative features) that does not have an associated equity component. The carrying
amount of the equity instrument represented by the option to convert the instrument
into ordinary shares is then determined by deducting the fair value of the financial
liability from the fair value of the compound financial instrument as a whole.
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Treasury shares (see also paragraph AG36)

If an entity reacquires its own equity instruments, those instruments (‘treasury
shares’) shall be deducted from equity. No gain or loss shall be recognised in
profit or loss on the purchase, sale, issue or cancellation of an entity’s own
equity instruments. Such treasury shares may be acquired and held by the
entity or by other members of the consolidated group. Consideration paid or
received shall be recognised directly in equity.

The amount of treasury shares held is disclosed separately either in the statement of
financial position or in the notes, in accordance with HKAS 1 Presentation of Financial
Statements. An entity provides disclosure in accordance with HKAS 24 Related Party
Disclosures if the entity reacquires its own equity instruments from related parties.

Interest, dividends, losses and gains (see also paragraph
AG37)

Interest, dividends, losses and gains relating to a financial instrument or a
component that is a financial liability shall be recognised as income or expense
in profit or loss. Distributions to holders of an equity instrument shall be

recogniseddebited by the entity directly inte equity—nhet-of-anyrelated-income
tax-benefit. Transaction costs of an equity transaction shall be accounted for as

a deduction from equity-—netofanyrelated-income-tax-benefit.

Income tax relating to distributions to holders of an equity instrument and to

36

37

38

39

transaction costs of an equity transaction shall be accounted for in accordance with
HKAS 12 Income Taxes.

The classification of a financial instrument as a financial liability or an equity
instrument determines whether interest, dividends, losses and gains relating to that
instrument are recognised as income or expense in profit or loss. Thus, dividend
payments on shares wholly recognised as liabilities are recognised as expenses in the
same way as interest on a bond. Similarly, gains and losses associated with
redemptions or refinancings of financial liabilities are recognised in profit or loss,
whereas redemptions or refinancings of equity instruments are recognised as changes
in equity. Changes in the fair value of an equity instrument are not recognised in the
financial 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 as a
deduction from equity—{ret-of-anyrelated-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 financial 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 is rational and consistent with similar transactions.

The amount of transaction costs accounted for as a deduction from equity in the
per|0d is d|sclosed separately uﬂdenn accordance with HKAS 1. iFhe—Felated—ameum
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Dividends classified as an expense may be presented in the statement(s) of profit or
loss and other comprehensive income er-separate-income-statement (i presented}
either with interest on other liabilities or as a separate item. In addition to the
requirements of this Standard, disclosure of interest and dividends is subject to the
requirements of HKAS 1 and HKFRS 7. In some circumstances, because of the
differences between interest and dividends with respect to matters such as tax
deductibility, it is desirable to disclose them separately in the statement(_) of profit or
loss and other comprehensive income

Disclosures of the tax effects are made in accordance with HKAS 12.

Gains and losses related to changes in the carrying amount of a financial liability are
recognised as income or expense in profit or loss even when they relate to an
instrument that includes a right 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 loss arising from remeasurement of such an instrument
separately in the statement of comprehensive income when it is relevant in explaining
the entity’s performance.

Offsetting a financial asset and a financial liability
(see also paragraphs AG38 and AG39)

A financial asset and a financial liability shall be offset and the net amount
presented in the statement of financial position 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 simultaneously.

In accounting for a transfer of a financial 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 liabilities on 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 a single net amount and intends to do so, it has, in effect, only a single 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._An entity shall disclose the
information required in paragraphs 13B-13E of HKFRS 7 for recognised financial
instruments that are within the scope of paragraph 13A of HKFRS 7.

Offsetting a recognised financial asset and a recognised financial liability and
presenting the net amount differs from the derecognition of a financial asset or a
financial liability. Although offsetting does not give rise to recognition of a gain or loss,
the derecognition of a financial instrument not only results in the removal of the
previously recognised item from the statement of financial position but also may result
in recognition of a gain or loss.

A right of set-off is a debtor’s legal right, by contract or otherwise, to settle or otherwise
eliminate all 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 a legal right to apply an amount due from a third party against the amount due to
a creditor 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 is a legal right, the
conditions supporting the right may vary from one legal jurisdiction to another and the
laws applicable to the relationships between the parties need to be considered.
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The existence of an enforceable right to set off a financial asset and a financial liability
affects the rights and obligations associated with a financial 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 simultaneously, 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 a net 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 obligations associated with the individual financial
asset and financial liability remain unaltered.

An entity’s intentions with respect to settlement of particular assets and liabilities 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
simultaneously. When an entity has a right 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 is disclosed in accordance with paragraph 36 of
HKFRS 7.

Simultaneous settlement of two financial instruments may occur through, for example,
the operation of a clearing house in an organised financial market or a face-to-face
exchange. In these circumstances the cash flows are, in effect, equivalent to a single
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 the
full amount of the liability. Such risk exposures may be significant even though
relatively brief. Accordingly, realisation of a financial 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 generally 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 a result of events giving rise to losses are expected to
be recovered from a third party by virtue of a claim made under an insurance
contract.
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An entity that undertakes a number of financial instrument transactions with a single
counterparty may enter into a ‘master netting arrangement’ with that counterparty.
Such an agreement provides for a single net settlement of all 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 a right of set-off that becomes enforceable and affects the
realisation or settlement of individual financial 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 criteria in 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 36 of HKFRS 7.

Disclosure

5195

[Deleted]

Effective date and transition

96

96A

96B

96C

97

97A

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 39. If an entity
applies this Standard for a period beginning before 1 January 2005, it shall disclose
that fact.

Puttable Financial Instruments and Obligations Arising on Liquidation (Amendments to
HKAS 32 and HKAS 1), issued in June 2008, required financial instruments that
contain all the features and meet the conditions in paragraphs 16A and 16B or
paragraphs 16C and 16D to be classified as an equity instrument, amended
paragraphs 11, 16, 17-19, 22, 23, 25, AG13, AG14 and AG27, and inserted
paragraphs 16A-16F, 22A, 96B, 96C, 97C, AG14A-AG14J and AG29A. An entity
shall apply those amendments for annual periods beginning on or after 1 January
2009. Earlier application is permitted. If an entity applies the changes for an earlier
period, it shall disclose that fact and apply the related amendments to HKAS 1, HKAS
39, HKFRS 7 and HK(IFRIC)-Int 2 at the same time.

Puttable Financial Instruments and Obligations Arising on Liquidation introduced a
limited scope exception; therefore, an entity shall not apply the exception by analogy.

The classification of instruments under this exception shall be restricted to the
accounting for such an instrument under HKAS 1, HKAS 32, HKAS 39 and HKFRS 7.
The instrument shall not be considered an equity instrument under other guidance, for
example HKFRS 2.

This Standard shall be applied retrospectively, and accounting policies adopted in
respect of each period presented shall be disclosed. When comparative information
for prior periods is not available when this Standard is first applied, such information
need not be presented, but an entity shall disclose that fact.

HKAS 1 (as revised 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.
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HKFRS 3 Business Combinations (as revised in 2008) deleted paragraph 4(c). An
entity shall apply that amendment for annual periods beginning on or after 1 July 2009.
If an entity applies HKFRS 3 (revised 2008) for an earlier period, the amendment shall
also be applied for that earlier period. However, the amendment does not apply to
contingent consideration that arose from a business combination for which the
acquisition date preceded the application of HKFRS 3 (revised 2008). Instead, an entity
shall account for such consideration in accordance with paragraphs 65A—65E of
HKFRS 3 (as amended in 2010).

When applying the amendments described in paragraph 96A, an entity is required to
split a compound financial instrument with an obligation to deliver to another party a
pro rata share of the net assets of the entity only on liquidation into separate liability
and equity components. If the liability component is no longer outstanding, a
retrospective application of those amendments to HKAS 32 would involve separating
two components of equity. The first component would be in retained earnings and
represent the cumulative interest accreted on the liability component. The other
component would represent the original equity component. Therefore, an entity need
not separate these two components if the liability component is no longer outstanding
at the date of application of the amendments.

Paragraph 4 was amended by Improvements to HKFRSs issued in October 2008. An
entity shall apply that amendment for annual periods beginning on or after 1 January
2009. Earlier application is permitted. If an entity applies the amendment for an earlier
period it shall disclose that fact and apply for that earlier period the amendments to
paragraph 3 of HKFRS 7, paragraph 1 of HKAS 28 and paragraph 1 of HKAS 31
issued in October 2008. An entity is permitted to apply the amendment prospectively.

Paragraphs 11 and 16 were amended by Classification of Rights Issues issued in
October 2009. An entity shall apply that amendment for annual periods beginning on
or after 1 February 2010. Earlier application is permitted. If an entity applies the
amendment for an earlier period, it shall disclose that fact.

[This paragraph refers to amendments with an effective date after 1 January 2013, and
is therefore not included in this edition.]

Paragraph 97B was amended by Improvements to HKFRSs issued in May 2010. An
entity shall apply that amendment for annual periods beginning on or after 1 July 2010.
Earlier application is permitted.

