C pA Hong Kong Institute of
Certified Public Accountants
h_ WA
-y,

MEMBERS'’
HANDBOOK

Update No. 30

(Issued June 2006)

Document Reference and Title Instructions Explanations
VOLUME I
Contents of Volume Il Discard the existing pages Revised contents
and replace with the new pages
pages

HONG KONG INTERPRETATIONS (HK-Int)

HK-Int 1 The Appropriate Accounting Replace the existing Revised Interpretation

Policies for Infrastructure Facilities Interpretation with the revised (see note)
Interpretation

HK-Int 3 Revenue — Pre-completion Replace the existing Revised Interpretation

Contracts for the Sale of Development Interpretation with the revised (see note)

Properties Interpretation

HK-Int 4 L eases — Determination of the Replace the existing page 3 Revised Page
Length of Lease Term in respect of with the revised page 3 (see note)
Hong Kong Land Leases

Note:

The marked up changes in these Interpretations reflect the changes consequential on the
issue of HKASs which replaced the relevant SSAPs with effect for accounting periods
beginning on or after 1 January 2005 (with early application encouraged).



CpA Hong Kong Institute of
Certified Public Accountants
- EERHGAR
MEMBERS' HANDBOOK
CONTENTS OF VOLUME II

(Updated to June 2006)

Issue/Review
date

PREFACE AND FRAMEWORK
PREFACE Preface to Hong Kong Financial Reporting Standards ...........ccccoocvvveeeiinnenn. 10/04
FRAMEWORK Framework for the Preparation and Presentation of Financial Statements .. 9/04

HONG KONG ACCOUNTING STANDARDS (HKAS)
HKAS 1 Presentation of Financial Statements ..........ccccocveeiiieiiiieniee e 11/05
HKAS 1 Capital DISCIOSUIES .....cvvieiiiieiiee e sttt ettt sb e s re e eanneas 9/05
Amendment
HKAS 2 INVENEOIIES ..ottt nn e e nnne e 3/04
HKAS 7 Cash FIOW StatEMENES ......cceiiiiiieiiiiiee ettt 12/04
HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors............. 9/04
HKAS 10 Events after the Balance Sheet Date ...........cceevveeiiiie e 3/04
HKAS 11 CONSIUCHION CONIACES ... ...veeerreeireierree et 12/04
HKAS 12 [NCOME TAXES ..veveereeereeesireeeanee e st et e s e s e nne e e s nn e s e e s e sre e e s e e nnnees 11/04
HKAS 14 SeaMENt REPOIING «.veeeiirieeeeitiie ettt e 11/04
HKAS 16 Property, Plant and EQUIPMENT .........cooiuiiieiiiiiiieiiiieee e 11/05
HKAS 17 LEASES . vevveeeeeeeeeeeeeeeeeeeeeeee e et et et et et et et et et et et et et et et et et et et et et e ettt et et et et et eteeann 12/04
HKAS 18 REVENUE ...ttt et 11/04
HKAS 19 EMPIOYEE BENETIS ..oooiiiiiiieiee e 12/04
HKAS 19 Employee Benefits - Actuarial Gains and Losses, Group Plans and
Amendment DISCIOSUIES ...ttt et st s e e 4/05
HKAS 20 Accounting for Government Grants and Disclosure of Government

ASSISTANCE ....veiiiiieiiee ittt 12/04
HKAS 21 The Effects of Changes in Foreign Exchange Rates...........ccevceeiviieeiiieeenne 3/04
HKAS 21 The Effects of Changes in Foreign Exchange Rates — Net Investment in a
Amendment FOreign OPEration ........ccveiireierrieiree e 1/06
HKAS 23 BOITOWING COSES ...veiiieiiiiiii ettt sttt e e e 12/04
HKAS 24 Related Party DISCIOSUIES ........ccciiuiiiiiiiiiiie ettt 12/04
HKAS 26 Accounting and Reporting by Retirement Benefit Plans............ccccccoviveeeens 8/04
HKAS 27 Consolidated and Separate Financial Statements.........c.cocoeeeeeevieennneennen. 11/05
HKAS 28 INVESTMENES IN ASSOCIALES ......ceiiereiiieeesiiee et 3/04
HKAS 29 Financial Reporting in Hyperinflationary ECONOMIES ..........cccovveiviiieenninnenn, 3/04
HKAS 30 Disclosures in the Financial Statements of Banks and Similar Financial

