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(Issued 31 August 2020)

The following Framework, Standards and Amendments are effective for annual reporting periods

beginning on or after 1 January 2020:

* Conceptual Framework for Financial Reporting 2018

*  Definition of a Business (Amendments to HKFRS 3)

*  Definition of Material (Amendments to HKAS 1 and HKAS 8)

* Interest Rate Benchmark Reform — Phase 1 (Amendments to HKFRS 9, HKAS 39 and
HKFRS 7)

The consequential amendments arising from the above Framework and Standards were
previously set out in the Appendices to the respective Framework and Standards but are now
incorporated into the text of the relevant Standards, Interpretations, Basis for Conclusions and
Implementation Guidance.

Document Reference and Title Instructions

VOLUME I

Discard existing pages i-iv & replace with

Contents of Volume I . e
revised pages i-iv.

Preface and Framework

Conceptual Framework for Financial Discard the full set of Conceptual Framework
Reporting 2010 for Financial Reporting 2010.

Conceptual Framework for Financial Replace the cover page and pages 2, 5 and
Reporting 2018 14 with revised cover page and revised

pages 2, 5 and 14.

Conceptual Framework for Financial Replace the cover page and pages 2 and 28

Reporting 2018 (Basis for Conclusions) with revised cover page and revised pages 2
and 28.

Conceptual Framework for Financial Discard the full set of Amendments to

Reporting 2018 (Amendments to References to the Conceptual Framework in

References to the Conceptual HKFRS Standards.

Framework in HKFRS Standards)

(Continued next page)


https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/contentpage.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/contentpage.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas01revdec07.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/framework18.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/framework18.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/framework18.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/framework18.pdf

Document Reference and Title

Conceptual Framework for Financial
Reporting 2018 (Amendments to
References to the Conceptual
Framework in HKFRS Standards —
Basis for Conclusions)

Conceptual Framework for Financial
Reporting 2018 (Amendments to
References to the Conceptual
Framework in HKFRS Standards —
lllustrative Examples and
Implementation Guidance)

Instructions

Discard the full set of Amendments to
References to the Conceptual Framework in
HKFRS Standards — Basis for Conclusions.

Discard the full set of Amendments to
References to the Conceptual Framework in
HKFRS Standards — lllustrative Examples
and Implementation Guidance.

HONG KONG ACCOUNTING STANDARDS (HKAS)

HKAS 1 (Revised) Presentation of
Financial Statements

HKAS 7 Statement of Cash Flows

HKAS 8 Accounting Polices, Changes

in Accounting Estimates and Errors

HKAS 10 Events after the Reporting

Period

HKAS 12 Income Taxes

HKAS 16 Property, Plant and
Equipment

HKAS 19 (2011) Employee Benefits

HKAS 21 The Effects of Changes in

Foreign Exchange Rates

(Continued next page)

Replace pages 4, 9, 10, 12-14, 27, 37, 40-42,
56-58, 63, 90, 91A-91D, 92 and 94 with
revised pages 4, 9, 10, 12-14, 27, 37, 40-42,
56-58, 63, 90, 91A-91D, 92 and 94. Insert
page 9A after page 9, pages 63A-63E after
page 63 and page 90A after page 90. Discard
pages 55A-55N and 91E-91J.

Replace the cover page and pages 2 and 20
with revised cover page and revised pages 2
and 20.

Replace the cover page and pages 2, 3, 4, 9-
11, 19, 22, 24, 26, 29 and 29A with revised
cover page and revised pages 2, 3, 4, 9-11,
19, 22, 24, 26, 29 and 29A. Insert page 19A
after page 19 and discard page 22A.

Replace the cover page and pages 2, 10 and
11 with revised cover page and revised
pages 2, 10 and 11.

Replace the cover page and pages 2 and 63
with revised cover page and revised pages 2
and 63.

Replace the cover page and pages 8, 23 and
34 with revised cover page and revised
pages 8, 23 and 34.

Replace the cover page and pages 2, 68 and
77 with revised cover page and revised
pages 2, 68 and 77.

Replace the cover page and pages 2 and 22
with revised cover page and revised pages 2
and 22.


https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas01revdec07.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas01revdec07.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas07.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas08.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas08.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas10.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas10.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas12.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas16.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas16.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas19_2011.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas21.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas21.pdf

Document Reference and Title

HKAS 28 (2011) Investments in
Associates and Joint Ventures

HKAS 32 Financial Instruments:
Presentation (Basis for Conclusions)

HKAS 34 Interim Financial Reporting

HKAS 36 Impairment of Assets
(Basis for Conclusions)

HKAS 37 Provisions, Contingent
Liabilities and Contingent Assets

HKAS 38 Intangible Assets

HKAS 38 Intangible Assets
(Basis for Conclusions)

HKAS 39 Financial Instruments:
Recognition and Measurement

HKAS 39 Financial Instruments:
Recognition and Measurement
(Basis for Conclusions)

HKAS 40 Investment Property

HKAS 41 Agriculture
(Basis for Conclusions)

Instructions

Replace the cover page and pages 2, 15, 29
and 30 with revised cover page and revised
pages 2, 15, 29 and 30.

Replace the cover page and pages 10, 11, 20
and 21 with revised cover page and revised
pages 10, 11, 20 and 21.

Replace the cover page and pages 2, 10-11,
13A, 14A and 19 with revised cover page and
revised pages 2, 10-11, 13A, 14A and 19.

Replace the cover page and pages 53 and 57
with revised cover page and revised pages
53 and 57.

Replace the cover page and pages 9, 17,
19A and 26 with revised cover page and
revised pages 9, 17, 19A and 26.

Replace the cover page and pages 2 and 11
with revised cover page and revised pages 2
and 11.

Replace the cover page and pages 8, 17 and
34 with revised cover page and revised
pages 8, 17 and 34.

Replace the full set of HKAS 39 (Revised
November 2019) with HKAS 39 (Revised
August 2020).

Replace the full set of Basis for Conclusions
on HKAS 39 (Revised November 2019) with
Basis for Conclusions on HKAS 39 (Revised
August 2020).

Replace the cover page and pages 2 and 34
with revised cover page and revised pages 2
and 34.

Replace the cover page and page 8 with
revised cover page and revised page 8.

HONG KONG FINANCIAL REPORTING STANDARDS (HKFRS)

HKFRS 1 (Revised) First-time Adoption

of Hong Kong Financial Reporting
Standards

HKFRS 1 (Revised) First-time Adoption

of Hong Kong Financial Reporting
Standards (Basis for Conclusions)

(Continued next page)

Replace the cover page and pages 2 and 28
with revised cover page and revised pages 2
and 28.

Replace the cover page and pages 7 and 35
with revised cover page and revised pages 7
and 35.


https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas28_2011.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas28_2011.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas32.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas32.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas34.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas36.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas36.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas37.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas37.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas38.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas38.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas38.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas39.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas39.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas39.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas39.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas39.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas40.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas41.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkas41.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs1revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs1revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs1revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs1revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs1revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs1revised.pdf

Document Reference and Title

HKFRS 2 Share-based Payment

HKFRS 2 Share-based Payment
(Basis for Conclusions)

HKFRS 2 Share-based Payment
(Implementation Guidance)

HKFRS 3 (Revised) Business
Combinations

HKFRS 3 (Revised) Business
Combinations (Basis for Conclusions)

HKFRS 3 (Revised) Business
Combinations (lllustrative Examples)

HKFRS 4 Insurance Contracts
(Basis for Conclusions)

HKFRS 4 Insurance Contracts
(Implementation Guidance)

HKFRS 5 Non-current Assets Held for

Sale and Discontinued Operations

HKFRS 5 Non-current Assets Held for

Sale and Discontinued Operations
(Basis for Conclusions)

(Continued next page)

Instructions

Replace the cover page and pages 2, 23A
and 24 with revised cover page and revised
pages 2, 23A and 24. Insert page 23B after
page 23A.

Replace the cover page and pages 14, 16,
18, 65 and 76 with revised cover page and
revised pages 14, 16, 18, 65 and 76.

Replace the cover page and pages 23 and
26D with revised cover page and revised
pages 23 and 26D.

Replace the cover page and pages 1A, 3, 4,
8,9, 19A, 19B, 20, 23, 24 and 43-45 with
revised cover page and revised pages 1A, 3,
4, 8,9, 19A, 19B, 20, 23, 24 and 43-45. Insert
pages 24A, 24B and 24C after page 24.
Discard pages 46-50.

Replace the cover page and pages 5, 11, 14,
28, 29, 35, 68 and 98-101 with revised cover
page and pages 5, 11, 14, 28, 29, 35, 68 and
98-101. Insert pages 11A-111 after page 11
and page 28A after page 28. Discard pages
102-109.

Replace the cover page and pages 2, 20 and
21 with revised cover page and revised pages
2,20 and 21. Insert pages 20A-20K after
page 20. Discard pages 21A-21K.

Replace the cover page and pages 2, 7 and
80 with revised cover page and revised pages
2, 7 and 80.

Replace the cover page and pages 2, 24 and
25 with revised cover page and revised pages
2, 24 and 25.

Replace the cover page and pages 2 and 18
with revised cover page and revised pages 2
and 18.

Replace the cover page and page 15 with
revised cover page and revised page 15.


https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs2.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs2.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs2.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs2.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs2.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs3revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs3revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs3revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs3revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs3revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs3revised.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs4.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs4.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs4.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs4.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs5.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs5.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs5.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs5.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs5.pdf

Document Reference and Title

HKFRS 6 Exploration for and Evaluation

of Mineral Resources

HKFRS 6 Exploration for and Evaluation

of Mineral Resources
(Basis for Conclusions)

HKFRS 7 Financial Instruments:
Disclosures

HKFRS 7 Financial Instruments:
Disclosures (Basis for Conclusions)

HKFRS 8 Operating Segments
(Basis for Conclusions)

HKFRS 9 (2014) Financial Instruments

HKFRS 9 (2014) Financial Instruments
(Basis for Conclusions)

HKFRS 10 Consolidated Financial
Statements (Basis for Conclusions)

HKFRS 12 Disclosures of Interests In
Other Entities (Basis for Conclusions)

HKFRS 14 Requlatory Deferral
Accounts

HKFRS 14 Requlatory Deferral
Accounts (Basis for Conclusions)

HKFRS 15 Revenue from Contracts with

Customers (Basis for Conclusions)

(Continued next page)

Instructions

Replace the cover page and pages 2, 7 and 9
with revised cover page and revised pages 2,
7 and 9.

Replace pages 2 and 12 with revised pages 2
and 12. Insert page 11A after page 11.

Replace the cover page and pages 2, 4, 21,
22 and 36 with revised cover page and
revised pages 2, 4, 21, 22 and 36. Insert page
21A after page 21 and page 36A after page
36. Discard page 55.

Replace the cover page and pages 3, 24 and

25 with revised cover page and revised pages
3, 24 and 25. Insert pages 24A and 24B after

page 24. Discard pages 49-50.

Replace the cover page and page 15 with
revised cover page and revised page 15.

Replace the cover page and pages 2, 3, 36,
36A, 40, 41, 41A, 45, 81 and 104 with revised
cover page and revised pages 2, 3, 36, 36A,
40, 41, 41A, 45, 81 and 104. Insert pages
36B and 36C after page 36A. Discard pages
125-127.

Replace the cover page and pages 2, 3, 19,
93, 207, 220 and 276 with revised cover page
and revised pages 2, 3, 19, 93, 207, 220 and
276. Insert pages 207A-207K after page 207.
Discard pages 288-299.

Replace the cover page and pages 2, 32, 61
and 64 with revised cover page and revised
pages 2, 32, 61 and 64.

Replace the cover page and pages 2 and 12
with revised cover page and revised pages 2
and 12.

Replace the cover page and pages 2 and 9
with revised cover page and revised pages 2
and 9.

Replace the cover page and pages 2, 4, 5
and 21 with revised cover page and revised
pages 2, 4, 5, and 21.