[This paragraph refers to amendments with an effective date after 1 January 2013, and

971

is therefore not included in this edition.]

HKFRS 10 and HKFRS 11 Joint Arrangements, issued in June 2011, amended

97J

paragraphs 4(a) and AG29. An entity shall apply those amendments when it applies
HKFRS 10 and HKFRS 11.

HKFRS 13, issued in June 2011, amended the definition of fair value in paragraph 11

97K

and amended paragraphs 23 and AG31. An entity shall apply those amendments
when it applies HKFRS 13.

Presentation of Items of Other Comprehensive Income (Amendments to HKAS 1),

97L

issued in July 2011, amended paragraph 40. An entity shall apply that amendment
when it applies HKAS 1 as amended in July 2011.

[This paragraph refers to amendments with an effective date after 1 January 2013, and

is therefore not included in this edition.]
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Disclosures—Offsetting Financial Assets and Financial Liabilities (Amendments to

97N

HKFERS 7), issued in December 2011, amended paragraph 43 by requiring an entity to
disclose the information required in paragraphs 13B—13E of HKFRS 7 for recognised
financial assets that are within the scope of paragraph 13A of HKFRS 7. An entity shall
apply that amendment for annual periods beginning on or after 1 January 2013 and
interim_periods within those annual periods. An entity shall provide the disclosures
required by this amendment retrospectively.

Annual Improvements 2009-2011 Cycle, issued in June 2012, amended paragraphs

35, 37 and 39 and added paragraph 35A. An entity shall apply that amendment
retrospectively in accordance with HKAS 8 Accounting Policies, Changes in
Accounting Estimates and Errors for annual periods beginning on or after 1 January
2013. Earlier application is permitted. If an entity applies that amendment for an earlier
period it shall disclose that fact.

Withdrawal of Other Pronouncements

98

This Standard, together with HKAS 39 Financial Instruments: Recognition and
Measurement, supersede SSAP 24 Accounting for Investments in Securities issued in
1999.*

In September 2005 the Institute relocated all disclosures relating to financial instruments to HKFRS 7 Financial
Instruments: Disclosures.
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Appendix A

Comparison with International Accounting Standards

This comparison appendix, which was prepared as at 20 April 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 32.

The International Accounting Standard comparable with HKAS 32 is IAS 32 Financial
Instruments: Presentation.

There are no major textual differences between HKAS 32 and IAS 32.
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Appendix €B

Amendments to HKAS 32 Offsetting Financial Assets and
Financial Liabilities (issued in December 2011) - effective for
annual periods beginning on or after 1 January 2014

The following sets out amendment required for this Standard resulting from amendments to
HKAS 32 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.

Effective date and transition

Paragraph 97L is added.

97L Offsetting Financial Assets and Financial Liabilities (Amendments to HKAS 32),
issued in December 2011, deleted paragraph AG38 and added paragraphs
AG38A—-AG38F. An entity shall apply those amendments for annual periods beginning
on or after 1 January 2014. An entity shall apply those amendments retrospectively.
Earlier application is permitted. If an entity applies those amendments from an earlier
date, it shall disclose that fact and shall also make the disclosures required by
Disclosures—Offsetting Financial Assets and Financial Liabilities (Amendments to
HKFRS 7) issued in December 2011.
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Application Guidance

Immediately after the heading ‘Offsetting a financial asset and a financial liability (paragraphs
42-50), paragraph AG38 is deleted. Headings and paragraphs AG38A-AG38F are added.

AG38A

AG38B

AG38C

AG38D

© Copyright

Criterion that an entity ‘currently has a legally
enforceable right to set off the recognised amounts’
(paragraph 42(a))

Aright of set-off may be currently available or it may be contingent on a future event
(for example, the right may be triggered or exercisable only on the occurrence of
some future event, such as the default, insolvency or bankruptcy of one of the
counterparties). Even if the right of set-off is not contingent on a future event, it
may only be legally enforceable in the normal course of business, or in the event of
default, or in the event of insolvency or bankruptcy, of one or all of the counterparties.

To meet the criterion in paragraph 42(a), an entity must currently have a legally
enforceable right of set-off. This means that the right of set-off:

(&) must not be contingent on a future event; and
(b) must be legally enforceable in all of the following circumstances:
(i) the normal course of business;
(i) the event of default; and
(iif) the event of insolvency or bankruptcy
of the entity and all of the counterparties.

The nature and extent of the right of set-off, including any conditions attached to its
exercise and whether it would remain in the event of default or insolvency or
bankruptcy, may vary from one legal jurisdiction to another. Consequently, it cannot
be assumed that the right of set-off is automatically available outside of the normal
course of business. For example, the bankruptcy or insolvency laws of a
jurisdiction may prohibit, or restrict, the right of set-off in the event of bankruptcy or
insolvency in some circumstances.

The laws applicable to the relationships between the parties (for example,
contractual provisions, the laws governing the contract, or the default, insolvency or
bankruptcy laws applicable to the parties) need to be considered to ascertain
whether the right of set-off is enforceable in the normal course of business, in an
event of default, and in the event of insolvency or bankruptcy, of the entity and all of
the counterparties (as specified in paragraph AG38B(b)).

28




AG38E

AG38F

© Copyright

HKAS 32 (December 2011)

Criterion that an entity ‘intends either to settle on a net
basis, or to realise the asset and settle the liability
simultaneously’ (paragraph 42(b))

To meet the criterion in paragraph 42(b) an entity must intend either to settle on a net
basis or to realise the asset and settle the liability simultaneously. Although the
entity may have a right to settle net, it may still realise the asset and settle the liability
separately.

If an entity can settle amounts in a manner such that the outcome is, in effect,
equivalent to net settlement, the entity will meet the net settlement criterion in
paragraph 42(b). This will occur if, and only if, the gross settlement mechanism has
features that eliminate or result in insignificant credit and liquidity risk, and that will
process receivables and payables in a single settlement process or cycle. For
example, a gross settlement system that has all of the following characteristics would
meet the net settlement criterion in paragraph 42(b):

(8 financial assets and financial liabilities eligible for set-off are submitted at the
same point in time for processing;

(b) once the financial assets and financial liabilities are submitted for processing,
the parties are committed to fulfil the settlement obligation;

(c) there is no potential for the cash flows arising from the assets and liabilities to
change once they have been submitted for processing (unless the processing
fails—see (d) below);

(d) assets and liabilities that are collateralised with securities will be settled on a
securities transfer or similar system (for example, delivery versus payment),
so that if the transfer of securities fails, the processing of the related receivable
or payable for which the securities are collateral will also fail (and vice versa);

(e) any transactions that fail, as outlined in (d), will be re-entered for processing
until they are settled;

(f) settlement is carried out through the same settlement institution (for example, a
settlement bank, a central bank or a central securities depository); and

(g) anintraday credit facility is in place that will provide sufficient overdraft amounts
to enable the processing of payments at the settlement date for each of the
parties, and it is virtually certain that the intraday credit facility will be honoured if
called upon.
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Appendix
Application Guidance
HKAS 32 Financial Instruments: Presentation

This appendix is an integral part of the Standard.

AG1

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.

Definitions (paragraphs 11-14)

AG3

AG4

AG5

AG6

Financial assets and financial liabilities

Currency (cash) is a financial 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 a bank or similar financial institution is 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 a creditor in payment of a financial 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)
cash is 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 is a financial asset other than cash. For example, a note payable
in government bonds gives the holder the contractual right to receive and the issuer
the contractual obligation to deliver government bonds, not cash. The bonds are
financial assets because they represent obligations of the issuing government to pay
cash. The note is, therefore, a financial asset of the note holder and a financial 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 a return of principal or a right to a return of principal under terms that make it
very unlikely or very far in the future. For example, an entity may issue a financial
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instrument requiring it to make annual payments in perpetuity equal to a stated interest
rate of 8 per cent applied to a stated par or principal 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
a fair value (present value) of CU1,000 on initial recognition. The holder and issuer of
the instrument have a financial asset and a financial liability, respectively.

A contractual right or contractual obligation to receive, deliver or exchange financial
instruments is itself a financial instrument. A chain of contractual rights or contractual
obligations meets the definition of a financial 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 a future event.
For example, a financial guarantee is a contractual 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 contractual right and obligation exist because
of a past transaction or event (assumption of the guarantee), even though the lender’s
ability to exercise its right and the requirement for the guarantor to perform under its
obligation are both contingent on a future act of default by the borrower. A contingent
right and obligation meet the definition of a financial asset and a financial 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 HKFRS 4.

Under HKAS 17 Leases a finance lease is regarded as primarily an entitlement of the
lessor to receive, and an obligation of the lessee to pay, a stream of payments that are
substantially the same as blended payments of principal and interest under a loan
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, is regarded as primarily an uncompleted contract committing the lessor to
provide the use of an asset in future periods in exchange for consideration similar to a
fee for a service. The lessor continues to account for the leased asset itself rather than
any amount receivable in the future under the contract. Accordingly, a finance lease is
regarded as a financial instrument and an operating lease is not regarded as a
financial instrument (except as regards individual payments currently due and
payable).

Physical assets (such as inventories, property, plant and equipment), leased assets
and intangible 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.