Institutions (will be withdrawn when HKFRS 7 becomes effective).............. 12/04
HKAS 31 INterests in JOINE VENTUIES ......ccoiiiiiieiiiiee ettt 12/04
HKAS 32 Financial Instruments: Disclosure and Presentation............ccoccevevveesniveennnee. 11/04



http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/preface.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/framework.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas01.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas01amendment.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas02.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas07.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas08.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas10.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas11.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas12.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas14.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas16.pdf
http://www.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://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas19amendment.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas19amendment.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas20.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas20.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas21.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas21_amendment_ni.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas21_amendment_ni.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas23.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas24.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas26.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas27.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas28.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas29.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas30.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas30.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas31.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas32.pdf

HKAS 33
HKAS 34
HKAS 36
HKAS 37
HKAS 38
HKAS 39

HKAS 39
Amendment

HKAS 39
Amendment

HKAS 39
Amendment

HKAS 39 &
HKFRS 4
Amendments

HKAS 40
HKAS 41

HKFRS 1

HKFRSs 1 & 6
Amendments

HKFRS 2
HKFRS 3
HKFRS 4
HKFRS 5
HKFRS 6
HKFRS 7

EarNiNgS PEI SNAIE ...veiiieii ettt e e e e e e e e e eas

Interim Financial REPOIING .....cceveiiiii et ere e eeeaa e

IMPAITMENT Of ASSEES ..uuniiiiiiieete et e e s e e e e e e e aab s

Provisions, Contingent Liabilities and Contingent ASSEtS........cccovvvvvvennnnen.

INTANGIDIE ASSELS ..ottt e e e e e e e e e s

Financial Instruments: Recognition and Measurement.......ccccoevvvveeeevnnnens

Transition and Initial Recognition of Financial Assets and Financial

= o1 [

Cash Flow Hedge Accounting of Forecast Intragroup Transactions .........

The Fair Valug OPtioN ...t e e e e s eeabaa s

Financial Instruments: Recognition and Measurement and Insurance

Contracts — Financial Guarantee CONtracCtS........coeevevveiieeeeeererereeeeeennnss

INVESIMENT PrOPEIY oniieiiei et e et et r e e e e een

AGEICUITUIE ...t e e e e e e e eanneene s

HONG KONG FINANCIAL REPORTING STANDARDS (HKFRS)

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

First-time Adoption of Hong Kong Financial Reporting Standards and

Exploration for and Evaluation of Mineral RESOUICES.........c.ccevvenrerenen..

Share-based PaymMENt........cooiiuiiiiiie e e e e e e s e ees

BUSINESS COMDBINALIONS .....cuvviiiiiiiiieeie et e e e e e e e e e e aees

INSUraNCe CONLIACES .vvivvviiiiiiiieeeie e e e e e e et e e e e e e eeee e eeeeeeeeeeeeeeeeennnes

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

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

Financial InStruments: DISCIOSUIES ......uuiiiiiiiieiiiieieeeee it e e s eeeriie e e e e

Issue/Review
date

3/04
10/04
8/04
11/04
8/04
1/06

2/05
7/05

7/05

9/05

11/05
12/04

5/06

7/05
4/04
11/05
3/06
8/04
2/05
9/05


http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas33.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas34.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas36.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas37.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas38.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39amendment.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39amendment.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39amendment_cf.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas39amendment_fv.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39hkfrs4amendment.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkas39hkfrs4amendment.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas40.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkas41.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkfrs1.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkfrs1&6amendment.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkfrs1&6amendment.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hkfrs2.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs3.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs4.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs5.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs6.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs7.pdf

Issue/Review

date

HONG KONG (IFRIC) INTERPRETATIONS (HK(IFRIC)-Int)*
HKFRS-Int 1 Changes in Existing Decommissioning, Restoration and Similar Liabilities . 8/04
HKFRS-Int 2 Members’ Shares in Co-operative Entities and Similar Instruments............. 2/05
HKFRS-Int 4 Determining whether an Arrangement contains a Lease............c.cccevevveennen. 2/05
HKFRS-Int 5 Rights to Interests arising from Decommissioning, Restoration and

Environmental Rehabilitation FUNAS ...........cooviiiiiiiiiiieeeeceee e 2/05
HK(IFRIC)-Int 6  Liabilities arising from Participating in a Specific Market — Waste