Replace the cover page and pages 2 and 14
with revised cover page and revised pages 2
and 14.


https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs6.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs6.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs6.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs6.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs6.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs7.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs7.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs7.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs7.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs8.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs8.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs9_2014.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs9_2014.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs9_2014.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs10.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs10.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs12.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs12.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs14.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs14.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs14.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs14.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs15.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs15.pdf

Document Reference and Title

HKFRS 16 Leases

HKFRS 16 Leases
(Basis for Conclusions)

HKFRS 17 Insurance Contracts

HKFRS 17 Insurance Contracts
(Basis for Conclusions)

HKFRS 17 Insurance Contracts
(llustrative Examples)

Instructions

Replace the cover page and page 9 with
revised cover page and revised pages 9.

Replace the cover page and page 13 with
revised cover page and revised page 13.

Replace the cover page and pages 2, 32, 66
and 75-76 with revised cover page and
revised pages 2, 32, 66 and 75-76.

Replace the cover page and pages 2 and 23
with revised cover page and revised pages 2
and 23.

Replace the cover page and pages 2, 18 and
26 with revised cover page and revised pages
2,18 and 26.

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

HK(IFRIC)-Int 5 Rights to Interests
arising from Decommissioning,
Restoration and Environmental
Rehabilitation Funds

HK(IFRIC)-Int 12 Service Concession

Arrangements

HK(IFRIC)-Int 14 HKAS 19 — The
Limit on a Defined Benefit Asset,
Minimum Funding Requirements and

their Interaction

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

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

HK(IFRIC)-Int 20 Stripping Costs in
the Production Phase of a Surface
Mine

HK(IFRIC)-Int 22 Foreign Currency
Transactions and Advance
Consideration

(Continued next page)

Replace the cover page and pages 2 and 9-12
with revised cover page and revised pages 2 and
9-12.

Replace the cover page and pages 2, 4, 21, 29
and 38 with revised cover page and revised
pages 2, 4, 21, 29 and 38.

Replace the cover page and pages 2 and 15 with
revised cover page and revised pages 2 and 15.

Replace the cover page and pages 2, 13 and 16
with revised cover page and revised pages 2, 13
and 16.

Replace the cover page and pages 2, 4 and 10-
12 with revised cover page and revised pages 2,
4 and 10-12.

Replace the cover page and pages 2, 4 and 10
with revised cover page and revised pages 2, 4
and 10.

Replace the cover page and pages 2, 4, and 14
with revised cover page and revised pages 2, 4
and 14.


https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs16.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs16.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs16.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs16.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs16.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs17.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs17.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs17.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs17.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkfrs17.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-5.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-5.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-5.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-5.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-12.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-12.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-14.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-14.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-14.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-14.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-17.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-17.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-19.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-19.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-19.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-20.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-20.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-20.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint-20.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint22.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint22.pdf
https://www.hkicpa.org.hk/-/media/HKICPA-Website/Members-Handbook/volumeII/hkifricint22.pdf

Document Reference and Title Instructions

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

HK(SIC)-Int 29 Service Concession Replace the cover page and pages 2 and 5 with
Arrangements: Disclosures revised cover page and revised pages 2 and 5.
HK(SIC)-Int 32 Intangible Assets — Replace the cover page and pages 2, 4 and 7 with
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The predictive value and confirmatory value of financial information are interrelated.
Information that has predictive value often also has confirmatory value. For example,
revenue information for the current year, which can be used as the basis for predicting
revenues in future years, can also be compared with revenue predictions for the current year
that were made in past years. The results of those comparisons can help a user to correct
and improve the processes that were used to make those previous predictions.

Materiality

Information is material if omitting,—#—ef misstating_or obscuring it could_reasonably be
expected to influence decisions that the primary users of general purpose financial reports
(see paragraph 1.5) make on the basis of those reports, which provide financial information
about a specific reporting entity. In other words, materiality is an entity-specific aspect of
relevance based on the nature or magnitude, or both, of the items to which the information
relates in the context of an individual entity's financial report. Consequently, the HKICPA
cannot specify a uniform quantitative threshold for materiality or predetermine what could be
material in a particular situation.

Faithful representation

Financial reports represent economic phenomena in words and numbers. To be useful,
financial information must not only represent relevant phenomena, but it must also faithfully
represent the substance of the phenomena that it purports to represent. In many
circumstances, the substance of an economic phenomenon and its legal form are the same.
If they are not the same, providing information only about the legal form would not faithfully
represent the economic phenomenon (see paragraphs 4.59-4.62).

To be a perfectly faithful representation, a depiction would have three characteristics. It
would be complete, neutral and free from error. Of course, perfection is seldom, if ever,
achievable. The 'HKICPA's objective is to maximise those qualities to the extent possible.

A complete depiction includes all information necessary for a user to understand the
phenomenon being depicted, including all necessary descriptions and explanations. For
example, a complete depiction of a group of assets would include, at a minimum, a
description of the nature of the assets in the group, a numerical depiction of all of the assets
in the group, and a description of what the numerical depiction represents (for example,
historical cost or fair value). For some items, a complete depiction may also entail
explanations of significant facts about the quality and nature of the items, factors and
circumstances that might affect their quality and nature, and the process used to determine
the numerical depiction.

A neutral depiction is without bias in the selection or presentation of financial information. A
neutral depiction is not slanted, weighted, emphasised, de-emphasised or otherwise
manipulated to increase the probability that financial information will be received favourably
or unfavourably by users. Neutral information does not mean information with no purpose or
no influence on behaviour. On the contrary, relevant financial information is, by definition,
capable of making a difference in users' decisions.

Neutrality is supported by the exercise of prudence. Prudence is the exercise of caution
when making judgements under conditions of uncertainty. The exercise of prudence means
that assets and income are not overstated and liabilities and expenses are not understated.®
Equally, the exercise of prudence does not allow for the understatement of assets or income
or the overstatement of liabilities or expenses. Such misstatements can lead to the
overstatement or understatement of income or expenses in future periods.

Assets, liabilities, income and expenses are defined in Table 4.1. They are the elements of financial statements.
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Materiality (2018)

BC2.20 In revising the Conceptual Framework in 2018, the Board concluded that the concept of
materiality is described clearly in the 2010 Conceptual Framework. Hence, the Board did not
amend that description of materiality, except to clarify that the users mentioned in the
description are the primary users of general purpose financial reports, as described in
paragraph 1.5 of the Conceptual Framework. This clarification emphasises that decisions
about materiality are intended to reflect the needs of the primary users, not the needs of any
other group.

BC2.20A The definition of material in the Conceptual Framework was amended to include a reference
to ‘obscuring information’ and to replace the phrase ‘could influence decisions’ with ‘could
reasonably be expected to influence decisions’. Paragraphs BC13A—-BC13T of the Basis for
Conclusions on IAS 1 explains the reasons for those amendments.

Faithful representation (paragraphs 2.12-2.19)

BC2.21 The discussion of faithful representation in Chapter 3 of the 2010 Conceptual Framework
differed from that in the previous frameworks in two significant ways. First, it used the term
‘faithful representation’ instead of the term ‘reliability’. Second, substance over form,
prudence (conservatism) and verifiability, which had been aspects of reliability in Concepts
Statement 2 and the 1989 Framework, were not considered aspects of faithful representation
in the 2010 Conceptual Framework. References to substance over form and prudence were
removed in 2010 for the reasons described in paragraphs BC2.32 and BC2.34, but they were
reinstated, with clarifications, in the 2018 Conceptual Framework. Since 2010, verifiability
has been described as an enhancing qualitative characteristic rather than as part of this
fundamental qualitative characteristic (see paragraphs 2.30-2.32).

Replacement of the term ‘reliability’ (2010)

BC2.22 Concepts Statement 2 and the 1989 Framework used the term ‘reliability’ to describe what is
now called faithful representation.

BC2.23 Concepts Statement 2 listed representational faithfulness, verifiability and neutrality as
aspects of reliability and discussed completeness as part of representational faithfulness.

BC2.24 The 1989 Framework said:

Information has the quality of reliability when it is free from material error and bias
and can be depended upon by users to represent faithfully that which it either
purports to represent or could reasonably be expected to represent.

The 1989 Framework also discussed substance over form, neutrality, prudence and
completeness as aspects of faithful representation.

BC2.25 Unfortunately, neither framework clearly conveyed the meaning of reliability. The comments
of respondents to numerous proposed standards indicated a lack of a common
understanding of the term ‘reliability’. Some focused on verifiability or free from material error
to the virtual exclusion of faithful representation. Others focused more on faithful
representation, perhaps combined with neutrality. Some apparently think that reliability refers
primarily to precision.

BC2.26 Because attempts to explain what reliability was intended to mean in this context have
proved unsuccessful, the Board sought a different term that would more clearly convey the
intended meaning. The term ‘faithful representation’, the faithful depiction in financial reports
of economic phenomena, was the result of that search. That term encompasses the main
characteristics that the previous frameworks included as aspects of reliability.
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Material: Omissions—or—misstatements—of items—are—material i —they—could;

Information is material if omitting, misstating or obscuring it could reasonably be
expected to influence decisions that the primary users of general purpose financial
statements make on the basis of those financial statements, which provide financial
information about a specific reporting entity.

Materiality depends on the nature or magnitude of information, or both. An entity assesses
whether information, either individually or in combination with other information, is material
in the context of its financial statements taken as a whole.

Information is obscured if it is communicated in a way that would have a similar effect for
primary users of financial statements to _omitting or_misstating that information. The
following are examples of circumstances that may result in material information being
obscured:

(a) information regarding a material item, transaction or other event is disclosed in
the financial statements but the language used is vagque or unclear;

(b) information regarding a material item, transaction or other event is scattered
throughout the financial statements;

(c) dissimilar items, transactions or other events are inappropriately aggregated;
(d) similar items, transactions or other events are inappropriately disaggregated; and
(e) the understandability of the financial statements is reduced as a result of material

information being hidden by immaterial information to the extent that a primary
user is unable to determine what information is material.

Assessing whether information an—emission—er—misstatement—could reasonably be
expected to influence ecenemic—decisions ef-made by the primary users_of a specific
reporting entity's general purpose financial statements—and-so-be-material; requires_an
entity to consider eonsideration-of-the characteristics of those users_while also considering

the ent|tvs own cwcumstances iFhe—l;FameweFIefeHhe—PFeparaHen—and—Flresthaneﬂ—ef

Many existing and potential investors, lenders and other creditors cannot require reporting
entities to provide information directly to them and must rely on general purpose financial
statements for much of the financial information they need. Consequently, they are the
primary users to whom general purpose financial statements are directed. Financial
statements are prepared for users who have a reasonable knowledge of business and
economic activities and who review and analyse the information diligently. At times, even
well-informed and diligent users may need to seek the aid of an adviser to understand
information about complex economic phenomena.

© Copyright 9 HKAS 1 (September2018August 2020)
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Notes contain information in addition to that presented in the statement of financial
position, statement(s) of profit or loss and other comprehensive income, 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:

(@)

(b)
(©)

(d)

(da)

(e)

(f)

(¢)]

(h)

© Copyright

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

remeasurements of defined benefit plans (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);

gains and losses from investments in equity instruments designated at fair value
through other comprehensive income in accordance with paragraph 5.7.5 of
HKFRS 9 Financial Instruments;

gains and losses on financial assets measured at fair value through other
comprehensive income in accordance with paragraph 4.1.2A of HKFRS 9.

the effective portion of gains and losses on hedging instruments in a cash flow
hedge and the gains and losses on hedging instruments that hedge investments in
equity instruments measured at fair value through other comprehensive income in
accordance with paragraph 5.7.5 of HKFRS 9 (see Chapter 6 of HKFRS 9);

for particular liabilities designated as at fair value through profit or loss, the
amount of the change in fair value that is attributable to changes in the liability’s
credit risk (see paragraph 5.7.7 of HKFRS 9);

changes in the value of the time value of options when separating the intrinsic
value and time value of an option contract and designating as the hedging
instrument only the changes in the intrinsic value (see Chapter 6 of HKFRS 9);
and

changes in the value of the forward elements of forward contracts when
separating the forward element and spot element of a forward contract and
designating as the hedging instrument only the changes in the spot element, and
changes in the value of the foreign currency basis spread of a financial instrument
when excluding it from the designation of that financial instrument as the hedging
instrument (see Chapter 6 of HKFRS 9).