Liabilities or assets that are not contractual (such as income taxes that are created as
a result of statutory requirements imposed by governments) are not financial liabilities
or financial assets. Accounting for income taxes is dealt with in HKAS 12. Similarly,
constructive obligations, as defined in HKAS 37 Provisions, Contingent Liabilities and
Contingent Assets, do not arise from contracts and are not financial liabilities.

In this guidance, monetary amounts are denominated in ‘currency units’ (CU).
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Equity instruments

Examples of equity instruments include non-puttable ordinary shares, some puttable
instruments (see paragraphs 16A and 16B), some instruments that impose on the
entity an obligation to deliver to another party a pro rata share of the net assets of the
entity only on liquidation (see paragraphs 16C and 16D), some types of preference
shares (see paragraphs AG25 and AG26), and warrants or written call options that
allow the holder to subscribe for or purchase a fixed number of non-puttable ordinary
shares in the issuing entity in exchange for a fixed amount of cash or another financial
asset. An entity’s obligation to issue or purchase a fixed number of its own equity
instruments in exchange for a fixed amount of cash or another financial asset is an
equity instrument of the entity (except as stated in paragraph 22A). However, if such a
contract contains an obligation for the entity to pay cash or another financial asset
(other than a contract classified as equity in accordance with paragraphs 16A and 16B
or paragraphs 16C and 16D), it also gives rise to a liability for the present value of the
redemption amount (see paragraph AG27(a)). An issuer of non-puttable ordinary
shares assumes a liability when it formally acts to make a distribution and becomes
legally obliged to the shareholders to do so. This may be the case following the
declaration of a dividend or when the entity is being wound up and any assets
remaining after the satisfaction of liabilities become distributable to shareholders.

A purchased call option or other similar contract acquired by an entity that gives it the
right to reacquire a fixed number of its own equity instruments in exchange for
delivering a fixed amount of cash or another financial asset is not a financial asset of
the entity (except as stated in paragraph 22A). Instead, any consideration paid for
such a contract is deducted from equity.

The class of instruments that is subordinate to all other classes
(paragraphs 16A(b) and 16C(b))

AG14A One of the features of paragraphs 16A and 16C is that the financial instrument is in the

class of instruments that is subordinate to all other classes.

AG14B When determining whether an instrument is in the subordinate class, an entity

evaluates the instrument’s claim on liquidation as if it were to liquidate on the date
when it classifies the instrument. An entity shall reassess the classification if there is a
change in relevant circumstances. For example, if the entity issues or redeems
another financial instrument, this may affect whether the instrument in question is in
the class of instruments that is subordinate to all other classes.

AG14C An instrument that has a preferential right on liquidation of the entity is not an

instrument with an entitlement to a pro rata share of the net assets of the entity. For
example, an instrument has a preferential right on liquidation if it entitles the holder to
a fixed dividend on liquidation, in addition to a share of the entity’s net assets, when
other instruments in the subordinate class with a right to a pro rata share of the net
assets of the entity do not have the same right on liquidation.

AG14D If an entity has only one class of financial instruments, that class shall be treated as if it

were subordinate to all other classes.

Total expected cash flows attributable to the instrument over the
life of the instrument (paragraph 16A(e))

AG14E The total expected cash flows of the instrument over the life of the instrument must be

substantially based on the profit or loss, change in the recognised net assets or fair
value of the recognised and unrecognised net assets of the entity over the life of the
instrument. Profit or loss and the change in the recognised net assets shall be
measured in accordance with relevant HKFRSs.
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Transactions entered into by an instrument holder other than as
owner of the entity (paragraphs 16A and 16C)

The holder of a puttable financial instrument or an instrument that imposes on the
entity an obligation to deliver to another party a pro rata share of the net assets of the
entity only on liquidation may enter into transactions with the entity in a role other than
that of an owner. For example, an instrument holder may also be an employee of the
entity. Only the cash flows and the contractual terms and conditions of the instrument
that relate to the instrument holder as an owner of the entity shall be considered when
assessing whether the instrument should be classified as equity under paragraph 16A
or paragraph 16C.

AG14G An example is a limited partnership that has limited and general partners. Some

general partners may provide a guarantee to the entity and may be remunerated for
providing that guarantee. In such situations, the guarantee and the associated cash
flows relate to the instrument holders in their role as guarantors and not in their roles
as owners of the entity. Therefore, such a guarantee and the associated cash flows
would not result in the general partners being considered subordinate to the limited
partners, and would be disregarded when assessing whether the contractual terms of
the limited partnership instruments and the general partnership instruments are
identical.

AG14H Another example is a profit or loss sharing arrangement that allocates profit or loss to

AG14|

AG14]

the instrument holders on the basis of services rendered or business generated during
the current and previous years. Such arrangements are transactions with instrument
holders in their role as non-owners and should not be considered when assessing the
features listed in paragraph 16A or paragraph 16C. However, profit or loss sharing
arrangements that allocate profit or loss to instrument holders based on the nominal
amount of their instruments relative to others in the class represent transactions with
the instrument holders in their roles as owners and should be considered when
assessing the features listed in paragraph 16A or paragraph 16C.

The cash flows and contractual terms and conditions of a transaction between the
instrument holder (in the role as a non-owner) and the issuing entity must be similar to
an equivalent transaction that might occur between a non-instrument holder and the
issuing entity.

No other financial instrument or contract with total cash flows that
substantially fixes or restricts the residual return to the instrument
holder (paragraphs 16B and 16D)

A condition for classifying as equity a financial instrument that otherwise meets the
criteria in paragraph 16A or paragraph 16C is that the entity has no other financial
instrument or contract that has (a) total cash flows based substantially on the profit or
loss, the change in the recognised net assets or the change in the fair value of the
recognised and unrecognised net assets of the entity and (b) the effect of substantially
restricting or fixing the residual return. The following instruments, when entered into on
normal commercial terms with unrelated parties, are unlikely to prevent instruments
that otherwise meet the criteria in paragraph 16A or paragraph 16C from being
classified as equity:

€) instruments with total cash flows substantially based on specific assets of the
entity.
(b) instruments with total cash flows based on a percentage of revenue.
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(c) contracts designed to reward individual employees for services rendered to
the entity.
(d) contracts requiring the payment of an insignificant percentage of profit for

services rendered or goods provided.

Derivative financial instruments

Financial instruments include primary instruments (such as receivables, payables and
equity instruments) and derivative financial instruments (such as financial options,
futures and forwards, interest rate swaps and currency swaps). Derivative financial
instruments meet the definition of a financial instrument and, accordingly, are within
the scope of this Standard.

Derivative financial instruments create rights and obligations that have the effect of
transferring between the parties to the instrument one or more of the financial risks
inherent in an underlying primary financial instrument. On inception, derivative
financial instruments give one party a contractual right to exchange financial assets or
financial liabilities with another party under conditions that are potentially favourable,
or a contractual obligation to exchange financial assets or financial liabilities with
another party under conditions that are potentially unfavourable. However, they
generally do not result in a transfer of the underlying primary financial instrument on
inception of the contract, nor does such a transfer necessarily take place on maturity
of the contract. Some instruments embody both a right and an obligation to make an
exchange. Because the terms of the exchange are determined on inception of the
derivative instrument, as prices in financial markets change those terms may become
either favourable or unfavourable.

A put or call option to exchange financial assets or financial liabilities (i.e. financial
instruments other than an entity’s own equity instruments) gives the holder a right to
obtain potential future economic benefits associated with changes in the fair value of
the financial instrument underlying the contract. Conversely, the writer of an option
assumes an obligation to forgo potential future economic benefits or bear potential
losses of economic benefits associated with changes in the fair value of the underlying
financial instrument. The contractual right of the holder and obligation of the writer
meet the definition of a financial asset and a financial liability, respectively. The
financial instrument underlying an option contract may be any financial asset,
including shares in other entities and interest-bearing instruments. An option may
require the writer to issue a debt instrument, rather than transfer a financial asset, but
the instrument underlying the option would constitute a financial asset of the holder if
the option were exercised. The option-holder’s right to exchange the financial asset
under potentially favourable conditions and the writer's obligation to exchange the
financial asset under potentially unfavourable conditions are distinct from the
underlying financial asset to be exchanged upon exercise of the option. The nature of
the holder’s right and of the writer’s obligation are not affected by the likelihood that
the option will be exercised.

This is true of most, but not all derivatives, e.g. in some cross-currency interest rate swaps principal is exchanged
on inception (and re-exchanged on maturity).
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Another example of a derivative financial instrument is a forward contract to be settled
in six months’ time in which one party (the purchaser) promises to deliver
CU1,000,000 cash in exchange for CU1,000,000 face amount of fixed rate
government bonds, and the other party (the seller) promises to deliver CU1,000,000
face amount of fixed rate government bonds in exchange for CU1,000,000 cash.
During the six months, both parties have a contractual right and a contractual
obligation to exchange financial instruments. If the market price of the government
bonds rises above CU1,000,000, the conditions will be favourable to the purchaser
and unfavourable to the seller; if the market price falls below CU1,000,000, the effect
will be the opposite. The purchaser has a contractual right (a financial asset) similar to
the right under a call option held and a contractual obligation (a financial liability)
similar to the obligation under a put option written; the seller has a contractual right (a
financial asset) similar to the right under a put option held and a contractual obligation
(a financial liability) similar to the obligation under a call option written. As with options,
these contractual rights and obligations constitute financial assets and financial
liabilities separate and distinct from the underlying financial instruments (the bonds
and cash to be exchanged). Both parties to a forward contract have an obligation to
perform at the agreed time, whereas performance under an option contract occurs
only if and when the holder of the option chooses to exercise it.