Electrical and Electronic EQUIDMENT ..........eveeiiiiieeiiiiie e 9/05
HK(IFRIC)-Int 7 Applying the Restatement Approach under HKAS 29 Financial Reporting

in Hyperinflationary ECONOMIES ........coiiiiiiiiiiiiiiee it 1/06
HK(IFRIC)-INt 8  ScOPE Of HKERS 2 ...oiiiiiiiiiie ittt e e nbee e 5/06
HK(IFRIC)-Int9  Reassessment of Embedded Derivatives ...........cccvveereeeeeiicciiieeeee e 5/06

SME-FRF &
SME-FRS

Note: *  With effect from 24 May 2005, HKFRS Interpretations (HKFRS-Int) are renamed as Hong
Kong (IFRIC) Interpretations (HK(IFRIC)-Int). The numbering of these Interpretations are
unaffected by the changes in names.

HONG KONG INTERPRETATIONS (HK-Int)**
HK-Int 1 The Appropriate Accounting Policies for Infrastructure Facilities ................. 6/06
HK-Int 3 Revenue — Pre-completion Contracts for the Sale of Development

(0] 011 1= SR 6/06
HK-Int 4 Leases — Determination of the Length of Lease Term in respect of Hong

KON LANA LEASES ...ttt ettt ettt e et e e ettt e e e e e e e s st e e e eaaaas 6/06

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

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

HKAS-Int 10 Government Assistance — No Specific Relation to Operating Activities ...... 12/04

HKAS-Int 12 Consolidation — Special PUrpoSe ENLItIES ...c.vuuivieeeeiiiiieeeeeeee e 3/04

HKAS-Int 12 Scope of HKAS-Int 12 Consolidation — Special Purpose Entities................. 2/05

Amendment

HKAS-Int 13 Jointly Controlled Entities — Non-Monetary Contributions by Venturers....... 12/04

HKAS-Int 15 Operating LEASES — INCENLIVES ....ccuuniiiiiiieeiie et e e e e st e e e 12/04

HKAS-Int 21 Income Taxes — Recovery of Revalued Non-Depreciable Assets................ 03/05

HKAS-Int 25 Income Taxes — Changes in the Tax Status of an Enterprise or its

Y A F=T (=Y L0 [0 L= 12/04

HKAS-Int 27 Evaluating the Substance of Transaction Involving the Legal Form of a

T2 1 12/04

HKAS-Int 29 Disclosure — Service Concession ArrangemeNntS.........cevuvveeeieeeereeerveieneeenrenns 12/04

HKAS-Int 31 Revenue — Barter Transactions Involving Advertising Services ........cc......... 12/04

HKAS-Int 32 Intangible ASSetS — WED St COSES ..uuuiiiiiiiiiiee et e e e 12/04

Note: *** With effect from 24 May 2005, HKAS Interpretations (HKAS-Int) are renamed as Hong

Kong (SIC) Interpretations (HK(SIC)-Int). The numbering of these Interpretations are
unaffected by the changes in names.

SMALL AND MEDIUM-SIZED ENTITY FINANCIAL REPORTING FRAMEWORK
AND FINANCIAL REPORTING STANDARD .....ccooirtiiirieerenreeeresreesresee e

08/05

iii contents (6/06)


http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int1.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int2.pdf
http://www.hksa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int4.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int5.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int5.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int6.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int6.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int7.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int7.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int8.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hkfrs-int9.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk-int1.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk-int3.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk-int3.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk-int4.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/hk-int4.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int10.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int12.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int12amend.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int13.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int15.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int21.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int25.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int25.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int27.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int27.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int29.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int31.pdf
http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/hk-int32.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/sme-frf&sme-frs.pdf
http://www.hkicpa.org.hk/ebook/HKSA_Members_Handbook_Master/volumeII/sme-frf&sme-frs.pdf

AG 1
AG 5
AG 7

AB 1
AB 3

ACCOUNTING GUIDELINES (AG)

Preparation and Presentation of Accounts from Incomplete Records..........

Merger Accounting for Common Control Combinations ...........cceeevevvvenerene.

Preparation of Pro Forma Financial Information for Inclusion in

Investment CirCUIArS .......covevieveiivieeeeeeeee e

ACCOUNTING BULLETINS (AB)

Disclosure of Loans to Officers .......cvvveeeveeiiivevvvnnnnnn.