9A HKAS 1 (September2018August 2020)
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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.

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:

€) 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
pro_rata 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

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;

© Copyright 10 HKAS 1 (September2018August 2020)
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(c) 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.

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—Framewerk_Conceptual Framework for
Financial Reporting (Conceptual 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 a HKFRS would be so misleading that it would
conflict with the objective of financial statements set out in the—Framewerk
Conceptual 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.

© Copyright 12 HKAS 1 (September2018August 2020)
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When an entity departs from a requirement of a 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;

(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 Conceptual 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 a 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 a 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 a HKFRS would be so misleading that it would
conflict with the objective of financial statements set out in the—Framework
Conceptual 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_Conceptual
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 a HKFRS would be so misleading that it would conflict with the
objective of financial statements set out in the—Frameweork Conceptual 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-Framewerk Conceptual Framework.

© Copyright 13 HKAS 1 (September2018August 2020)
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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—Framewerk
Conceptual 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.

When applying this and other HKFRSs an entity shall decide, taking into consideration all
relevant facts and circumstances, how it aggregates information in the financial statements,
which include the notes. An entity shall not reduce the understandability of its financial
statements by obscuring material information with immaterial information or by
aggregating material items that have different natures or functions.

Some HKFRSs specify information that is required to be included in the financial
statements, which include the notes. An entity need not provide a specific disclosure
required by a HKFRS if the information resulting from that disclosure is not material. This
is the case even if the HKFRS contains a list of specific requirements or describes them as
minimum requirements. An entity shall also consider whether to provide additional
disclosures when compliance with the specific requirements in HKFRS is insufficient to

© Copyright 14 HKAS 1 (September2018August 2020)
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An entity shall not present any items of income or expense as extraordinary items,
in the statement(s) presenting profit or loss and other comprehensive income 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 a HKFRS requires or permits otherwise.

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’
Conceptual 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 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 items of other comprehensive income either:
€)] 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 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. 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 of other comprehensive income after any
related reclassification adjustments.

© Copyright 27 HKAS 1 (September2018August 2020)
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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.

[Deleted]

HKFRS 15 Revenue from Contracts with Customers, issued in July 2014, amended
paragraph 34. An entity shall apply that amendment when it applies HKFRS 15.

HKFRS 9, as issued in September 2014, amended paragraphs 7, 68, 71, 82, 93, 95, 96,
106 and 123 and deleted paragraphs 139E, 139G and 139M. An entity shall apply those
amendments when it applies HKFRS 9.

Disclosure Initiative (Amendments to HKAS 1), issued in January 2015, amended
paragraphs 10, 31, 54-55, 82A, 85, 113-114, 117, 119 and 122, added paragraphs 30A,
55A and 85A-85B and deleted paragraphs 115 and 120. An entity shall apply those
amendments for annual periods beginning on or after 1 January 2016. Earlier application
is permitted. Entities are not required to disclose the information required by paragraphs
28-30 of HKAS 8 in relation to these amendments.

HKFRS 16 Leases, issued in May 2016, amended paragraph 123. An entity shall apply
that amendment when it applies HKFRS 16.

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

Amendments to References to the Conceptual Framework in HKFRS Standards, issued in

1397

2018, amended paragraphs 7, 15, 19-20, 23-24, 28 and 89. An entity shall apply those
amendments for annual periods beginning on or after 1 January 2020. Earlier application
is_permitted if at the same time an entity also applies all other amendments made by
Amendments to References to the Conceptual Framework in HKFRS Standards. An entity
shall_apply the amendments to HKAS 1 retrospectively in_accordance with HKAS 8
Accounting Policies, Changes in Accounting Estimates and Errors. However, if an entity
determines that retrospective application would be impracticable or would involve undue
cost or effort, it shall apply the amendments to HKAS 1 by reference to paragraphs 23—28,
50-53 and 54F of HKAS 8.

Definition of Material (Amendments to HKAS 1 and HKAS 8), issued in January 2019,

amended paragraph 7 of HKAS 1 and paragraph 5 of HKAS 8, and deleted paragraph 6 of
HKAS 8. An entity shall apply those amendments prospectively for annual periods
beginning on or after 1 January 2020. Earlier application is permitted. If an entity applies
those amendments 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 BC

Amendments to Classification of Liabilities as Current or
Non-current

The following sets out amendments required for this Standard resulting from amendments to
HKAS 1 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.

Paragraphs 69, 73, 74 and 76 are amended. Paragraphs 72A, 75A, 76A, 76B and 139U are
added. Paragraph 139D is deleted. Headings are added before paragraphs 70, 71, 72A and 76A.
Paragraphs 70, 71, 72 and 75 are not amended, but are included for ease of reading. New text is
underlined and deleted text is struck through.

Structure and content

Statement of financial position

Current liabilities

69 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;
(©) the liability is due to be settled within twelve months after the reporting
period; or

(d) it does not have-an—unconditional_the right_at the end of the reporting
period to defer settlement of the liability for at least twelve months after the
reporting period-{see-paragraph—73)——Ferms-ofatiability- that could,—at-the
option-o E|I9IGQHIIEEFIF|9&IE§. |esult_F|.|| Hs se. tiement-by-the-issue-ol-equiy

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

Normal operating cycle (paragraph 69(a))

70 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.
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Held primarily for the purpose of trading (paragraph 69(b)) or due to be
settled within twelve months (paragraph 69(c))

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 that meet the definition of held
for trading in HKFRS 9, 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.

Right to defer settlement for at least twelve months (paragraph 69(d))

An_entity’s right to defer settlement of a liability for at least twelve months after the
reporting period must have substance and, as illustrated in paragraphs 73—75, must exist
at the end of the reporting period. If the right to defer settlement is subject to the entity
complying with specified conditions, the right exists at the end of the reporting period only
if the entity complies with those conditions at the end of the reporting period. The entity
must comply with the conditions at the end of the reporting period even if the lender does
not test compliance until a later date.

If an entity-expects;—and has the-diseretion;_right, at the end of the reporting period, 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

otherW|se be due W|th|n a shorter penod —Hewever—when—re#nanemg—er—reﬂmg—e\mpthe

Fetmanemg} If the ent|tv has no such right, the entlty does not con5|der the potent|al to

refinance the obligation and classifies the obligation as current.

When an entity breaches a—provision_condition 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-uneconditional the 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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Classification of a liability is unaffected by the likelihood that the entity will exercise its
right to defer settlement of the liability for at least twelve months after the reporting period.
If a liability meets the criteria in _paragraph 69 for classification as non-current, it is
classified as non-current even if management intends or expects the entity to settle the
liability within twelve months after the reporting period, or even if the entity settles the
liability between the end of the reporting period and the date the financial statements are
authorised for issue. However, in either of those circumstances, the entity may need to
disclose information about the timing of settlement to enable users of its financial
statements to understand the impact of the liability on the entity’s financial position (see
paragraphs 17(c) and 76(d)).

tnr-respect-of-loansclassified-as-currentliabilities—|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:

€) refinancing on a long-term basis_of a liability classified as current (see paragraph

72);

(b) rectification of a breach of a long-term loan arrangement_classified as current
(see paragraph 74);-and

(c) the granting by the lender of a period of grace to rectify a breach of a long-term

loan arrangement—ending—atteast-twelve—months—after—thereporting—period-

classified as current (see paragraph 75); and

(d) settlement of a liability classified as non-current (see paragraph 75A).

Settlement (paragraphs 69(a), 69(c) and 69(d))

For the purpose of classifying a liability as current or non-current, settlement refers

76B

to a transfer to the counterparty that results in the extinguishment of the liability.
The transfer could be of:

(@ cash or other economic resources—for example, goods or services; or

(b) the entity’s own equity instruments, unless paragraph 76B applies.

Terms of a liability that could, at the option of the counterparty, result in its

settlement by the transfer of the entity’s own equity instruments do not affect its
classification as current or non-current if, applying HKAS 32 Financial Instruments:
Presentation, the entity classifies the option as an equity instrument, recognising it
separately from the liability as an equity component of a compound financial
instrument.

Transition and effective date

139D [Deleted]

139U Classification of Liabilities as Current or Non-current, issued in August 2020 amended

paragraphs 69, 73, 74 and 76 and added paragraphs 72A, 75A, 76A and 76B. An entity shall apply

those amendments for annual reporting periods beginning on or after 1 January 2023

retrospectively in accordance with HKAS 8. Earlier application is permitted. If an entity applies

those amendments for an earlier period, it shall disclose that fact.
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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.

CONTENTS
from paragraph

BASIS FOR CONCLUSIONS ON
IAS 1 PRESENTATION OF FINANCIAL STATEMENTS

INTRODUCTION BC1
The Improvements project—revision of IAS 1 (2003) BC2
Amendment to IAS 1—Capital Disclosures (2005) BC5
Amendment to IAS 32 and IAS 1—Puttable Financial Instruments and
Obligations Arising on Liquidation (2008) BC6A
Presentation of Items of Other Comprehensive Income (Amendments to IAS 1) BC6B
Financial statement presentation—Joint project BC7
DEFINITIONS BC11
General purpose financial statements (paragraph 7) BC11
Definition of Material (paragraph 7) BC13A
FINANCIAL STATEMENTS BC14
Complete set of financial statements BC14
Titles of financial statements BC14
Equal prominence BC22
Departures from IFRSs (paragraphs 19-24) BC23
Materiality and aggregation (paragraphs 29-31) BC30A
Comparative information BC31
A statement of financial position as at the beginning of the earliest
comparative period BC31
Clarification of requirements for comparative information BC32A
IAS 34 Interim Financial Reporting BC33
Criterion for exemption from requirements BC34
Reporting owner and non-owner changes in equity BC37
STATEMENT OF FINANCIAL POSITION BC38A
Information to be presented in the statement of financial position BC38A

(paragraphs 54-55A)
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Current assets and current liabilities (paragraphs 68 and 71) BC38H

Classification of the liability component of a convertible instrument BC38L
(paragraph 69)

Effect of events after the reporting period on the classification of liabilities

(paragraphs 69-76) BC39
STATEMENT OF COMPREHENSIVE INCOME BC49
Reporting comprehensive income (paragraph 81) BC49
Results of operating activities BC55
Subtotal for profit or loss (paragraph 82) BC57
Information to be presented in the profit or loss section or the BC58A
statement of profit or loss (paragraphs 85-85B)

Minority interest (paragraph 83) BC59
Extraordinary items (paragraph 87) BC60
Other comprehensive income—related tax effects BC65
(paragraph 90 and 91)

Reclassification adjustments (paragraphs 92-96) BC69
STATEMENT OF CHANGES IN EQUITY BC74
Effects of retrospective application or retrospective restatement BC74
(paragraph 106(b))

Reconciliation for each component of other comprehensive income BC74A
(paragraphs 106(d)(ii) and 106A)

Presentation of dividends (paragraph 107) BC75
STATEMENT OF CASH FLOWS BC76
IAS 7 Cash Flow Statements (paragraph 111) BC76
NOTES BC76A
Structure (paragraphs 112-116) BC76A
Disclosure of accounting policies (paragraphs 117-121) BC76F
Disclosure of the judgements that management has made in

the process of applying the entity’s accounting policies BC77
(paragraphs 122-124)

Disclosure of major sources of estimation uncertainty BC79
(paragraphs 125-133)

Disclosures about capital (paragraphs 134 and 135) BC85
Objectives, policies and processes for managing capital BC90
(paragraph 136)

Externally imposed capital requirements (paragraph 136) BC92
Internal capital targets BC98
Puttable financial instruments and obligations arising on liquidation BC100A
Presentation of measures per share BC101
TRANSITION AND EFFECTIVE DATE BC105
Disclosure Initiative (Amendments to IAS 1) BC105C
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AMENDED REFERENCES TO THE CONCEPTUAL FRAMEWORK BC105G
DIFFERENCES FROM SFAS 130 BC106
APPENDICES

Amendments to the Basis for Conclusions on other IFRSs

Amendments to the Basis for Conclusions on Classification of Liabilities as Current or
Non-current

DISSENTING OPINIONS
GUIDANCE ON IMPLEMENTING
IAS 1 PRESENTATION OF FINANCIAL STATEMENTS
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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 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’.