Many other types of derivative instruments embody a right or obligation to make a
future exchange, including interest rate and currency swaps, interest rate caps, collars
and floors, loan commitments, note issuance facilities and letters of credit. An interest
rate swap contract may be viewed as a variation of a forward contract in which the
parties agree to make a series of future exchanges of cash amounts, one amount
calculated with reference to a floating interest rate and the other with reference to a
fixed interest rate. Futures contracts are another variation of forward contracts,
differing primarily in that the contracts are standardised and traded on an exchange.

Contracts to buy or sell non-financial items (paragraphs
8-10)

Contracts to buy or sell non-financial items do not meet the definition of a financial
instrument because the contractual right of one party to receive a non-financial asset
or service and the corresponding obligation of the other party do not establish a
present right or obligation of either party to receive, deliver or exchange a financial
asset. For example, contracts that provide for settlement only by the receipt or delivery
of a non-financial item (e.g. an option, futures or forward contract on silver) are not
financial instruments. Many commodity contracts are of this type. Some are
standardised in form and traded on organised markets in much the same fashion as
some derivative financial instruments. For example, a commodity futures contract may
be bought and sold readily for cash because it is listed 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 a commaodity
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 a way that creates a financial
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 as if they were
financial instruments (see paragraph 8).
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A contract that involves the receipt or delivery of physical assets does not give rise to
a financial asset of one party and a financial 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 a commodity. They specify settlement through cash
payments that are determined according to a formula in 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 is indexed by reference to a commodity price,
but is settled only in cash. Such a contract constitutes a financial instrument.

The definition of a financial instrument also encompasses a contract that gives rise to
a non-financial asset or non-financial liability in addition to a financial asset or financial
liability. Such financial instruments often give one party an option to exchange a
financial 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 a fixed
amount of cash on maturity, with the option to exchange the principal amount for a
fixed 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 oil (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 financial liability of the issuer make the bond a
financial instrument, regardless of the other types of assets and liabilities also created.

[Deleted]

Presentation

AG25

Liabilities and equity (paragraphs 15-27)

No contractual obligation to deliver cash or another financial asset
(paragraphs 17-20)

Preference shares may be issued with various rights. In determining whether a
preference share is a financial liability or an equity instrument, an issuer assesses the
particular rights attaching to the share to determine whether it exhibits the
fundamental characteristic of a financial liability. For example, a preference share that
provides for redemption on a specific date or at the option of the holder contains a
financial liability because the issuer has an obligation to transfer financial assets to the
holder of the share. The potential inability of an issuer to satisfy an obligation to
redeem a preference share when contractually required to do so, whether because of
a lack of funds, a statutory restriction or insufficient profits or reserves, does not
negate the obligation. An option of the issuer to redeem the shares for cash does not
satisfy the definition of a financial liability because the issuer does not have a present
obligation to transfer financial assets to the shareholders. In this case, redemption of
the shares is solely at the discretion of the issuer. An obligation may arise, however,
when the issuer of the shares exercises its option, usually by formally notifying the
shareholders of an intention to redeem the shares.
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AG26 When preference shares are non-redeemable, the appropriate classification is
determined by the other rights that attach to them. Classification is based on an
assessment of the substance of the contractual arrangements and the definitions of a
financial liability and an equity instrument. When distributions to holders of the
preference shares, whether cumulative or non-cumulative, are at the discretion of the
issuer, the shares are equity instruments. The classification of a preference share as
an equity instrument or a financial liability is not affected by, for example:

(@)
(b)
(©)

(d)
(e)
(f)

a history of making distributions;

an intention to make distributions in the future;

a possible negative impact on the price of ordinary shares of the issuer if
distributions are not made (because of restrictions on paying dividends on the
ordinary shares if dividends are not paid on the preference shares);

the amount of the issuer’s reserves;

an issuer’s expectation of a profit or loss for a period; or

an ability or inability of the issuer to influence the amount of its profit or loss for
the period.

Settlement in the entity’s own equity instruments (paragraphs 21-24)

AG27 The following examples illustrate how to classify different types of contracts on an
entity’s own equity instruments:

(@)

(b)

(©)

© Copyright

A contract that will be settled by the entity receiving or delivering a fixed
number of its own shares for no future consideration, or exchanging a fixed
number of its own shares for a fixed amount of cash or another financial asset,
is an equity instrument (except as stated in paragraph 22A). Accordingly, any
consideration received or paid for such a contract is added directly to or
deducted directly from equity. One example is an issued share option that
gives the counterparty a right to buy a fixed number of the entity’s shares for a
fixed amount of cash. However, if the contract requires the entity to purchase
(redeem) its own shares for cash or another financial asset at a fixed or
determinable date or on demand, the entity also recognises a financial liability
for the present value of the redemption amount (with the exception of
instruments that have all the features and meet the conditions in paragraphs
16A and 16B or paragraphs 16C and 16D). One example is an entity’s
obligation under a forward contract to repurchase a fixed number of its own
shares for a fixed amount of cash.

An entity’s obligation to purchase its own shares for cash gives rise to a
financial liability for the present value of the redemption amount even if the
number of shares that the entity is obliged to repurchase is not fixed or if the
obligation is conditional on the counterparty exercising a right to redeem
(except as stated in paragraphs 16A and 16B or paragraphs 16C and 16D).
One example of a conditional obligation is an issued option that requires the
entity to repurchase its own shares for cash if the counterparty exercises the
option.

A contract that will be settled in cash or another financial asset is a financial
asset or financial liability even if the amount of cash or another financial asset
that will be received or delivered is based on changes in the market price of
the entity’s own equity (except as stated in paragraphs 16A and 16B or
paragraphs 16C and 16D). One example is a net cash-settled share option.
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(d) A contract that will be settled in a variable number of the entity’s own shares
whose value equals a fixed amount or an amount based on changes in an
underlying variable (e.g. a commaodity price) is a financial asset or a financial
liability. An example is a written option to buy gold that, if exercised, is settled
net in the entity’s own instruments by the entity delivering as many of those
instruments as are equal to the value of the option contract. Such a contract is
a financial asset or financial liability even if the underlying variable is the
entity’s own share price rather than gold. Similarly, a contract that will be
settled in a fixed number of the entity’s own shares, but the rights attaching to
those shares will be varied so that the settlement value equals a fixed amount
or an amount based on changes in an underlying variable, is a financial asset
or a financial liability.

Contingent settlement provisions (paragraph 25)

Paragraph 25 requires that if a part of a contingent settlement provision that could
require settlement in cash or another financial asset (or in another way that would
result in the instrument being a financial liability) is not genuine, the settlement
provision does not affect the classification of a financial instrument. Thus, a contract
that requires settlement in cash or a variable number of the entity’s own shares only
on the occurrence of an event that is extremely rare, highly abnormal and very unlikely
to occur is an equity instrument. Similarly, settlement in a fixed number of an entity’s
own shares may be contractually precluded in circumstances that are outside the
control of the entity, but if these circumstances have no genuine possibility of
occurring, classification as an equity instrument is appropriate.

Treatment in Consolidated Financial Statements

In consolidated financial statements, an entity presents non-controlling interests—i.e.
the interests of other parties in the equity and income of its subsidiaries—in
accordance with HKAS 1 and HKAS-27HKFRS 10. When classifying a financial
instrument (or a component of it) in consolidated financial statements, an entity
considers all terms and conditions agreed between members of the group and the
holders of the instrument in determining whether the group as a whole has an
obligation to deliver cash or another financial asset in respect of the instrument or to
settle it in a manner that results in liability classification. When a subsidiary in a group
issues a financial instrument and a parent or other group entity agrees additional
terms directly with the holders of the instrument (e.g. a guarantee), the group may not
have discretion over distributions or redemption. Although the subsidiary may
appropriately classify the instrument without regard to these additional terms in its
individual financial statements, the effect of other agreements between members of
the group and the holders of the instrument is considered in order to ensure that
consolidated financial statements reflect the contracts and transactions entered into
by the group as a whole. To the extent that there is such an obligation or settlement
provision, the instrument (or the component of it that is subject to the obligation) is
classified as a financial liability in consolidated financial statements.

Some types of instruments that impose a contractual obligation on the entity are
classified as equity instruments in accordance with paragraphs 16A and 16B or
paragraphs 16C and 16D. Classification in accordance with those paragraphs is an
exception to the principles otherwise applied in this Standard to the classification of an
instrument. This exception is not extended to the classification of non-controlling
interests in the consolidated financial statements. Therefore, instruments classified as
equity instruments in accordance with either paragraphs 16A and 16B or paragraphs
16C and 16D in the separate or individual financial statements that are non-controlling
interests are classified as liabilities in the consolidated financial statements of the

group.
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Compound financial instruments (paragraphs 28-32)

AG30 Paragraph 28 applies only to issuers of non-derivative compound financial instruments.