Guidance on Disclosure of Directors’ Remuneration

Issue/Review
date

3/84
11/05

3/06

8/85
1/00

contents (6/06)


http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/ag1.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/ag5.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/ag7.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/ag7.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/ab1.pdf
http://www.hksa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/ab3.pdf

HK Interpretation 1
Revised June 2006

Effective on 1 October 2004

HK Interpretation 1

The Appropriate Accounting
Policies for Infrastructure

Facilities

C pA Hong Kong Institute of
Certified Public Accountants
-y EESHHAY



THE APPROPRIATE ACCOUNTING POLICIES FOR INFRASTRUCTURE FACILITIES

HK INTERPRETATION 1
THE APPROPRIATE ACCOUNTING POLICIES
FOR INFRASTRUCTURE FACILITIES

CONTENTS

Paragraphs
BaCKGIOUNG........eeiiiiiiii e 1-7
Yo7 o] o[ TP PP TP PPPPR PP 8
IS SUE .ttt e e et e e e n e r e e e 9
1670] 103013 o] o H U PP PP PPPRPP P 10
EffECHIVE TALE .....eeiii e s 11
B = 10 1o o PO P PP PR 12

HK Interpretation 1 The Appropriate Accounting Policies for Infrastructure Facilities (HK-Int 1)
is set out in paragraphs 1-12. The scope and authority of Interpretations are set out in the
Preface to Hong Kong Financial Reporting Standards.

This Interpretation was first issued as SSAP-Int 22 in October 2004-and, reissued as HK-Int 1
in May 2005 and revised in June 2006.
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THE APPROPRIATE ACCOUNTING POLICIES FOR INFRASTRUCTURE FACILITIES

References

° SSAPR-14HKAS 17 Leases

) SSAP-17HKAS 16 Property, Plant and Equipment

) SSAP29-HKAS 38 Intangible Assets

Background

1. The Council of the Hong Kong Institute of Certified Public Accountants (“Council”) has

become aware of inappropriate accounting treatments being applied in respect of
infrastructure facilities, in particular toll roads.

An entity may enter into an agreement with a government to construct an
infrastructure asset on a “Build, Operate and Transfer” (BOT) franchise basis. Under
the BOT scheme, the entity has the right to build and operate the infrastructure asset
(for example, a toll road/tunnel) on a commercial basis for a finite period of time (for
example, 30 years) prior to handing that asset back to the government at nil or minimal
consideration. During the franchise period, the entity is often the owner of the
infrastructure asset and is allowed to earn a reasonable return through collection of
fees from the users of the infrastructure asset.

Under paragraph 96 of the Statement—2:01—Framework for the Preparation and
Presentation of Financial Statements”, the allocation methods of depreciation or
amortisation are intended to recognise expenses in the accounting periods in which
the economic benefits associated with these items are consumed or expire. As further
elaborated in SSARP—17-HKAS 16 and—SSAR29HKAS 38, the selection of a
depreciation or amortisation method should reflect the expected pattern of
consumption of economic benefits from the assets.

Under paragraph 4962 of SSARP-17HKAS 16, the depreciation methods include the
straight-line method, the diminishing balance method and the sum-ef-the-units-units of
production method. When accounted for as an intangible asset, SSARP-29HKAS 38
paragraph 8998 states that there is rarely, if ever, any persuasive evidence to support
an amortisation method for intangible assets with finite useful lives that results in a
lower amount of accumulated amortisation than under the straight-line method.

Council noted the 2 broad schools of thought on the meaning of “consumption of
economic benefits” of an infrastructure asset: a time based view and a usage based
view. Supporters of the time-based view argue for the—compeonent-approach—and
primarily the straight-line depreciation method, as they consider the passage of time
determines the consumption of economic benefits for mest-compenents-of-toll roads.
Supporters of the usage-based view argue for the-integral-asset-approach-and the
units-of-usage depreciation method, as they consider the usage or traffic flow
determines the consumption of economic benefits-for-entire-toll-roads. As the phrase
“consumption of economic benefits” is currently subject to debate, Council does not
rule out either of the two views before obtaining clarification from the International
Financial Reporting Interpretations Committee.

Council noted, and is concerned, that some financial statements purporting to be in
compliance with Hong Kong Financial Reporting Standards disclosed an accounting
policy that the capital cost of an infrastructure asset was allocated by applying a
sinking fund method whereby the aggregate annual depreciation amounts,
compounded at certain rates of return, up to the expiry of the infrastructure asset (e.qg.
toll road) concession periods, will be equal to the total cost of the asset.