Definition of Material (paragraph 7)

Background

The Board was informed at the Discussion Forum on Financial Reporting Disclosure it

BC13B

hosted in January 2013 ~ through feedback on the amendments to IAS 1 in the 2014
Exposure Draft Disclosure Initiative, the 2017 Discussion Paper Disclosure
Initiative—Principles of Disclosure, and from other sources, that entities experience
difficulties in making materiality judgements when preparing financial statements.

The feedback indicated that difficulties in_making materiality judgements _are generally

BC13C

behavioural rather than related to the definition of material. That feedback indicated that
some_entities apply the disclosure requirements in IFRS Standards mechanically, using
them as a checklist for disclosures in their financial statements, rather than applying their
judgement to determine what information is material. Some entities have said that it is
easier to use a checklist approach than to apply judgement because of management
resource constraints, and because following a mechanical approach means that their
judgement is less likely to be challenged by auditors, regulators or users of their financial
statements. Similarly, some entities say that they prefer to be cautious when deciding
whether to omit disclosures to avoid the risk of being challenged by these parties.

The Board concluded that these behavioural difficulties could best be addressed by

BC13D

providing guidance to help entities make materiality judgements, rather than by making
substantive changes to the definition of material. Consequently, in September 2017 the
Board issued IFRS Practice Statement 2 Making Materiality Judgements (Materiality
Practice Statement).

Although many stakeholders agreed that substantive changes to the definition of material

were unnecessary, the Board received some feedback that the definition of material might
encourage entities to disclose immaterial information in their financial statements. Feedback
suggested that the Board should address the following points:

(a) the phrase ‘could influence decisions of users’, to describe the threshold for
deciding whether information is material, may be understood as requiring too much
information to be provided, because almost anything ‘could’ influence the decisions
of some users of the financial statements, even if such a possibility were remote;

A Feedback Statement summarising the feedback from that forum and from the Board'’s related survey on financial

reporting disclosure is available on the IFRS Foundation website at

http://www.ifrs.org/-/media/project/disclosure-initative/feedback-statement-discussion-forum-financial-reporting-disclo

sure-may-2013.pdf.
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(b) the phrase ‘information is material if omitting it or misstating it’ focuses only on
information that cannot be omitted (material information) and does not also
consider the effect of including immaterial information; and

(c) the definition refers to ‘users’ but does not specify their characteristics, which is
interpreted by some as implying that an entity is required to consider all possible
users of its financial statements when deciding what information to disclose.

The Board also observed that the wording of the definition of material in the Conceptual

BC13F

Framework for Financial Reporting (Conceptual Framework) differed from the wording
used in IAS 1 Presentation of Financial Statements and IAS 8 Accounting Policies,
Changes in Accounting Estimates and Errors. The Board believes that the substance of
the definitions is the same because these definitions all cover the omission or
misstatement of information that could influence the decisions of users of financial
statements. Nevertheless, the existence of more than one definition of material could be
confusing and could imply that the Board intended these definitions to have different
meanings and be applied differently in practice.

Consequently, the Board decided to propose refinements to the definition of material and

BC13G

to align the definition across IFRS Standards and other publications. The Board observed
that these refinements were intended to make the definition easier to understand and
were not intended to alter the concept of materiality in IFRS Standards.

Refinements to the definition of material

In _September 2017 the Board published the Exposure Draft Definition of Material

BC13H

(Proposed amendments to IAS 1 and IAS 8) which proposed a revised definition.

The Board developed this definition by:

(@ replacing the description of the threshold ‘could influence’ with ‘could reasonably
be expected to influence’ to incorporate the existing clarification in paragraph 7
of IAS 1 which states: ‘Therefore, the assessment needs to take into account
how users with such attributes could reasonably be expected to be influenced in
making economic decisions’ [emphasis added]. This wording helps to address
concerns raised by some parties that the threshold ‘could influence’ in the
existing definition of material is too low and might be applied too broadly (see
paragraph BC13D(a)).

(b) using the wording of the definition of material in the Conceptual Framework.  The
Board concluded that this wording was clearer than the definition in IAS 1 and
IAS 8. However, the Board decided to refer to ‘financial statements’ rather than
financial reports’ in the amendments to IAS 1 to be consistent with the scope of
that Standard.” The Conceptual Framework definition also clarifies that the users
to whom the definition refers are the primary users of an entity’s financial reports
or statements. Referring to the primary users in the definition of material in IAS 1
helps to respond to concerns that the term ‘users’ may be interpreted too widely
(see paragraph BC13D(c)).

The wording in paragraph 2.11 of the Conceptual Framework is: ‘Information is material if omitting it or misstating it

could influence decisions that the primary users of general purpose financial reports make on the basis of those

reports, which provide financial information about a specific reporting entity’.

*%

Financial statements are a type of financial report.
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(c) including ‘obscuring’ in the definition of material to incorporate the existing

concept in paragraph 30A of IAS 1 which states: ‘An entity shall not reduce the
understandability of its financial statements by obscuring material information
with immaterial information or by aggregating items that have different natures or
functions.” Referring to ‘obscuring’ in the definition of material is_intended to
respond to concerns that the effect of including immaterial information should
also _be considered in addition to ‘misstating’ and ‘omitting’ (see paragraphs
BC13D(a) and (b)).

(d) relocating wording that explains rather than defines material from the definition

itself to its explanatory paragraphs. This reorganisation clarifies which
requirements _are part _of the definition and which paragraphs explain the
definition.

Some parties said that the Board should raise the threshold at which information

BC13J

becomes material by replacing ‘could’ with ‘would’ in the definition. However, the Board
did not do this because it concluded that using ‘would’ would be a substantive change that
might have unintended consequences. For example, ‘would influence decisions’ might be
interpreted as a presumption that information is not material unless it can be proved
otherwise, ie for information to be seen as material it would be necessary to prove that the
information would influence the decisions of users of the financial statements.

Obscuring information

Responses to the Exposure Draft Definition of Material (Proposed amendments to IAS 1

BC13K

and IAS 8) indicated strong support for the definition of material to be aligned across the
Conceptual Framework and IFRS Standards. However, many respondents had some
concerns—in particular about including the existing concept of ‘obscuring’ (as set out in
paragraph 30A of IAS 1) in the definition of material in the way proposed in the Exposure
Draft. Many respondents thought that if the Board were to include this concept in the
definition, then ‘obscuring information’ would need to be more precisely defined or
explained than it was in the Exposure Draft.

The Board agreed with respondents that the concept of ‘obscuring information’ is

BC13L

inherently more judgemental than ‘omitting’ or ‘misstating’_information and considered
removing the concept from the definition of material and its explanatory paragraphs
altogether. However, the Board decided that the benefit of including ‘obscuring’ in the
definition of material outweighed these concerns. Including this concept emphasises that
obscuring information can affect the decisions of primary users just as omitting or
misstating that information can. In particular, including ‘obscuring’ in the definition of
material addresses concerns that the former definition could be perceived by
stakeholders as focusing only on information that cannot be omitted (material information)
and not also on why it may be unhelpful to include immaterial information.

The Board did not intend to be prescriptive by including the word ‘obscuring’ in_the

definition of material and by further clarifying it—the Board is not prohibiting entities from
disclosing immaterial information or _introducing a required quality of explanations and
information included in the financial statements. For example, the Board did not intend the
addition of the word ‘obscure’ to prevent entities from providing information required by
local requlators or prescribe how an entity organises and communicates information in the
financial statements. Rather, the Board’s intention is to:

(a) support the existing requirements in paragraph 30A of IAS 1 which state that ‘An
entity shall not reduce the understandability of its financial statements by
obscuring _material_information with immaterial information or by aggregating
material items that have different natures or functions’; and
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(b) help entities and other stakeholders avoid instances in which material
information may be obscured by immaterial information to the extent that it has a
similar _effect on the primary users of financial statements to omitting or
misstating that information.

Other amendments

While the revised definition of material in IAS 1 has been based on the definition of

BC13N

material in the Conceptual Framework, some adjustments were made to the Conceptual
Framework definition to improve clarity and consistency between the Conceptual
Framework and the IFRS Standards. The definition in the Conceptual Framework,
however, continues to refer to ‘financial reports’ rather than ‘financial statements’.

The Board also made amendments to the Materiality Practice Statement to align it with

BC130

the revised definition of material. The Materiality Practice Statement continues to refer to
both ‘immaterial’_and ‘not material’ as the Board concluded that these terms have the

same meaning.

As explained in paragraph BC13H, the amendments incorporate existing guidance from

BC13P

the Conceptual Framework and IAS 1 and are not substantive changes to the existing
requirements in IFRS Standards. For this reason, the Board concluded that the guidance
in_the Materiality Practice Statement and the Conceptual Framework would not be
affected by these amendments.

Because the amendments are based on existing guidance, they are not considered to be

BC130Q

substantive changes. The Board consequently concluded that amendments to other
requirements in IFRS Standards are unnecessary, other than to update the definition of
material where it is quoted or referred to directly.

The Board also decided that it was unnecessary to change all instances of ‘economic

BC13R

decisions’ to ‘decisions’, and all instances of ‘users’ to ‘the primary users of financial
statements’ in IFRS Standards. In its Conceptual Framework project, the Board clarified
that:

(a) the terms ‘primary users’ and ‘users’ are intended to be interpreted the same
way and both refer to existing and potential investors, lenders and other creditors
who must rely on general purpose financial reports for much of the financial
information they need (see the footnote to paragraph 1.5 of the Conceptual
Framework); and

(b) the terms ‘decisions’ and ‘economic decisions’ are intended to be interpreted the
same way.

Likely effects of the amendments to IFRS Standards

In the Board’s view, the amendments will improve understanding of the definition of

material by:

(a) aligning the wording of the definition in IFRS Standards and the Conceptual
Framework to avoid the potential for confusion arising from different definitions;

(b) incorporating supporting requirements in IAS 1 into the definition to give them
more prominence and clarify their applicability; and

(c) providing existing guidance on the definition of material in one place, together
with the definition.
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BC13S The Board concluded that the amendments do not change existing requirements

substantively because:

(a

the refinements to the definition of material:

(b)

(i) are based on wording in the Conceptual Framework that is similar to but
clearer than the existing definition in IAS 1 and IAS 8 (see paragraphs
BC13E and BC13H(b)); and

(i) incorporate _wording that already exists in IAS 1 (see paragraphs
BC13H(a), (c) and (d)).

the clarification that ‘users’ are the primary users and the description of their

(c)

characteristics have been taken from the Conceptual Framework.

the inclusion of ‘obscuring information’ reflects the existing requirement, as set

out in paragraph 30A of IAS 1, that an entity shall not reduce the
understandability of its financial statements by obscuring material information.
This amendment is not expected to substantively change an entity’s decisions
about whether information is_material—in no_circumstances would obscuring
information influence the decisions of users, if omitting or misstating the same
information would have no influence on those decisions.

Consequently, the Board expects that the effect of the revised definition will be to help

entities to make better materiality judgements.

Effective date of the amendments

BC13T Because the amendments do not substantively change existing requirements, the Board

decided that:

(@

prospective application is appropriate;

(b)

a long implementation period is unnecessary; and

(c)

early adoption of the amendments should be permitted.
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Financial statements

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

BC14 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.