AG31

AG32

AG33

AG34

AG35

Paragraph 28 does not deal with compound financial instruments from the perspective
of holders. HKAS 39 deals with the separation of embedded derivatives from the
perspective of holders of compound financial instruments that contain debt and equity
features.

A common form of compound financial instrument is a debt instrument with an
embedded conversion option, such as a bond convertible into ordinary shares of the
issuer, and without any other embedded derivative features. Paragraph 28 requires
the issuer of such a financial instrument to present the liability component and the
equity component separately in the statement of financial position, as follows:

€) The issuer’s obligation to make scheduled payments of interest and principal
is a financial liability that exists as long as the instrument is not converted. On
initial recognition, the fair value of the liability component is the present value
of the contractually determined stream of future cash flows discounted at the
rate of interest applied at that time by the market to instruments of comparable
credit status and providing substantially the same cash flows, on the same
terms, but without the conversion option.

(b) The equity instrument is an embedded option to convert the liability into equity

of the issuer. Thetfairvalue-ol-the-option—comprises—is—time—valve—and-its

intrinsic-value—f-any—This option has value on initial recognition even when it
is out of the money.

On conversion of a convertible instrument at maturity, the entity derecognises the
liability component and recognises it as equity. The original equity component remains
as equity (although it may be transferred from one line item within equity to another).
There is no gain or loss on conversion at maturity.

When an entity extinguishes a convertible instrument before maturity through an early
redemption or repurchase in which the original conversion privileges are unchanged,
the entity allocates the consideration paid and any transaction costs for the
repurchase or redemption to the liability and equity components of the instrument at
the date of the transaction. The method used in allocating the consideration paid and
transaction costs to the separate components is consistent with that used in the
original allocation to the separate components of the proceeds received by the entity
when the convertible instrument was issued, in accordance with paragraphs 28-32.

Once the allocation of the consideration is made, any resulting gain or loss is treated
in accordance with accounting principles applicable to the related component, as
follows:

€) the amount of gain or loss relating to the liability component is recognised in
profit or loss; and

(b) the amount of consideration relating to the equity component is recognised in
equity.

An entity may amend the terms of a convertible instrument to induce early conversion,
for example by offering a more favourable conversion ratio or paying other additional
consideration in the event of conversion before a specified date. The difference, at the
date the terms are amended, between the fair value of the consideration the holder
receives on conversion of the instrument under the revised terms and the fair value of
the consideration the holder would have received under the original terms is
recognised as a loss in profit or loss.
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Treasury shares (paragraphs 33 and 34)

An entity’s own equity instruments are not recognised as a financial asset regardless
of the reason for which they are reacquired. Paragraph 33 requires an entity that
reacquires its own equity instruments to deduct those equity instruments from equity.
However, when an entity holds its own equity on behalf of others, e.g. a financial
institution holding its own equity on behalf of a client, there is an agency relationship
and as a result those holdings are not included in the entity’s statement of financial
position.

Interest, dividends, losses and gains (paragraphs 35-41)

The following example illustrates the application of paragraph 35 to a compound
financial instrument. Assume that a non-cumulative preference share is mandatorily
redeemable for cash in five years, but that dividends are payable at the discretion of
the entity before the redemption date. Such an instrument is a compound financial
instrument, with the liability component being the present value of the redemption
amount. The unwinding of the discount on this component is recognised in profit or
loss and classified as interest expense. Any dividends paid relate to the equity
component and, accordingly, are recognised as a distribution of profit or loss. A similar
treatment would apply if the redemption was not mandatory but at the option of the
holder, or if the share was mandatorily convertible into a variable number of ordinary
shares calculated to equal a fixed amount or an amount based on changes in an
underlying variable (e.g. commodity). However, if any unpaid dividends are added to
the redemption amount, the entire instrument is a liability. In such a case, any
dividends are classified as interest expense.

Offsetting a financial asset and a financial liability
(paragraphs 42-50)

To offset a financial asset and a financial 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 as in 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 special 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, a floating 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
contractual right or obligation with its own terms and conditions and each may be
transferred or settled separately. Each financial 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 a
liability, they are not offset and presented in an entity’s statement of financial position
on a net basis unless they meet the criteria for offsetting in paragraph 42.

Disclosure

AG40

Financial assets and financial liabilities at fair value
through profit or loss (paragraph 94(f))

[Deleted]
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HKAS 32 is based on IAS 32 Financial Instruments: Presentation. In approving HKAS 32, the Council
of the Hong Kong Institute of Certified Public Accountants considered and agreed with the IASB’s
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Basis for Conclusions on
IAS 32 Financial Instruments: Presentation

This Basis for Conclusions accompanies, but is not part of, IAS 32.

References to the Framework are to IASC's Framework for the Preparation and Presentation
of Financial Statements, adopted by the IASB in 2001. In September 2010 the IASB replaced
the Framework with the Conceptual Framework for Financial Reporting.

BC1

BC2

BC3

BC3A

This Basis for Conclusions summarises the International Accounting Standard Board’s
considerations in reaching its conclusions on revising IAS 32 Financial Instruments:
Disclosure and Presentation 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 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 IAS 39 implementation guidance. In June 2002 the Board
published its proposals in an Exposure Draft of proposed amendments to 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.

Because the 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 requirements in IAS 32 that the Board has not reconsidered.

In July 2006 the Board published an exposure draft of proposed amendments to IAS
32 relating to the classification of puttable instruments and instruments with
obligations arising on liquidation. The Board subsequently confirmed the proposals
and in 2008 issued an amendment that now forms part of IAS 32. A summary of the
Board’s considerations and reasons for its conclusions is in paragraphs BC50-BC74.

Definitions (paragraphs 11-14 and AG3-AG24)

BC4

Financial asset, financial liability and equity instrument
(paragraphs 11 and AG3 — AG14)

The revised 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 obligation to deliver cash or another financial asset or to exchange financial
assets or financial 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 a fixed
number of shares or (c) in the case of a derivative, are not for the exchange of a fixed
number of shares for a fixed amount of cash or another financial asset. The Board also
decided to preclude equity classification for contracts that are derivatives on
derivatives on an entity’s own equity. Consistently with this decision, the Board also
decided to amend the definitions of financial asset, financial liability and equity
instrument in IAS 32 to make them consistent 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 Similar Items published by the Board’s predecessor body, IASC, in
2000.

In August 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 Conclusions on IFRS 7.
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Foreign currency denominated pro rata rights issues

In 2005 the International Financial Reporting Interpretations Committee (IFRIC) was
asked whether the equity conversion option embedded in a convertible bond
denominated in a foreign currency met IAS 32’s requirements to be classified as an
equity instrument. IAS 32 states that a derivative instrument relating to the purchase or
issue of an entity’s own equity instruments is classified as equity only if it results in the
exchange of a fixed number of equity instruments for a fixed amount of cash or other
assets. At that time, the IFRIC concluded that if the conversion option was
denominated in a currency other than the issuing entity’s functional currency, the
amount of cash to be received in the functional currency would be variable.
Consequently, the instrument was a derivative liability that should be measured at its
fair value with changes in fair value included in profit or loss.

However, the IFRIC also concluded that this outcome was not consistent with the
Board’s approach when it introduced the ‘fixed for fixed' notion in IAS 32. Therefore,
the IFRIC decided to recommend that the Board amend IAS 32 to permit a conversion
or stand-alone option to be classified as equity if the exercise price was fixed in any
currency. In September 2005 the Board decided not to proceed with the proposed
amendment.

In 2009 the Board was asked by the IFRIC to consider a similar issue. This issue was
whether a right entitling the holder to receive a fixed number of the issuing entity’s own
equity instruments for a fixed amount of a currency other than the issuing entity’s
functional currency (foreign currency) should be accounted for as a derivative liability.

These rights are commonly described as ‘rights issues’ and include rights, options and
warrants. Laws or regulations in many jurisdictions throughout the world require the
use of rights issues when raising capital. The entity issues one or more rights to
acquire a fixed number of additional shares pro rata to all existing shareholders of a
class of non-derivative equity instruments. The exercise price is normally below the
current market price of the shares. Consequently, a shareholder must exercise its
rights if it does not wish its proportionate interest in the entity to be diluted. Issues with
those characteristics are discussed in IFRS 2 Share-based Payment and IAS 33
Earnings per Share.

The Board was advised that rights with the characteristics discussed above were
being issued frequently in the current economic environment. The Board was also
advised that many issuing entities fixed the exercise price of the rights in currencies
other than their functional currency because the entities were listed in more than one
jurisdiction and might be required to do so by law or regulation. Therefore, the
accounting conclusions affected a significant number of entities in many jurisdictions.
In addition, because these are usually relatively large transactions, they can have a
substantial effect on entities’ financial statement amounts.