This Interpretation provides guidance on the appropriate accounting policies for
infrastructure facilities.
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THE APPROPRIATE ACCOUNTING POLICIES FOR INFRASTRUCTURE FACILITIES

Scope

8. This Interpretation applies to the allocation of cost of infrastructure facilities regardless
of whether the related asset (or component thereof) is classified as a property, plant
and equipment under-SSARP-17HKAS 16, intangible assets under SSAR-29 HKAS 38
or operating lease prepayments under SSAP-14HKAS 17.

Issue

9. This Interpretation addresses the issue of determining whether the sinking fund
method is an appropriate method of depreciating or amortising infrastructure assets.

Conclusion

10. The sinking fund method is not an appropriate method of depreciating or amortising
infrastructure assets, regardless of whether the asset (or components thereof) is
classified as property, plant and equipment, intangible assets or operating lease
prepayments. By definition, the sinking fund method neither supports the view that
consumption of economic benefits (such as in a BOT franchise) is determined by
either the passage of time and/or usage.

Effective date

11. This Interpretation becomes effective on 1 October 2004. The marked-up changes in
this Interpretation reflect the changes consequential on the issue of HKAS 16, HKAS
17 and HKAS 38 which replaced SSAP 17, SSAP 14 and SSAP 29, respectively, with
effect_for _accounting periods beginning on _or after 1 January 2005 (with early
application_encouraged). Given that there are no material differences between the
above HKASs and SSAPs as far as this Interpretation is concerned, this Interpretation
continues to apply after the changes.

Transition

12. Where the application of this Interpretation constitutes a change in accounting policy;, it
should be accounted for as a change in poI|cy in accordance WlthssAP—Z—Net—PFeﬁiew

HKASS Accountmg Policies, Changes in Accountlng Estlmates and Errors—as

applicable.
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HK Interpretation 3 Revenue — Pre-completion Contracts for the Sale of Development Properties
(HK-Int 3) is set out in paragraphs 1-8. The scope and authority of Interpretations are set out in the
Preface to Hong Kong Financial Reporting Standards.

This Interpretation was first issued as SSAP-Int 24 in March 2005-and, reissued as HK-Int 3 in May
2005_and revised in June 2006.
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REVENUE — PRE-COMPLETION CONTRACTS FOR THE SALE OF DEVELOPMENT PROPERTIES

References

HKAS 11 {SSAP-23)-Construction Contracts
HKAS 18 {SSAP-18)}Revenue

Background

1.

Property development projects are usually long term projects. In many cases, property developers
would enter into contracts to sell the properties in advance of the completion of the development.
These contracts usually involve the payment of a deposit by the purchaser, which may be
refundable only if the developer does not complete the development in accordance with the
contracted timeframes and specifications, or if there is some other breach of a contractual
condition or statutory obligation. The balance of the purchase price is normally paid either at
contractual settlement or in stages up to contractual settlement.

Property developers currently adopt various policies for recognising revenue arising from
pre-completion contracts for the sale of development properties. The stage of completion method
is a commonly used policy. Concern has been expressed as to whether the pre-completion
contracts would satisfy the definition of construction contracts in HKAS 11-erSSAR-23,—-as
appropriater-and, if not, whether the stage of completion method would be acceptable under Hong
Kong Financial Reporting Standards. Concern has also been expressed, in the absence of
authoritative guidance, that diverse or unacceptable practices would undermine the relevance,
reliability or comparability of financial statements.

Scope

3.

This Interpretation provides guidance on the applicable accounting standard(s) to be followed in
recognising revenue arising from the pre-completion contracts for the sale of development
properties.

Issue

4.

The issue addressed in this Interpretation is which accounting standard(s) shall be followed in
recognising revenue arising from pre-completion contracts for the sale of development properties.

Conclusions

5.

Pre-completion contracts for the sale of development properties do not meet the definition of
construction contracts set out in HKAS 11 e-SSAP-23,as-appropriate—if the contracts in question
are not specifically negotiated for the construction of the properties. Accordingly, these contracts
fall outside the scope of HKAS 11 erSSAPR-23,-as-appropriate—and, as a result, the stage of
completion method as required under these-Standards-HKAS 11 shall not be used to recognise
revenue arising from such contracts.

Property developers shall apply HKAS 18 erSSAPRP-18,-as-appropriate; in recognising revenue
arising from pre-completion contracts for the sale of development properties that do not fall within

the scope of HKAS 11 erSSAP 23.-as-appropriate; and, accordingly, recognise revenue only when
all of the criteria specified in paragraph 14 of HKAS 18 er—paragraph—13—of SSAP-18as
appreptiaterare met.