BC15 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.

BC16 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.

References to the Framework in this Basis for Conclusions are to the IASC's Framework for the Preparation and
Presentation of Financial Statements, adopted by the $ASBBoard in 2001_and in effect when the Standard was revised
and amended.-t+-Septembe he A B h REW vith-the Acen e inranci

Reportng:
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BC105FThe March 2014 Exposure Draft proposed that if an entity applies these amendments early
that it should disclose that fact. However, the Board removed this requirement and stated in
the transition provisions that an entity need not disclose the fact that it has applied these
amendments (regardless of whether the amendments have been applied for annual periods
beginning on or after 1 January 2016 or if they have been applied early). This is because the
Board considers that these amendments are clarifying amendments that do not directly
affect an entity’s accounting policies or accounting estimates. Similarly, an entity does not
need to disclose the information required by paragraphs 28—30 of IAS 8 in relation to these
amendments. The Board noted that if an entity decides to change its accounting policies as
a result of applying these amendments then it would be required to follow the existing
requirements in IAS 8 in relation to those accounting policy changes.

Amended references to the Conceptual Framework

BC105GFollowing the issue of the revised Conceptual Framework for Financial Reporting in 2018

(2018 Conceptual Framework), the Board issued Amendments to References to the

Conceptual Framework in IFRS Standards. In IAS 1, that document replaced references in

paragraphs 15, 19-20, 23—-24, 28 and 89 to the Framework with references to the 2018

Conceptual Framework.

BC105H The Board does not expect the replacement of the references to the Framework to have a

significant effect on the application of the Standard for the following reasons:

(@

In paragraph 15, replacing the reference to the Framework should not change the

(b)

assessment of whether the financial statements present fairly the financial position,
financial performance and cash flows of an entity. Paragraph 15 explains that the
application of IFRS Standards, with additional disclosure when necessary, is
presumed to result in financial statements that achieve fair presentation. Revisions
of the Conceptual Framework will not automatically lead to changes in IFRS
Standards. Hence, entities are expected to continue applying IFRS Standards in
preparing their financial statements even in cases in which the requirements of a
particular Standard depart from aspects of the Conceptual Framework.

In paragraphs 19-20 and 23-24, replacing the reference to the Framework means

(c)

referring to the revised description of the objective of financial statements in the
2018 Conceptual Framework instead of the description provided by the Framework.

The objective did not change substantively—it is an adapted and updated version
of the objective of financial statements from the Framework and paragraph 9 of
IAS 1. Hence, applying the revised objective is not expected to lead to changes in
the application of the requirements in paragraphs 19—20 and 23-24.

In paragraph 28, replacing the reference to the Framework in the discussion of the

(d)

accrual basis of accounting is not expected to result in any changes because no
changes were made to the discussion of the accrual basis of accounting in the
2018 Conceptual Framework.

In paragraph 89, replacing the reference to the Framework means referring to the

© Copyright

revised definitions of income and expenses in the 2018 Conceptual Framework.
The Board concluded that this is unlikely to lead to changes in applying the
requirements of IAS 1 because the definitions of income and expenses in the 2018

Conceptual Framework were updated only to align them with the revised

definitions of an asset and a liability. Moreover, the main purpose of paragraph 89

is to _indicate that particular items of income or _expenses can be recognised

outside profit or loss only if required by other IFRS Standards.
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BC105I IAS 1 referred to the Framework in paragraph 7 and quoted the description of users of
financial statements from the Framework. To retain the requirements of this paragraph, the
Board decided to embed that description in the Standard itself instead of updating the
reference and the related quotation.

BC105J In _developing the 2018 Conceptual Framework the Board retained the term ‘faithful
representation’ as a label for the qualitative characteristic previously called ‘reliability’ (see
paragraphs BC2.22-BC2.31 of the Basis for Conclusions on the 2018 Conceptual
Framework). In order to avoid possible unintended consequences, the Board decided
aqainst replacing the term ‘reliability’ with the term ‘faithful representation’ in the Standards
at this time.

Differences from SFAS 130

BC106 In developing IAS 1, the Board identified the following differences from SFAS 130:

(@) 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.

(b) 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.

(c) 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 Classification of
Liabilities as Current or Non-current

This appendix contains amendments to the Basis for Conclusions on IAS 1 that are not yet effective.
Once effective, the amendments set out below will be incorporated into the text of this Basis for
Conclusions and this appendix will be deleted.

Paragraphs BC38L-BC38P and the heading above paragraph BC38L are deleted. The heading
above paragraph BC39 is replaced by a new heading and sub-heading. Paragraphs BC48A-BC48H
are added and headings are added above paragraphs BC48A and BC48F. After paragraph BC105F,
a new heading and paragraphs BC105FA-BC105FC are added. New text is underlined and deleted
text is struck through.

Statement of financial position

BC38L- [Deleted]
BC38P

. .
Ellleet_ ﬁe' ' e."e“tsﬁ al'ltel '.l.“.'e |e5pe|t|ng pleueel e“;“'e

Current liabilities (paragraphs 69—-76B)

Effect of events after the reporting period (paragraphs 69-76)

BC39

Right to defer settlement for at least twelve months (paragraphs 69(d)

and 72A-76)

BC48A Paragraph 69(d) specifies that, to classify a liability as non-current, an entity must have the
right to defer settlement of the liability for at least twelve months after the reporting period.
In January 2020, the Board amended aspects of this classification principle and related
application _requirements in_paragraphs 73-76. The Board made the amendments in
response to a reguest to reconcile apparent contradictions between paragraph
69(d)—which required an ‘unconditional right' to defer settlement—and paragraph
73—which referred to an entity that ‘expects, and has the discretion, to’ refinance or roll
over an obligation.
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The Board added to the classification principle in_paragraph 69(d) and the example in

BC48C

paragraph 73 clarification that an entity’s right to defer settlement must exist ‘at the end of
the reporting period’. The need for the right to exist at the end of the reporting period was
already illustrated in the examples in paragraphs 74 and 75 but was not stated explicitly in
the classification principle.

The Board also observed that the classification principle requires an assessment of whether

BC48D

an entity has the right to defer settlement of a liability and not whether the entity will exercise
that right. Accordingly:

@ the Board amended paragraph 73, which discusses liabilities an entity has a right
to roll over for at least twelve months after the reporting period. The Board deleted
from paragraph 73 a suggestion that to classify such a liability as non-current, an
entity must _not only have the right to roll over the liability but also expect to
exercise that right. The Board also aligned the terminology by replacing ‘discretion’
with ‘right’ in paragraph 73.

(b) the Board added paragraph 75A, which explicitly clarifies that classification is
unaffected by management intentions or_expectations, or by settlement of the
liability within twelve months after the reporting period.

The Board considered whether an entity’s right to defer settlement needs to be

BC48E

unconditional. The Board noted that rights to defer settlement of a loan are rarely
unconditional—they are often conditional on compliance with covenants. The Board
decided that if an entity’s right to defer settlement of a liability is subject to the entity
complying with specified conditions, the entity has a right to defer settlement of the liability
at the end of the reporting period if it complies with those conditions at that date.
Accordingly, the Board:

(a) deleted the word ‘unconditional’ from the classification principle in paragraph 69(d);
and

(b) added paragraph 72A to clarify that if an entity’s right to defer settlement is subject
to compliance with specified conditions:

() the right exists at the end of the reporting period only if the entity complies
with those conditions at the end of the reporting period; and

(i) the entity must comply with the conditions at the end of the reporting
period even if the lender does not test compliance until a later date.

The Board considered whether to specify how management assesses an _entity’s

compliance with a condition relating to the entity’s cumulative financial performance (for
example, profit) for a period extending beyond the reporting period. The Board concluded
that comparing the entity’s actual performance up to the end of the reporting period with the
performance required over a longer period would not provide useful information—one of
these_measures would have to be adjusted to make the two comparable. However, the
Board decided not to specify a method of adjustment because any single method could be
inappropriate in some situations.
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Settlement (paragraphs 76A—=76B)

BC48F While developing the amendments discussed in paragraphs BC48A—BC48E, the Board
considered whether a liability is ‘settled’ when it is rolled over under an existing loan facility.
The Board concluded that rolling over a liability does not constitute settlement because it is
the extension of an existing liability, which does not involve any transfer of economic
resources. The Board also observed that a liability is defined as an obligation ‘to transfer an
economic resource’ and that some types of liabilities are settled by transferring economic
resources other than cash. For example, performance obligations within the scope of IFRS
15 Revenue from Contracts with Customers are settled by transferring promised goods or
services. The Board decided it would be helpful to clarify those aspects of the meaning of
the term ‘settlement’ and so added paragraph 76A.

BC48G While considering the meaning of the term settlement, the Board also considered liabilities
an_entity will or may settle by issuing its own equity instruments or, in other words, by
converting the liability to equity. In Improvements to IFRSs issued in 2009, the Board had
added to paragraph 69(d) a statement that ‘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’. The effect of this statement is that a bond that the holder may convert to
equity before maturity is classified as current or non-current according to the terms of the
bond, without considering the possibility of earlier settlement by conversion to equity.

BC48H The Board concluded that, when it had added the statement about counterparty conversion
options in 2009, it had intended the statement to apply only to liabilities that include a
counterparty conversion option that meets the definition of an equity instrument and,
applying IAS 32 Financial Instruments: Presentation, is recognised separately from the host
liability as the equity component of a compound financial instrument. The Board further
concluded that, in other cases—that is, if an obligation to transfer equity instruments is
classified applying IAS 32 as a liability or part of a liability—the transfer of equity
instruments would constitute settlement of the liability for the purpose of classifying it as
current or non-current. To reflect those conclusions, the Board moved the statement about
counterparty conversion options from paragraph 69(d) to new paragraph 76B and clarified

its scope.

Transition and effective date

Classification of Liabilities as Current or Non-current (Amendments

to IAS 1)

BC105FA In January 2020 the Board issued Classification of Liabilities as Current or Non-current
for_the reasons described in paragraphs BC48A-BC48H. When issued, those
amendments had an effective date of annual reporting periods beginning on or after 1
January 2022. Subsequently, the Board noted that the covid-19 pandemic has created
pressures that could make it more challenging to implement any changes in classification
of liabilities as current or non-current resulting from the application of these amendments.
The pressures caused by the covid-19 pandemic could also delay the start and extend
the duration of any renegotiation of loan covenants resulting from those changes.
Consequently, the Board decided to provide entities with operational relief by deferring
the effective date of the amendments by one year to annual reporting periods beginning
on or after 1 January 2023. Earlier application of the amendments continues to be

permitted.
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The Board noted that deferring the effective date would delay the implementation of the

BC105FC

improvements to the classification of liabilities that the amendments intend to bring about.

However, the amendments clarify the requirements for presentation of liabilities instead

of fundamentally changing the required accounting; recognition and measurement

requirements_are unaffected by the amendments. Consequently, the Board concluded

that the advantages of a deferral during a time of significant disruption would outweigh
the disadvantages.

The Board considered whether to introduce disclosure requirements as part of the

© Copyright

amendment but concluded that this was unnecessary because an entity is required to
comply with paragraph 30 of IAS 8. Application of that paragraph requires disclosure of
known or reasonably estimable information relevant to assessing the possible impact of
the application of the amendments issued in January 2020 on an entity’s financial
statements.
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Dissenting opinions

DO1

DO2

DO3

DO4

DO5

DO6

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 1AS 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 13", 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.

The reference to the Framework is to the IASC's Framework for the Preparation and Presentation of Financial

+

Statements, adopted by the tASBBoard in 2001_and in effect when the Standard was revised.4r-September2010-the
ASB ad-tha mawn aith tha ncap ma inanei ng

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
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
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 OCIl. 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.

References to the Conceptual Framework in this Dissent are to the Conceptual Framework for Financial Reporting,

issued in 2010 and in effect when the Standard was amended.
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Appendix B

Statement of cash flows for a financial institution

This appendix accompanies, but is not part of, IAS 7.