The Board agreed with the IFRIC’s 2005 conclusion that a contract with an exercise
price denominated in a foreign currency would not result in the entity receiving a fixed
amount of cash. However, the Board also agreed with the IFRIC that classifying rights
as derivative liabilities was not consistent with the substance of the transaction. Rights
issues are issued only to existing shareholders on the basis of the number of shares
they already own. In this respect they partially resemble dividends paid in shares.

The Board decided that a financial instrument that gives the holder the right to acquire
a fixed number of the entity’s own equity instruments for a fixed amount of any
currency is an equity instrument if, and only if, the entity offers the financial instrument
pro rata to all of its existing owners of the same class of its own non-derivative equity
instruments.

© Copyright 5



BC4H

BC4l

BC4J

BC4K

HKAS 32 (July 2012)

In excluding grants of rights with these features from the scope of IFRS 2, the Board
explicitly recognised that the holder of the right receives it as a holder of equity
instruments, ie as an owner. The Board noted that IAS 1 Presentation of Financial
Statements requires transactions with owners in their capacity as owners to be
recognised in the statement of changes in equity rather than in the statement of
comprehensive income.

Consistently with its conclusion in IFRS 2, the Board decided that a pro rata issue of
rights to all existing shareholders to acquire additional shares is a transaction with an
entity’s owners in their capacity as owners. Consequently, those transactions should
be recognised in equity, not comprehensive income. Because the Board concluded
that the rights were equity instruments, it decided to amend the definition of a financial
liability to exclude them.

Some respondents to the exposure draft expressed concerns that the wording of the
amendment was too open-ended and could lead to structuring risks. The Board
rejected this argument because of the extremely narrow amendment that requires the
entity to treat all of its existing owners of the same class of its own non-derivative
equity instruments equally. The Board also noted that a change in the capital structure
of an entity to create a new class of non-derivative equity instruments would be
transparent because of the presentation and disclosure requirements in IFRSs.

The Board decided not to extend this conclusion to other instruments that grant the
holder the right to purchase the entity’s own equity instruments such as the conversion
feature in convertible bonds. The Board also noted that long-dated foreign currency
rights issues are not primarily transactions with owners in their capacity as owners.
The equal treatment of all owners of the same class of equity instruments was also the
basis on which, in IFRIC 17 Distributions of Non-cash Assets to Owners, the IFRIC
distinguished non-reciprocal distributions to owners from exchange transactions. The
fact that the rights are distributed pro rata to existing shareholders is critical to the
Board’s conclusion to provide an exception to the ‘fixed for fixed’ concept in IAS 32 as
this is a narrow targeted transaction with owners in their capacity as owners.

Presentation (paragraphs 15-50 and AG25-AG39)

BC5

BC6

Liabilities and equity (paragraphs 15-27 and AG25-AG29)

The revised 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 original IAS 32 dealt with aspects of this
issue 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:

(a) it contains no contractual obligation to transfer cash or another financial asset,
or to exchange financial 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, it
is either (i) a non-derivative that includes no contractual obligation for the
entity to deliver a variable number of its own equity instruments, or (i) 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.

© Copyright 6
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No contractual obligation to deliver cash or another
financial asset (paragraphs 17-20 and AG25-AG26)

Puttable Instruments (paragraph 18(b))

BC7 The Board decided that a financial instrument that gives the holder the right to put the
instrument back to the entity for cash or another financial asset is a financial 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 a right 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 a financial liability. The classification as a
financial liability is independent 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.

BC7A The Board reconsidered its conclusions with regards to some puttable instruments
and amended IAS 32 in February 2008 (see paragraphs BC50-BC74).

BC8 The Board noted that the classification of a puttable instrument as a financial liability
does not preclude the use of descriptors such as ‘net assets attributable to unitholders’
and ‘change in net assets attributable to unitholders’ on the face of the financial
statements of an entity that has no equity (such as some mutual funds and unit trusts)
or whose share capital is a financial liability under IAS 32 (such as some
co-operatives). The Board also agreed that it should provide examples of how such
entities might present their income statement” and balance sheet® (see lllustrative
Examples 7 and 8).

Implicit obligations (paragraph 20)

BC9 The Board did not debate whether an obligation can be established implicitly rather
than explicitly because this is not within the scope of an improvements project. This
guestion will be considered by the Board in its project on revenue, liabilities and equity.
Consequently, the Board retained the existing notion that an instrument may establish
an obligation indirectly through its terms and conditions (see paragraph 20). However,
it decided that the example of a preference share with a contractually accelerating
dividend which, within the foreseeable future, is scheduled to yield a dividend so high
that the entity will be economically compelled to redeem the instrument, was
insufficiently clear. The example was therefore removed and replaced with others that
are clearer and deal with situations that have proved problematic in practice.

Settlement in the entity’s own equity instruments (paragraphs 21-24 and AG27)
BC10 The approach taken in the revised IAS 32 includes two main conclusions:
€) When an entity has an obligation to purchase its own shares for cash (such as

under a forward contract to purchase its own shares), there is a financial
liability for the amount of cash that the entity has an obligation to pay.

IAS 1 Presentation of Financial Statements (as revised in 2007) requires an entity to present all 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’.
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(b) When an entity uses its own equity instruments ‘as currency’ in a contract to
receive or deliver a variable number of shares whose value equals a fixed
amount or an amount based on changes in an underlying variable (e.g. a
commodity price), the contract is not an equity instrument, but is a financial
asset or a financial liability. In other words, when a contract is settled in a
variable number of the entity's own equity instruments, or by the entity
exchanging a fixed number of its own equity instruments for a variable amount
of cash or another financial asset, the contract is not an equity instrument but
is a financial asset or a financial liability.

When an entity has an obligation to purchase its own shares for cash, there is a
financial liability for the amount of cash that the entity has an obligation to pay.

BC11 An entity’s obligation to purchase its own shares establishes a maturity date for the
shares that are subject to the contract. Therefore, to the extent of the obligation, those
shares cease to be equity instruments when the entity assumes the obligation. This
treatment under IAS 32 is consistent with the treatment of shares that provide for
mandatory redemption by the entity. Without a requirement to recognise a financial
liability for the present value of the share redemption amount, entities with identical
obligations to deliver cash in exchange for their own equity instruments could report
different information in their financial statements depending on whether the
redemption clause is embedded in the equity instrument or is a free-standing
derivative contract.

BC12 Some respondents to the Exposure Draft suggested that when an entity writes an
option that, if exercised, will result in the entity paying cash in return for receiving its
own shares, it is incorrect to treat the full amount of the exercise price as a financial
liability because the obligation is conditional upon the option being exercised. The
Board rejected this argument because the entity has an obligation to pay the full
redemption amount and cannot avoid settlement in cash or another financial asset for
the full redemption amount unless the counterparty decides not to exercise its
redemption right or specified future events or circumstances beyond the control of the
entity occur or do not occur. The Board also noted that a change would require a
reconsideration of other provisions in IAS 32 that require liability treatment for
obligations that are conditional on events or choices that are beyond the entity’s
control. These include, for example, (a) the treatment of financial instruments with
contingent settlement provisions as financial liabilities for the full amount of the
conditional obligation, (b) the treatment of preference shares that are redeemable at
the option of the holder as financial liabilities for the full amount of the conditional
obligation, and (c) the treatment of financial instruments (puttable instruments) that
give the holder the right to put the instrument back to the issuer for cash or another
financial asset, the amount of which is determined by reference to an index, and which
therefore has the potential to increase and decrease, as financial liabilities for the full
amount of the conditional obligation.

When an entity uses its own equity instruments as currency in a contract to receive or
deliver a variable number of shares, the contract is not an equity instrument, but is a
financial asset or a financial liability.

BC13 The Board agreed that it would be inappropriate to account for a contract as an equity
instrument when an entity’s own equity instruments are used as currency in a contract
to receive or deliver a variable number of shares whose value equals a fixed amount
or an amount based on changes in an underlying variable (e.g. a net share-settled
derivative contract on gold or an obligation to deliver as many shares as are equal in
value to CU10,000). Such a contract represents a right or obligation of a specified
amount rather than a specified equity interest. A contract to pay or receive a specified
amount (rather than a specified equity interest) is not an equity instrument. For such a
contract, the entity does not know, before the transaction is settled, how many of its
own shares (or how much cash) it will receive or deliver and the entity may not even
know whether it will receive or deliver its own shares.
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In addition, the Board noted that precluding equity treatment for such a contract limits
incentives for structuring potentially favourable or unfavourable transactions to obtain
equity treatment. For example, the Board believes that an entity should not be able to
obtain equity treatment for a transaction simply by including a share settlement clause
when the contract is for a specified value, rather than a specified equity interest.

The Board rejected the argument that a contract that is settled in the entity’s own
shares must be an equity instrument because no change in assets or liabilities, and
thus no gain or loss, arises on settlement of the contract. The Board noted that any
gain or loss arises before settlement of the transaction, not when it is settled.

Contingent settlement provisions (paragraphs 25 and AG28)

The revised Standard incorporates the conclusion previously in SIC-5 Classification of
Financial Instruments—Contingent Settlement Provisions that a financial instrument
for which the manner of settlement depends on the occurrence or non-occurrence of
uncertain future events, or on the outcome of uncertain circumstances that are beyond
the control of both the issuer and the holder (i.e. a ‘contingent settlement provision’), is
a financial liability.