Effective date

7.

An entity shall apply this Interpretation to pre-completion contracts for the sale of development
properties entered into on or after 1 January 2005. Earlier application is encouraged.
Retrospective application of this Interpretation to pre-completion contracts for the sale of
development properties entered into before 1 January 2005 (or date of initial application of this
Interpretation, if earlier) is permitted but not required. If an entity applies this Interpretation:

3 HK-Int 3 (revised 6/06)



REVENUE — PRE-COMPLETION CONTRACTS FOR THE SALE OF DEVELOPMENT PROPERTIES

(i) for a period beginning before 1 January 2005; and/or

(i) retrospectively to pre-completion contracts for the sale of development properties entered into
before 1 January 2005 (or date of initial application of this Interpretation, if earlier),

it shall disclose those facts. The marked up changes in this Interpretation reflect the changes
consequential on the issue of HKAS 11 and HKAS 18 which replaced SSAP 23 and SSAP 18,
respectively, with effect for accounting periods beginning on or after 1 January 2005 (with earlier
application encouraged). Given that there are no material differences between the above HKASs
and SSAPs as far as this Interpretation is concerned, this Interpretation continues to apply after the

changes.

Transition

8.

If an entity chooses not to apply this Interpretation retrospectively to pre-completion contracts for
the sale of development properties entered into before 1 January 2005 (or date of initial application
of this Interpretation, if earlier), it shall continue to account for those contracts using the method of
accounting used prior to the application of this Interpretation.

4 HK-Int 3 (revised 6/06)



LEASES — DETERMINATION OF THE LENGTH OF LEASE TERM IN RESPECT OF HONG KONG LAND LEASES

References

HKAS 16 (SSAR-17) Property, Plant and Equipment
HKAS 17{SSAP-14) Leases

Background

1.

HKAS 17 requires the lease payment under a land lease classified as an operating lease to be
recognised as an expense on a straight-line basis or other systematic basis over the lease term.
HKAS 17 also provides that, if the lease payment for a property cannot be allocated reliably
between the land and building components, the entire lease should be classified as a finance
lease, unless it is clear that both elements are operating leases. In the case where the entire lease
is classified as a finance lease, the related leasehold property interest can be accounted for using
the cost or valuation model under HKAS 16 if such property interest meets the definition of
property, plant and equipment under HKAS 16. Under the cost or valuation model in HKAS 16, the
depreciable amount of that leasehold property interest should be allocated on a systematic basis
over its useful life and the lease term would normally provide an indication of the useful life of that
property interest.

Lease term is defined in HKAS 17 as the non-cancellable period for which the lessee has
contracted to lease the asset together with any further terms for which the lessee has the option to
continue to lease the asset, with or without further payment, when at the inception of the lease it is
reasonably certain that the lessee will exercise the option. In the light of the current land policy of
the Government of the Hong Kong Special Administrative Region (the HKSAR Government),
concern has been expressed as to how the length of the lease term of a Hong Kong land lease
should be determined for the purpose of applying the requirements under HKAS 16 and HKAS 17,
as appropriate. Concern has also been expressed, in the absence of authoritative guidance, that
diverse or unacceptable practices would undermine the relevance, reliability or comparability of
financial statements.

This Interpretation provides guidance on the determination of the length of the lease term of a
Hong Kong land lease for the purpose of applying the amortisation (depreciation) requirements
under HKAS 16 and HKAS 17, as appropriate.

This Interpretation does not address the assumptions that should be made when arriving at the
current fair value of a property for accounting purposes.

Scope

5.

This Interpretation applies where a property is classified as being held under an operating lease in
accordance with HKAS 17.

This Interpretation also applies where the lease payment for an owner-used property cannot be
allocated reliably between the land and building components on a fair value basis at the inception
of the lease and thus the property is classified as a finance lease and accounted for using either
the cost or valuation model under HKAS 16.

Issue

7.

This Interpretation addresses the issue of how the length of the lease term of a Hong Kong land
lease should be determined for the purpose of applying the amortisation (depreciation)
requirements under HKAS 16 and HKAS 17, as appropriate.

Conclusions

8.

The lease term of a Hong Kong land lease for the purpose of applying the amortisation
(depreciation) requirements under HKAS 16 and HKAS 17, as appropriate, shall be determined by
reference to the legal form and status of the lease. Renewal of a lease is assumed only when the
lessee has a renewal option and it is reasonably certain at the inception of the lease that the
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