1

The example shows only current period amounts. Comparative amounts for the preceding
period are required to be presented in accordance with IAS 1 Presentation of Financial

Statements.

The example is presented using the direct method.

Cash flows from operating activities
Interest and commission receipts

Interest payments

Recoveries on loans previously written off

Cash payments to employees and suppliers

(Increase) decrease in operating assets:

Short-term funds

Deposits held for regulatory or monetary control purposes
Funds advanced to customers

Net increase in credit card receivables

Other short-term negotiable securities

Increase (decrease) in operating liabilities:

Deposits from customers

Negotiable certificates of deposit

Net cash from operating activities before income tax
Income taxes paid

Net cash from operating activities

Cash flows from investing activities
Disposal of subsidiary Y

Dividends received

Interest received

Proceeds from sales of non-dealing securities
Purchase of non-dealing securities

Purchase of property, plant and equipment

Net cash from investing activities

© Copyright 20

28,447
(23,463)
237

(997)

4,224

(650)

234
(288)
(360)
(120)

600

(200)

3,440

(100)

50
200
300

1,200

(600)

(500)

20X2

3,340

650
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same meaning.

Prior period errors are omissions from, and misstatements in, the entity’s
financial statements for one or more prior periods arising from a failure to use,
or misuse of, reliable information that:

(@) was available when financial statements for those periods were
authorised for issue; and

(b) could reasonably be expected to have been obtained and taken into
account in the preparation and presentation of those financial
statements.

Such errors include the effects of mathematical mistakes, mistakes in applying
accounting policies, oversights or misinterpretations of facts, and fraud.

Retrospective application is applying a new accounting policy to transactions,
other events and conditions as if that policy had always been applied.

Retrospective restatement is correcting the recognition, measurement and
disclosure of amounts of elements of financial statements as if a prior period
error had never occurred.

Impracticable Applying a requirement is impracticable when the entity cannot
apply it after making every reasonable effort to do so. For a particular prior
period, it is impracticable to apply a change in an accounting policy
retrospectively or to make a retrospective restatement to correct an error if:

(@) the effects of the retrospective application or retrospective restatement
are not determinable;

(b) the retrospective application or retrospective restatement requires
assumptions about what management’s intent would have been in that
period; or

©) the retrospective application or retrospective restatement requires
significant estimates of amounts and it is impossible to distinguish
objectively information about those estimates that:

M provides evidence of circumstances that existed on the date(s) as
at which those amounts are to be recognised, measured or
disclosed; and

(i) would have been available when the financial statements for that
prior period were authorised for issue from other information.
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Prospective application of a change in accounting policy and of recognising the
effect of a change in an accounting estimate, respectively, are:

(@) applying the new accounting policy to transactions, other events and
conditions occurring after the date as at which the policy is changed; and

(b) recognising the effect of the change in the accounting estimate in the
current and future periods affected by the change.

Accounting policies

10

Selection and application of accounting policies

When a HKFRS specifically applies to a transaction, other event or condition,
the accounting policy or policies applied to that item shall be determined by
applying the HKFRS.

HKFRSs set out accounting policies that the HKICPA has concluded result in
financial statements containing relevant and reliable information about the
transactions, other events and conditions to which they apply. Those policies need not
be applied when the effect of applying them is immaterial. However, it is
inappropriate to make, or leave uncorrected, immaterial departures from HKFRSs to
achieve a particular presentation of an entity’s financial position, financial
performance or cash flows.

HKFRSs are accompanied by guidance to assist entities in applying their requirements.
All such guidance states whether it is an integral part of HKFRSs. Guidance that is an
integral part of HKFRSs is mandatory. Guidance that is not an integral part of HKFRSs
does not contain requirements for financial statements.

In the absence of a HKFRS that specifically applies to a transaction, other event
or condition, management shall use its judgement in developing and applying an
accounting policy that results in information that is:

(@) relevant to the economic decision-making needs of users; and
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(b) reliable, in that the financial statements:

0] represent faithfully the financial position, financial performance
and cash flows of the entity;

(i) reflect the economic substance of transactions, other events and
conditions, and not merely the legal form;

(iif)  are neutral, ie free from bias;
(iv) are prudent; and

(V) are complete in all material respects.

In making the judgement described in paragraph 10, management shall refer to,
and consider the applicability of, the following sources in descending order:

(@) the requirements in HKFRSs dealing with similar and related issues;
and

(b) the definitions, recognition criteria and measurement concepts for assets,
liabilities, income and expenses in the-Framewerk Conceptual Framework
for Financial Reporting (Conceptual Framework”.

In making the judgement described in paragraph 10, management may also
consider the most recent pronouncements of other standard-setting bodies that
use a similar conceptual framework to develop accounting standards, other
accounting literature” and accepted industry practices, to the extent that these
do not conflict with the sources in paragraph 11.

Consistency of accounting policies

An entity shall select and apply its accounting policies consistently for similar
transactions, other events and conditions, unless a HKFRS specifically requires
or permits categorisation of items for which different policies may be
appropriate. If a HKFRS requires or permits such categorisation, an
appropriate accounting policy shall be selected and applied consistently to each
category.

Changes in accounting policies

An entity shall change an accounting policy only if the change:

(@) is required by a HKFRS; or

(b) results in the financial statements providing reliable and more relevant

information about the effects of transactions, other events or conditions
on the entity’s financial position, financial performance or cash flows.

#

rancial e

Paragraph 54G explains how this requirement is amended for requlatory account balances.

In the context of Hong Kong, other accounting literature includes Accounting Guidelines and
Accounting Bulletins.
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(b) would have been available when the financial statements for that prior period
were authorised for issue

from other information. For some types of estimates (eg a fair value measurement that
uses significant unobservable inputs), it is impracticable to distinguish these types of
information. When retrospective application or retrospective restatement would
require making a significant estimate for which it is impossible to distinguish these
two types of information, it is impracticable to apply the new accounting policy or
correct the prior period error retrospectively.

Hindsight should not be used when applying a new accounting policy to, or correcting
amounts for, a prior period, either in making assumptions about what management’s
intentions would have been in a prior period or estimating the amounts recognised,
measured or disclosed in a prior period. For example, when an entity corrects a prior
period error in calculating its liability for employees’ accumulated sick leave in
accordance with HKAS 19 Employee Benefits, it disregards information about an
unusually severe influenza season during the next period that became available after
the financial statements for the prior period were authorised for issue. The fact that
significant estimates are frequently required when amending comparative information
presented for prior periods does not prevent reliable adjustment or correction of the
comparative information.

Effective date and transition

54

54a

S54A

54B

54C

54D

S54E

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

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

[Deleted]
[Deleted]

HKFRS 13 Fair Value Measurement, issued in June 2011, amended paragraph 52. An
entity shall apply that amendment when it applies HKFRS 13.

[Deleted]
HKFRS 9 Financial Instruments, as issued in September 2014, amended paragraph

53 and deleted paragraphs 54A, 54B and 54D. An entity shall apply those
amendments when it applies HKFRS 9.
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Amendments to References to the Conceptual Framework in HKFRS Standards,

54G

issued in 2018, amended paragraphs 6 and 11(b). An entity shall apply those
amendments for annual periods beginning on or after 1 January 2020. Earlier
application is permitted if at the same time an entity also applies all other
amendments made by Amendments to References to the Conceptual Framework in
HKFRS Standards. An entity shall apply the amendments to paragraphs 6 and 11(b)
retrospectively in accordance with this Standard. However, if an entity determines
that retrospective application would be impracticable or would involve undue cost or
effort, it shall apply the amendments to paragraphs 6 and 11(b) by reference to
paragraphs 23-28 of this Standard. If retrospective application of any amendment in
Amendments to References to the Conceptual Framework in HKFRS Standards would
involve undue cost or effort, an entity shall, in applying paragraphs 23—28 of this
Standard, read any reference except in the last sentence of paragraph 27 to ‘is
impracticable’ as ‘involves undue cost or effort’ and any reference to ‘practicable’ as
‘possible without undue cost or effort’.

If an entity does not apply HKFRS 14 Reqgulatory Deferral Accounts, the entity shall,

54H

in applying paragraph 11(b) to requlatory account balances, continue to refer to, and
consider the applicability of, the definitions, recognition criteria, and measurement
concepts in the Framework for the Preparation and Presentation of Financial
Statements™ instead of those in the Conceptual Framework. A regulatory account
balance is the balance of any expense (or income) account that is not recognised as an
asset or a liability in accordance with other applicable HKFRS Standards but is
included, or is expected to be included, by the rate regulator in establishing the rate(s)
that can be charged to customers. A rate regulator is an authorised body that is
empowered by statute or regulation to establish the rate or a range of rates that bind
an entity. The rate regulator may be a third-party body or a related party of the entity,
including the entity’s own governing board, if that body is required by statute or
requlation to set rates both in the interest of the customers and to ensure the overall
financial viability of the entity.

Definition of Material (Amendments to HKAS 1 and HKAS 8), issued in January

2019, amended paragraph 7 of HKAS 1 and paragraph 5 of HKAS 8, and deleted
paragraph 6 of HKAS 8. An entity shall apply those amendments prospectively for
annual periods beginning on or after 1 January 2020. Earlier application is permitted.
If an entity applies those amendments for an earlier period, it shall disclose that fact.

Withdrawal of other pronouncements

55

56

This Standard supersedes SSAP 2 Net Profit or Loss for the Period, Fundamental
Errors and Changes in Accounting Policies, revised in 2001.

[Not used]

*

The reference is to the Framework for the Preparation and Presentation of Financial Statements.
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BC6

BC7

BC8

BC9

BC10

BC11

HKAS 8 (February—20%+4August 2020)

The Board identified the removal of optional treatments for changes in accounting
policies and corrections of errors as an important improvement to the previous
version of IAS 8. The Standard removes the allowed alternative treatments and
requires changes in accounting policies and corrections of prior period errors to be
accounted for retrospectively.

The Board concluded that retrospective application made by amending the
comparative information presented for prior periods is preferable to the previously
allowed alternative treatments because, under the now required method of
retrospective application:

@) profit or loss for the period of the change does not include the effects of
changes in accounting policies or errors relating to prior periods.

(b) information presented about prior periods is prepared on the same basis as
information about the current period, and is therefore comparable. This
information possesses a qualitative characteristic identified in the Framework
for the Preparation and Presentation of Financial Statements_(Framework)”,
and provides the most useful information for trend analysis of income and
expenses.

© prior period errors are not repeated in comparative information presented for
prior periods.

Some respondents to the Exposure Draft argued that the previously allowed
alternative treatments are preferable because:

@) correcting prior period errors by restating prior period information involves
an unjustifiable use of hindsight;

(b) recognising the effects of changes in accounting policies and corrections of
errors in current period profit or loss makes them more prominent to users of
financial statements; and

©) each amount credited or debited to retained earnings as a result of an entity’s
activities has been recognised in profit or loss in some period.

The Board concluded that restating prior period information to correct a prior period
error does not involve an unjustifiable use of hindsight because prior period errors are
defined in terms of a failure to use, or misuse of, reliable information that was
available when the prior period financial statements were authorised for issue and
could reasonably be expected to have been obtained and taken into account in the
preparation and presentation of those financial statements.

The Board also concluded that the disclosures about changes in accounting policies
and corrections of prior period errors in paragraphs 28, 29 and 49 of the Standard
should ensure that their effects are sufficiently prominent to users of financial
statements.

The Board further concluded that it is less important for each amount credited or
debited to retained earnings as a result of an entity’s activities to be recognised in
profit or loss in some period than for the profit or loss for each period presented to
represent faithfully the effects of transactions and other events occurring in that
period.