The amendments do not include the exception previously provided in paragraph 6 of
SIC-5 for circumstances in which the possibility of the entity being required to settle in
cash or another financial asset is remote at the time the financial instrument is issued.
The Board concluded that it is not consistent with the definitions of financial liabilities
and equity instruments to classify an obligation to deliver cash or another financial
asset as a financial liability only when settlement in cash is probable. There is a
contractual obligation to transfer economic benefits as a result of past events because
the entity is unable to avoid a settlement in cash or another financial asset unless an
event occurs or does not occur in the future.

However, the Board also concluded that contingent settlement provisions that would
apply only in the event of liquidation of an entity should not influence the classification
of the instrument because to do so would be inconsistent with a going concern
assumption. A contingent settlement provision that provides for payment in cash or
another financial asset only on the liquidation of the entity is similar to an equity
instrument that has priority in liquidation and therefore should be ignored in classifying
the instrument.

Additionally, the Board decided that if the part of a contingent settlement provision that
could require settlement in cash or a variable number of own shares is not genuine, it
should be ignored for the purposes of classifying the instrument. The Board also
agreed to provide guidance on the meaning of ‘genuine’ in this context (see paragraph
AG28).

Settlement options (paragraphs 26 and 27)

The revised Standard requires that if one of the parties to a contract has one or more
options as to how it is settled (e.g. net in cash or by exchanging shares for cash), the
contract is a financial asset or a financial liability unless all of the settlement
alternatives would result in equity classification. The Board concluded that entities
should not be able to circumvent the accounting requirements for financial assets and
financial liabilities simply by including an option to settle a contract through the
exchange of a fixed number of shares for a fixed amount. The Board had proposed in
the Exposure Draft that past practice and management intentions should be
considered in determining the classification of such instruments. However,
respondents to the Exposure Draft noted that such requirements can be difficult to
apply because some entities do not have any history of similar transactions and the
assessment of whether an established practice exists and of what is management’s
intention can be subjective. The Board agreed with these comments and accordingly
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concluded that past practice and management intentions should not be determining
factors.

Alternative approaches considered

BC21 In finalising the revisions to IAS 32 the Board considered, but rejected, a number of
alternative approaches:

(a) To classify as an equity instrument any contract that will be settled in the
entity’s own shares. The Board rejected this approach because it does not
deal adequately with transactions in which an entity is using its own shares as
currency, e.g. when an entity has an obligation to pay a fixed or determinable
amount that is settled in a variable number of its own shares.

(b) To classify a contract as an equity instrument only if (i) the contract will be
settled in the entity’s own shares, and (ii) the changes in the fair value of the
contract move in the same direction as the changes in the fair value of the
shares from the perspective of the counterparty. Under this approach,
contracts that will be settled in the entity's own shares would be financial
assets or financial liabilities if, from the perspective of the counterparty, their
value moves inversely with the price of the entity’s own shares. An example is
an entity’s obligation to buy back its own shares. The Board rejected this
approach because its adoption would represent a fundamental shift in the
concept of equity. The Board also noted that it would result in a change to the
classification of some transactions, compared with the existing Framework?
and IAS 32, that had not been exposed for comment.

(© To classify as an equity instrument a contract that will be settled in the entity’s
own shares unless its value changes in response to something other than the
price of the entity’s own shares. The Board rejected this approach to avoid an
exception to the principle that non-derivative contracts that are settled in a
variable number of an entity’'s own shares should be treated as financial
assets or financial liabilities.

(d) To limit classification as equity instruments to outstanding ordinary shares,
and classify as financial assets or financial liabilities all contracts that involve
future receipt or delivery of the entity’s own shares. The Board rejected this
approach because its adoption would represent a fundamental shift in the
concept of equity. The Board also noted that it would result in a change to the
classification of some transactions compared with the existing IAS 32 that had
not been exposed for comment.

Compound financial instruments (paragraphs 28-32 and
AG30-AG35)

BC22 The Standard requires the separate presentation in an entity’s balance sheet of
liability and equity components of a single financial instrument. It is more a matter of
form than a matter of substance that both liabilities and equity interests are created by
a single financial instrument rather than two or more separate instruments. The Board
believes that an entity’s financial position is more faithfully represented by separate
presentation of liability and equity components contained in a single instrument.

References to the Framework are to IASC's Framework for the Preparation and Presentation of Financial
Statements, adopted by the IASB in 2001. In September 2010 the IASB replaced the Framework with the
Conceptual Framework for Financial Reporting.

IAS 1 (as revised in 2007) replaced the term “balance sheet” with “statement of financial position”.
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Allocation of the initial carrying amount to the liability and equity components
(paragraphs 31, 32 and AG36-AG38 and lllustrative Examples 9-12)

The previous version of IAS 32 did not prescribe a particular method for assigning the
initial carrying amount of a compound financial instrument to its separated liability and
equity components. Rather, it suggested approaches that might be considered, such
as:

(a) assigning to the less easily measurable component (often the equity
component) the residual amount after deducting from the instrument as a
whole the amount separately determined for the component that is more
easily determinable (a ‘with-and-without’ method); and

(b) measuring the liability and equity components separately and, to the extent
necessary, adjusting these amounts pro rata so that the sum of the
components equals the amount of the instrument as a whole (a ‘relative fair
value’ method).

This choice was originally justified on the grounds that IAS 32 did not deal with the
measurement of financial assets, financial liabilities and equity instruments.

However, since the issue of IAS 39, IFRSs contain requirements for the measurement
of financial assets and financial liabilities. Therefore, the view that IAS 32 should not
prescribe a particular method for separating compound financial instruments because
of the absence of measurement requirements for financial instruments is no longer
valid. IAS 39, paragraph 43, requires a financial liability to be measured on initial
recognition at its fair value. Therefore, a relative fair value method could result in an
initial measurement of the liability component that is not in compliance with IAS 39.

After initial recognition, a financial liability that is classified as at fair value through
profit or loss is measured at fair value under IAS 39, and other financial liabilities are
measured at amortised cost. If the liability component of a compound financial
instrument is classified as at fair value through profit or loss, an entity could recognise
an immediate gain or loss after initial recognition if it applies a relative fair value
method. This is contrary to IAS 32, paragraph 31, which states that no gain or loss
arises from recognising the components of the instrument separately.

Under the Framework, and IASs 32 and 39, an equity instrument is defined as any
contract that evidences a residual interest in the assets of an entity after deducting all
of its liabilities. Paragraph 67 of the Framework further states that the amount at
which equity is recognised in the balance sheet is dependent on the measurement of
assets and liabilities.

The Board concluded that the alternatives in IAS 32 to measure on initial recognition
the liability component of a compound financial instrument as a residual amount after
separating the equity component or on the basis of a relative fair value method should
be eliminated. Instead the liability component should be measured first (including the
value of any embedded non-equity derivative features, such as an embedded call
feature), and the residual amount assigned to the equity component.

The objective of this amendment is to make the requirements about the entity’s
separation of the liability and equity components of a single compound financial
instrument consistent with the requirements about the initial measurement of a
financial liability in IAS 39 and the definitions in IAS 32 and the Framework of an equity
instrument as a residual interest.

now paragraph 4.22 of the Conceptual Framework
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BC30 This approach removes the need to estimate inputs to, and apply, complex option
pricing models to measure the equity component of some compound financial
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.

BC31 The Board noted that a requirement to use the with-and-without method, under which
the liability component is determined first, is consistent with the proposals of the Joint
Working Group of Standard Setters in its Draft Standard and Basis for Conclusions in
Financial Instruments and Similar Items, published by IASC 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 a gain or loss to the
entity.

Interest, dividends, losses and gains (paragraphs 35-41
and AG37)

Costs of an equity transaction (paragraphs 35 and 37-39)

BC33 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.

Income tax consequences of distributions to holders of
an equity instrument and of transaction costs of an
equity transaction

BC33A In Annual Improvements 2009-2011 Cycle (issued in May 2012) the Board addressed
perceived inconsistencies between IAS 12 Income Taxes and IAS 32 Financial
Instruments: Presentation with regards to recognising the consequences of income
tax relating to distributions to holders of an equity instrument and to transaction costs
of an_equity transaction. Paragraph 52B of IAS 12 requires the recognition of the
income tax consequences of dividends in profit or loss except when the circumstances
described in paragraph 58(a) and (b) of IAS 12 arise. However, paragraph 35 of IAS
32 required the recognition of income tax relating to distributions to holders of an
equity instrument in equity (prior to the amendment).

BC33B The Board noted that the intention of IAS 32 was to follow the requirements in IAS 12
for accounting for income tax relating to distributions to holders of an equity instrument
and to transaction costs of an equity transaction. Consequently, the Board decided to
add paragraph 35A to IAS 32 to clarify this intention.