*

References to the Framework in this Basis for Conclusions are to the IASC's Framework for the

Preparation and Presentation of Financial Statements, was-adopted by the +ASB-Board in 2001

and in effect when the Standard was

revised.—n—September—2010—the tASB—replaced—the
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BC17 As proposed in the Exposure Draft, the Standard states that pronouncements of other
standard-setting bodies are used only if they do not conflict with:

@) the requirements and guidance in IFRSs dealing with similar and related
issues; and

(b) the definitions, recognition criteria and measurement concepts for assets,
liabilities, income and expenses in the Framework”,

BC18 The Standard refers to the most recent pronouncements of other standard-setting
bodies because if pronouncements are withdrawn or superseded, the relevant
standard-setting body no longer thinks they include the best accounting policies to

apply.

BC19 Comments received indicated that it was unclear from the Exposure Draft whether a
change in accounting policy following a change in a pronouncement of another
standard-setting body should be accounted for under the transitional provisions in that
pronouncement. As noted above, the Standard does not mandate using
pronouncements of other standard-setting bodies in any circumstances. Accordingly,
the Board decided to clarify that such a change in accounting policy is accounted for
and disclosed as a voluntary change in accounting policy (see paragraph 21 of the
Standard). Thus, an entity is precluded from applying transitional provisions specified
by the other standard-setting body if they are inconsistent with the treatment of
voluntary changes in accounting policies specified by the Standard.

Materiality

BC20 The Standard states that accounting policies specified by IFRSs need not be applied
when the effect of applying them is immaterial. It also states that financial statements
do not comply with IFRSs if they contain material errors, and that material prior
period errors are to be corrected in the first set of financial statements authorised for
issue after their discovery. The Standard includes a definition of material omissions
or misstatements, which is based on the description of materiality in IAS 1
Presentation of Financial Statements (as issued in 1997) and in the Framework.

BC21 The former Preface to Statements of International Accounting Standards stated that
International Accounting Standards were not intended to apply to immaterial items.
There is no equivalent statement in the Preface to International Financial Reporting
Standards. The Board received comments that the absence of such a statement from
the Preface could be interpreted as requiring an entity to apply accounting policies
(including measurement requirements) specified by IFRSs to immaterial items.
However, the Board decided that the application of the concept of materiality should
be in Standards rather than in the Preface.

BC21A As a consequence of the Definition of Material (Amendments to IAS 1 and IAS 8),
issued in October 2018, the definition of material and the accompanying explanatory
paragraphs have been replaced with a reference to the definition of material and
explanatory paragraphs in IAS 1.7 The Board made this change to avoid the
duplication of the definition of material in the Standards.

BC22 The application of the concept of materiality is set out in two Standards. IAS 1 (as
revised in 2007) continues to specify its application to disclosures. 1AS 8 specifies the
application of materiality in applying accounting policies and correcting errors
(including errors in measuring items).

Financial-Reporting:_In 2018 the Board issued a revised Conceptual Framework for Financial
Reporting (Conceptual Framework). The Board also issued Amendments to References to the
Conceptual Framework in IFRS Standards. That document replaced the reference to the
Framework in paragraph 11(b) of 1AS 8 with a reference to the Conceptual Framework, except in
the case of some requlatory account balances, as explained in paragraphs 54G of IAS 8 and
BC38-BCA40.

*  Refer to paragraphs BC13A-BC13T of the Basis for Conclusions on IAS 1.
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Recognising the effects of changes in accounting estimates

BC32

BC33

The Exposure Draft proposed to retain without exception the requirement in the
previous version of IAS 8 that the effect of a change in accounting estimate is
recognised in profit or loss in:

@) the period of the change, if the change affects that period only; or
(b) the period of the change and future periods, if the change affects both.

Some respondents to the Exposure Draft disagreed with requiring the effects of all
changes in accounting estimates to be recognised in profit or loss. They argued that
this is inappropriate to the extent that a change in an accounting estimate gives rise to
changes in assets and liabilities, because the entity’s equity does not change as a
result. These commentators also argued that it is inappropriate to preclude
recognising the effects of changes in accounting estimates directly in equity when that
is required or permitted by a Standard or an Interpretation. The Board concurs, and
decided to provide an exception to the requirement described in paragraph BC32 for
these circumstances.

Amended references to the Conceptual Framework

BC34

Following the issue of the revised Conceptual Framework for Financial Reporting in

BC35

2018 (2018 Conceptual Framework), the Board issued Amendments to References to
Conceptual Framework in IFRS Standards. In IAS 8, that document amended
paragraphs 6 and 11(b).

Paragraph 6 of 1AS 8 quoted the description of users of financial statements from the

BC36

Framework. To retain the requirements of this paragraph, the Board decided to embed
that description of users in the Standard itself instead of updating the reference and
the related guotation.

Amendments to References to the Conceptual Framework in IFRS Standards replaced

BC37

the reference in paragraph 11(b) to the Framework with a reference to the 2018
Conceptual Framework. Following this replacement, if management developed
accounting policies in accordance with paragraph 11(b), management will need to
review whether those policies are still consistent with the 2018 Conceptual
Framework.

The Board analysed the effects on preparers of financial statements of replacing the

reference to the Framework in paragraph 11(b) of IAS 8 and discussed the results of
the analysis at the November 2016 Board meeting (see November 2016 AP10G
Effects of the proposed changes to the Conceptual Framework on preparers). The
analysis suggested that the scope of any changes to preparers’ accounting policies is
likely to be limited because:

(a) most preparers of financial statements do not develop accounting policies by
reference to the Framework because most transactions are:

(i) covered by IFRS Standards;

(ii) accounted for by applying accounting policies developed using
other sources referred to in paragraphs 11-12 of 1AS 8; or
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(iii) exempt from the requirement to apply paragraph 11 of IAS 8; for
example, IFRS 6 Exploration for and Evaluation of Mineral
Resources exempts entities from applying paragraph 11 of I1AS 8 to
the recognition and measurement of exploration and evaluation
assets; and

(b) in most of the few remaining areas, application of the revised concepts in
the 2018 Conceptual Framework would be expected to result in similar
accounting outcomes to application of the concepts in the Framework.

Application by rate-requlated entities

BC38 While assessing possible effects of updating the reference to the Framework in IAS 8,
the Board identified a potential disadvantage for entities that conduct rate-regulated
activities and develop their accounting policies for requlatory account balances by
reference to the Framework rather than by applying IFRS 14 Regulatory Deferral
Accounts. If the reference to the Framework had been updated, such entities might
have needed to revise those accounting policies twice within a short period of
time—first, when the 2018 Conceptual Framework comes into effect; and, later,
when a new IFRS Standard on rate-requlated activities is issued. In the absence of
specific guidance, there might have been uncertainty about what would be acceptable
if the 2018 Conceptual Framework was applied. Establishing what would be
acceptable might have been costly and the outcome might have been diversity in
practice and a loss of trend information for users.

BC39 To prevent unhelpful and unnecessary disruption for users of the financial statements
of entities that conduct rate-regulated activities and for the entities themselves, the
Board provided a temporary exception: paragraph 54G prohibits entities from
applying the 2018 Conceptual Framework to accounting policies relating to
requlatory account balances. Instead, entities are required to continue to apply the
Framework when developing or revising those accounting policies. Once the Board
issues a new IFRS Standard on rate-regulated activities, that prohibition is likely to
become unnecessary.

BC40 The Board based the definition of ‘a regulatory account balance’ on the definition of
‘a regulatory deferral account balance’ in IFRS 14. with one difference: the
definition of a regulatory account balance does not mention qualifying for deferral.
The reference to deferral in IFRS 14 reflects the fact that IFRS 14 permits continued
recognition of some regulatory deferral account balances that an entity previously
recognised as assets or liabilities immediately before it adopted IFRS Standards for
the first time. In contrast, paragraph 54G of IAS 8 applies only when an entity is not
applying IFRS 14 but is instead developing an accounting policy after considering
paragraph 11 of IAS 8. Paragraph 54G applies regardless of whether that accounting
policy results in recognition of any assets or liabilities, and regardless of whether
such recognition could be viewed as deferral.

Transition relief

BC41 The Board concluded that the retrospective application of revised accounting policies
in_accordance with IAS 8 would provide the most useful information to users of
financial statements. However, in order to keep disruption for users and preparers of
financial statements to a minimum, the Board decided not to require retrospective
application of any amendment in Amendments to References to the Conceptual
Framework in IFRS Standards if doing so would either be impracticable or involve
undue cost or effort.
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It is important for users to know when the financial statements were authorised for
issue, because the financial statements do not reflect events after this date.

Updating disclosure about conditions at the end of the
reporting period

If an entity receives information after the reporting period about conditions that
existed at the end of the reporting period, it shall update disclosures that relate
to those conditions, in the light of the new information.

In some cases, an entity needs to update the disclosures in its financial statements to
reflect information received after the reporting period, even when the information does
not affect the amounts that it recognises in its financial statements. One example of the
need to update disclosures is when evidence becomes available after the reporting
period about a contingent liability that existed at the end of the reporting period. In
addition to considering whether it should recognise or change a provision under HKAS
37, an entity updates its disclosures about the contingent liability in the light of that
evidence.

Non-adjusting events after the reporting period

If non-adjusting events after the reporting period are material, non-disclosure
could_reasonably be expected to influence the-ecenomic-decisions that the primary
users of general purpose financial statements make on the basis of the-those
financial statements, which provide financial information about a specific
reporting entity. Accordingly, an entity shall disclose the following for each
material category of non-adjusting event after the reporting period:

(@) the nature of the event; and

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

The following are examples of non-adjusting events after the reporting period that
would generally result in disclosure:

@) a major business combination after the reporting period (HKFRS 3 Business
Combinations requires specific disclosures in such cases) or disposing of a
major subsidiary;

(b) announcing a plan to discontinue an operation;

©) major purchases of assets, classification of assets as held for sale in accordance
with HKFRS 5 Non-current Assets Held for Sale and Discontinued Operations,
other disposals of assets, or expropriation of major assets by government;

(d) the destruction of a major production plant by a fire after the reporting period;

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

()] major ordinary share transactions and potential ordinary share transactions
after the reporting period (HKAS 33 Earnings per Share requires an entity to
disclose a description of such transactions, other than when such transactions
involve capitalisation or bonus issues, share splits or reverse share splits all of
which are required to be adjusted under HKAS 33);
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(9) abnormally large changes after the reporting period in asset prices or foreign
exchange rates;

(h) changes in tax rates or tax laws enacted or announced after the reporting period
that have a significant effect on current and deferred tax assets and liabilities
(see HKAS 12 Income Taxes);

(1) entering into significant commitments or contingent liabilities, for example,
by issuing significant guarantees; and

()] commencing major litigation arising solely out of events that occurred after
the reporting period.

Effective date

23

23a

23A

23B

23C

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

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

HKFRS 13 Fair Value Measurement, issued in June 2011, amended paragraph 11. An
entity shall apply that amendment when it applies HKFRS 13.

HKFRS 9 Financial Instruments, as issued in September 2014, amended paragraph 9.
An entity shall apply that amendment when it applies HKFRS 9.

Definition of Material (Amendments to HKAS 1 and HKAS 8), issued in January

2019, amended paragraph 21. An entity shall apply those amendments prospectively
for_annual periods beginning on or after 1 January 2020. Earlier application is
permitted. If an entity applies those amendments for an earlier period, it shall disclose
that fact. An entity shall apply those amendments when it applies the amendments to
the definition of material in paragraph 7 of HKAS 1 and paragraphs 5 and 6
of HKAS 8.

Withdrawal of SSAP 9 (revised 2001)

24

This Standard supersedes SSAP 9 Events After the Balance Sheet Date (revised in
2001).
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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

BC1A

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.

In August 2014 the Board published an Exposure Draft of proposed amendments to IAS 12 to
clarify the requirements on recognition of deferred tax assets for unrealised losses on debt
instruments measured at fair value. The Board subsequently modified and confirmed the
proposals and in January 2016 issued Recognition of Deferred Tax Assets for Unrealised
Losses (Amendments to IAS 12). The Board’s considerations and reasons for its conclusions
are discussed in paragraphs BC37-BC62.