BC33C The Board noted that this amendment is not intended to address the distinction
between income tax consequences of dividends in accordance with paragraph 52B,
and withholding tax for dividends in accordance with paragraph 65A, of IAS 12. In this
respect, the Board observed that the income tax consequences of distributions to
holders of an equity instrument are recognised in profit or loss in _accordance with
paragraph 52B of IAS 12. Consequently, to the extent that the distribution relates to
income arising from a transaction that was originally recognised in profit or loss, the
income tax on the distribution should be recognised in profit or loss. However, if the
distribution relates to income or to a transaction that was originally recognised in other
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comprehensive income or equity, the entity should apply the exception in paragraph
58(a) of IAS 12, and recognise the income tax consequences of the distribution
outside of profit or loss. The Board also observed that, in accordance with paragraph
65A, when an entity pays dividends to its shareholders the portion of the dividends
paid or payable to taxation authorities as withholding tax is charged to equity as part of
the dividends.

BC34 [Deleted]
-BC48

Summary of changes from the exposure draft

BC49 The main changes from the Exposure Draft’'s proposals are as follows:

€) The Exposure Draft proposed to define a financial liability as a contractual
obligation to deliver cash or another financial asset to another entity or to
exchange financial instruments with another entity under conditions that are
potentially unfavourable. The definition in the Standard has been expanded to
include some contracts that will or may be settled in the entity’s own equity
instruments. The Standard’s definition of a financial asset has been similarly
expanded.

(b) The Exposure Draft proposed that a financial instrument that gives the holder
the right to put it back to the entity for cash or another financial asset is a
financial liability. The Standard retains this conclusion, but provides additional
guidance and illustrative examples to assist entities that, as a result of this
requirement, either have no equity as defined in IAS 32 or whose share capital
is not equity as defined in IAS 32.

(© The Standard retains and clarifies the proposal in the Exposure Draft that
terms and conditions of a financial instrument may indirectly create an
obligation.

(d) The Exposure Draft proposed to incorporate in IAS 32 the conclusion

previously in SIC-5. This is that a financial instrument for which the manner of
settlement depends on the occurrence or non-occurrence of uncertain future
events or on the outcome of uncertain circumstances that are beyond the
control of both the issuer and the holder is a financial liability. The Standard
clarifies this conclusion by requiring contingent settlement provisions that
apply only in the event of liquidation of an entity or are not genuine to be
ignored.

(e) The Exposure Draft proposed that a derivative contract that contains an option
as to how it is settled meets the definition of an equity instrument if the entity
had all of the following: (i) an unconditional right and ability to settle the
contract gross; (ii) an established practice of such settlement; and (iii) the
intention to settle the contract gross. These conditions have not been carried
forward into the Standard. Rather, a derivative with settlement options is
classified as a financial asset or a financial liability unless all the settlement
alternatives would result in equity classification.

) The Standard provides explicit guidance on accounting for the repurchase of a
convertible instrument.

(9) The Standard provides explicit guidance on accounting for the amendment of
the terms of a convertible instrument to induce early conversion.
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The Exposure Draft proposed that a financial instrument that is an equity
instrument of a subsidiary should be eliminated on consolidation when held by
the parent, or presented in the consolidated balance sheet within equity when
not held by the parent (as a minority interest” separate from the equity of the
parent). The Standard requires all terms and conditions agreed between
members of the group and the holders of the instrument to be considered
when determining if the group as a whole has an obligation that would give
rise to a financial liability. To the extent there is such an obligation, the
instrument (or component of the instrument that is subject to the obligation) is
a financial liability in consolidated financial statements.

[Deleted]
[Deleted]
In August 2005, the IASB issued IFRS 7 Financial Instruments: Disclosures.

As a result, disclosures relating to financial instruments, if still relevant, were
relocated to IFRS 7.

In January 2008 the IASB issued an amended IAS 27 Consolidated and Separate Financial Statements, which
amended ‘minority interest’ to ‘non-controlling interests’._The consolidation requirements in IAS 27 were
superseded by IFRS 10 Consolidated Financial Statements issued in May 2011. The term 'non-controlling

interests' and the requirements for non-controlling interests were not changed.
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Amendments for some puttable instruments and some
instruments that impose on the entity an obligation to deliver
to another party a pro rata share of the net assets of the entity
only on liquidation

BC50

BC51

Amendment for puttable instruments

As discussed in paragraphs BC7 and BC8, puttable instruments meet the definition of
a financial liability and the Board concluded that all such instruments should be
classified as liabilities. However, constituents raised the following concerns about
classifying such instruments as financial liabilities if they represent the residual claim
to the net assets of the entity:

€) On an ongoing basis, the liability is recognised at not less than the amount
payable on demand. This can result in the entire market capitalisation of the
entity being recognised as a liability depending on the basis for which the
redemption value of the financial instrument is calculated.

(b) Changes in the carrying value of the liability are recognised in profit or loss.
This results in counter-intuitive accounting (if the redemption value is linked to
the performance of the entity) because:

0] when an entity performs well, the present value of the settlement
amount of the liabilities increases, and a loss is recognised.

(i) when the entity performs poorly, the present value of the settlement
amount of the liability decreases, and a gain is recognised.

(c) It is possible, again depending on the basis for which the redemption value is
calculated, that the entity will report negative net assets because of
unrecognised intangible assets and goodwill, and because the measurement
of recognised assets and liabilities may not be at fair value.

(d) The issuing entity’s statement of financial position portrays the entity as wholly,
or mostly, debt funded.

(e) Distributions of profits to shareholders are recognised as expenses. Hence, it
may appear that profit or loss is a function of the distribution policy, not
performance.

Furthermore, constituents contended that additional disclosures and adapting the
format of the statement of comprehensive income and statement of financial position
did not resolve these concerns.

The Board agreed with constituents that many puttable instruments, despite meeting
the definition of a financial liability, represent a residual interest in the net assets of the
entity. The Board also agreed with constituents that additional disclosures and
adapting the format of the entity’s financial statements did not resolve the problem of
the lack of relevance and understandability of that current accounting treatment.
Therefore, the Board decided to amend IAS 32 to improve the financial reporting of
these instruments.
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The Board considered the following ways to improve the financial reporting of
instruments that represent a residual interest in the net assets of the entity:

(a) to continue to classify these instruments as financial liabilities, but amend their
measurement so that changes in their fair value would not be recognised;

(b) to amend IAS 32 to require separation of all puttable instruments into a put
option and a host instrument; or

(c) to amend IAS 32 to provide a limited scope exception so that financial
instruments puttable at fair value would be classified as equity, if specified
conditions were met.

Amend the measurement of some puttable financial instruments so that changes in
their fair value would not be recognised

The Board decided against this approach because:

€) it is inconsistent with the principle in IAS 32 and IAS 39 that only equity
instruments are not remeasured after their initial recognition;

(b) it retains the disadvantage that entities whose instruments are all puttable
would have no equity instruments; and

(© it introduces a new category of financial liabilities to IAS 39, and thus
increases complexity.

Separate all puttable instruments into a put option and a host instrument

The Board concluded that conducting further research into an approach that splits a
puttable share into an equity component and a written put option component (financial
liability) would duplicate efforts of the Board’s longer-term project on liabilities and
equity. Consequently, the Board decided not to proceed with a project at this stage to
determine whether a puttable share should be split into an equity component and a
written put option component.

Classify as equity instruments puttable instruments that represent a residual interest in
the entity

The Board decided to proceed with proposals to amend IAS 32 to require puttable
financial instruments that represent a residual interest in the net assets of the entity to
be classified as equity provided that specified conditions are met. The proposals
represented a limited scope exception to the definition of a financial liability and a
short-term solution, pending the outcome of the longer-term project on liabilities and
equity. In June 2006 the Board published an exposure draft proposing that financial
instruments puttable at fair value that meet specific criteria should be classified as
equity.

In response to comments received from respondents to that exposure draft, the Board
amended the criteria for identifying puttable instruments that represent a residual
interest in the entity, to those included in paragraphs 16A and 16B. The Board decided
on those conditions for the following reasons:

€) to ensure that the puttable instruments, as a class, represent the residual
interest in the net assets of the entity;

(b) to ensure that the proposed amendments are consistent with a limited scope
exception to the definition of a financial liability; and
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(c) to reduce structuring opportunities that might arise as a result of the
amendments.

The Board decided that the instrument must entitle the holder to a pro rata share of the
net assets on liquidation because the net assets on liquidation represent the ultimate
residual interest of the entity.

The Board decided that the instrument must be in the class of instruments that is
subordinate to all other classes of instruments on liquidation in order to represent the
residual interest in the entity.

The Board decided that all instruments in the class that is subordinate to all other
classes of instruments must have identical contractual terms and conditions. In order
to ensure that the class of instruments as a whole is the residual class, the Board
decided that no instrument holder in that class can have preferential terms or
conditions in its position as an owner of the entity.

The Board decided that the puttable instruments should contain no contractual
obligation to deliver a financial asset to another entity other than the put. That is
because the amendments represent a limited scope exception to the definition of a
financial liability and extending that exception to instruments that also contain other
contractual obligations is not appropriate. Moreover, the Board concluded that if the
puttable instrument contains another contractual obligation, that instrument may not
represent the residual interest because the holder of the puttable instrument may have
a claim to some of the net assets of the entity in preference to other instruments.

As well as requiring a direct link between the puttable instrument and the per