The Board amended IAS 12 to address an issue that arises when entities 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)

The reference is to the IASC’s Framework for the Preparation and Presentation of Financial Statements, was

adopted by the tASBBoard in 2001_and in effect when the SIC discussed this matter. {r-September2010-the

© Copyright 63



HKAS 16
Revised June—2020August 2020

Hong Kong Accounting Standard 16

Property, Plant and Equipment

CPA Hong Kong Institute of
Certified Public Accountants
-y EEASTMAY




HKAS 16 (January—20617August 2020)

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

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

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

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

Fair value is the 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).

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

Property, plant and equipment are tangible items that:

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

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

Recoverable amount is the higher of an asset’s fair value less costs te-sell-of disposal and
its value in use.

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

Useful life is:

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

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

Recognition

7

The cost of an item of property, plant and equipment shall be recognised as an asset if,
and only if:

(a) it is probable that future economic benefits associated with the item will flow to
the entity; and

(b) the cost of the item can be measured reliably.
Iltems such as spare parts, stand-by equipment and servicing equipment are recognised in

accordance with this HKFRS when they meet the definition of property, plant and equipment.
Otherwise, such items are classified as inventory.
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Basis for Conclusions on
IAS 16 Property, Plant and Equipment

This Basis for Conclusions accompanies, but is not part of, IAS 16.

HKAS 16 is based on IAS 16 Property, Plant and Equipment. In approving HKAS 16, the Council of the
Hong Kong Institute of Certified Public Accountants considered and agreed with the IASB’s Basis for
Conclusions on IAS 16. Accordingly, there are no significant differences between HKAS 16 and IAS 16.
The IASB’s Basis for Conclusions is reproduced below. The paragraph numbers of IAS 16 referred to
below generally correspond with those in HKAS 16.

Introduction

BC1 This Basis for Conclusions summarises the International Accounting Standards Board’s
considerations in reaching its conclusions on revising IAS 16 Property, Plant and Equipment in
2003. 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 16. 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.

BC2A  Agriculture: Bearer Plants (Amendments to IAS 16 and IAS 41), issued in June 2014, amended
the scope of IAS 16 to include bearer plants. IAS 41 Agriculture applies to the produce growing
on those bearer plants. The amendments define a bearer plant and require bearer plants to be
accounted for as property, plant and equipment in accordance with IAS 16. These amendments
are discussed in paragraphs BC38-BC117.

BC3 Because the Board’s intention was not to reconsider the fundamental approach to the

accounting for property, plant and equipment that was established by IAS 16, this Basis for
Conclusions does not discuss requirements in IAS 16 that the Board has not reconsidered.

Scope

BC4 The Board clarified that the requirements of IAS 16 apply to items of property, plant and
equipment that an entity uses to develop or maintain (a) biological assets and (b) mineral rights
and mineral reserves such as oil, natural gas and similar non-regenerative resources. The
Board noted that items of property, plant and equipment that an entity uses for these purposes
possess the same characteristics as other items of property, plant and equipment.

Recognition

BC5 In considering potential improvements to the previous version of IAS 16, the Board reviewed its
subsequent expenditure recognition principle for two reasons. First, the existing subsequent
expenditure recognition principle did not align with the asset recognition principle in the
Framework”. Second, the Board noted difficulties in practice in making the distinction it required
between expenditures that maintain, and those that enhance, an item of property, plant and
equipment. Some expenditures seem to do both.

BC6 The Board ultimately decided that the separate recognition principle for subsequent expenditure
was not needed. As a result, an entity will evaluate all its property, plant and equipment costs
under IAS 16’s general recognition principle. Also, if the cost of a replacement for part of an item
of property, plant and equipment is recognised in the carrying amount of an asset, then an entity
will derecognise the carrying amount of what was replaced to avoid carrying both the
replacement and the replaced portion as assets. This derecognition occurs whether or not what
is replaced is a part of an item that the entity depreciates separately.

References to the Framework in this Basis for Conclusions are to_the IASC's Framework for the Preparation and
Presentation of Financial Statements, adopted by the +ASB-Board in 2001 _and in effect when the Standard was
revised. r-Septembe 0 e JASB he Rew REW inranci
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produce over several periods. After this time they are usually scrapped. Consequently, the only
significant future economic benefits from bearer plants arise from selling the agricultural
produce that they create.

The Board noted that while fair value measurement may provide an indication of the quality and
productive capacity of the bearer plants at a point in time, it is less important to users of
financial statements than it is for biological assets whose value may be realised through sale as
agricultural produce.

Bearer plants meet the definition of property, plant and equipment. The use of mature bearer
plants to produce agricultural produce is similar to the use of machinery to manufacture goods.
The manner in which an entity derives economic benefits from bearer plants and a production
plant is similar and that manner differs from biological assets that are harvested for sale. The
progressive decline in the future earning potential of a bearer plant over its life is also similar to
other depreciable assets, for example, plant and machinery.

There is an assumption inherent in the Conceptual Framework™ that accounting for similar
assets in similar ways enhances the decision-usefulness of the reported information. The land
upon which bearer plants are growing, the structures used to support their growth and the
agricultural machinery are measured in accordance with IAS 16. Although bearer plants are
dissimilar in form to plant and machinery, similarities in how they are used supports accounting
for them in the same way.

Cost-benefit considerations

The Board noted that, on the basis of the responses to the 2011 Agenda Consultation and the
outreach performed by the staff, the costs of measuring bearer plants at fair value are
perceived by many preparers to exceed the benefits to users of financial statements. The
Board also observed that nearly all investors and analysts consulted during the outreach
performed by the staff said that the IAS 41 fair value information about bearer plants has limited
use to them. The main reasons given by the investors and analysts were:

(@ information about operating performance and cash flows is more relevant to their
forecasting and analysis. Consequently, they eliminate changes in the fair value less
costs to sell of bearer plants from the figures used for their analysis.

(b) there are concerns about relying on the fair value measurements because valuations
involve significant management judgement, have the potential for manipulation, and
assumptions vary significantly between companies.

(c) fair value information about bearer plants is not very useful without fair value
information about the related land, land improvements, agricultural machinery, etc.

Biological transformation

BC69

BC70

The IAS 41 fair value model is based on the principle that biological transformation is best
reflected by fair value measurement. Once bearer plants mature, they are held by an entity
solely to grow produce and so, apart from bearing produce, their biological transformation is no
longer significant in generating future economic benefits. Consequently, the Board decided
bearer plants should be accounted for under IAS 16 instead of IAS 41 (see paragraphs
BC63-BC68). However, the Board noted that the same argument is not true for bearer plants
before they reach maturity and bear produce. Until they reach maturity, bearer plants are in a
growth phase and so undergo significant biological transformation. Furthermore, the Board
noted that the produce growing on the bearer plants is undergoing biological transformation
until it is harvested (for example, grapes growing on a grape vine). Paragraphs BC70-BC79
explain the reasons supporting the Board’s conclusions regarding bearer plants before they
reach maturity and the produce growing on the bearer plants.

Accounting for bearer plants before they mature

The Board considered whether a fair value approach or a cost accumulation approach should
be applied to bearer plants before they reach maturity.

* References to the Conceptual Framework in this Basis for Conclusions are to the Conceptual Framework for

Financial Reporting, issued in 2010 and in effect when the Standard was amended.
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State plan and group plan disclosures: amendments issued in
2011

BC51 The amendments made in 2011 updated, without reconsideration, the disclosure
requirements for entities that participate in state plans or defined benefit plans that
share risks between various entities under common control, to be consistent with the
disclosure requirements for multi-employer plans and defined benefit plans. However,
those amendments permit an entity to include those disclosures by cross-reference to
the required disclosures in another group entity’s financial statements, if specified
conditions are met.

Defined benefit plans: recognition and measurement

BC52 Although IAS 19 before its revision in 1998 did not deal explicitly with the recognition
of retirement benefit obligations as a liability, it is likely that most entities recognised a
liability for retirement benefit obligations at the same time under the requirements in
IAS 19 before and after its revision in 1998. However, the requirements in IAS 19
before and after its revision in 1998 differed in the measurement of the resulting
liability.

BC53 Paragraph 63 of IAS 19 is based on the definition of, and recognition criteria for, a
liability in the IASC’s Framework for the Preparation and Presentation of Financial
Statements_(Framework).” The Framework defined a liability as ‘a present obligation
of the entity arising from past events, the settlement of which is expected to result in
an outflow from the entity of resources embodying economic benefits. The
Framework stated that an item which meets the definition of a liability should be
recognised if:

(@) it is probable that any future economic benefit associated with the item will flow
from the entity; and

(b) the item has a cost or value that can be measured with reliability.
BC54 |ASC believed that:
(@) an entity has an obligation under a defined benefit plan when an employee has
rendered service in return for the benefits promised under the plan.
Paragraphs 70-74 deal with the attribution of benefit to individual periods of

service in order to determine whether an obligation exists.

(b) an entity should use actuarial assumptions to determine whether the entity will
pay those benefits in future reporting periods (see paragraphs 75-98).

(c) actuarial techniques allow an entity to measure the obligation with sufficient
reliability to justify recognition of a liability.

Reporting-References to the Framework in this Basis for Conclusions are to the IASC’s Framework for the
Preparation and Presentation of Financial Statements, adopted by the Board in 2001 and in effect when the
Standard was revised.
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BC90 In finalising the amendments made in 2011, the Board confirmed the proposal made
in the 2010 ED that an entity should recognise remeasurements in other
comprehensive income. The Board acknowledged that the Conceptual Framework™
and IAS 1 do not describe a principle that would identify the items an entity should
recognise in other comprehensive income rather than in profit or loss. However, the
Board concluded that the most informative way to disaggregate the components of
defined benefit cost with different predictive values is to recognise the
remeasurements component in other comprehensive income.

BC91 The Board considered and rejected alternative approaches that would address some
of the concerns expressed in paragraph BC89(a) and (b) for the reasons discussed in
paragraphs BC92-BC98. Subsequent reclassification of amounts recognised in
other comprehensive income to profit or loss is discussed in paragraph BC99.

Components of defined benefit cost: other approaches to recognising
remeasurements

BC92 The Board considered the following alternatives for recognising the remeasurements
component:

(&) previous options in IAS 19 for immediate recognition
(paragraph BC93).

(b) recognition of all components in profit or loss
(paragraphs BC94-BC96).

(c) a hybrid approach requiring recognition of the remeasurements component in
other comprehensive income or profit or loss in different circumstances
(paragraphs BC97 and BC98).

BC93 Before its amendment in 2011, IAS 19 permitted two methods for recognising
actuarial gains and losses immediately: in profit or loss or in other comprehensive
income. Many respondents to the 2010 ED suggested that the Board should permit
an entity to recognise remeasurements either in profit or loss or in other
comprehensive income. Retaining those options would have allowed entities with
small plans to keep the accounting simple and would have allowed entities to
eliminate the accounting mismatches noted in paragraph BC89(b). However, the
Board concluded that eliminating options would improve financial reporting.

BC94 Some respondents to the 2010 ED expressed the view that entities should recognise
all components of defined benefit cost within profit or loss, rather than using other
comprehensive income for some items. They offered the following reasons for their
position:

(@) Some indicated that the Framework and IAS 1 do not describe a principle that
would identify the items an entity should recognise in other comprehensive
income rather than in profit or loss.

(b) Some believe that an entity should show amounts relating to defined benefit
plans in aggregate, as a single net amount arising from personnel or
employment expense, in conformity with the presentation of a single net amount
in the statement of financial position.

The reference to the Conceptual Framework is to the Conceptual Framework for Financial Reporting, issued in
2010 and in effect when the Standard was amended.
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BC21 With respect to translation of comparative amounts, the Board adopted the approach
required by SIC-30 for:

(a) 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).

BC22 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).

BC23 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 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.

BC25 The Board noted that the allowed alternative (of recognition as an asset) was not in
accordance with the Framework for the Preparation and Presentation of Financial
Statements” because exchange losses do not meet the definition of an asset.
Moreover, recognition of exchange losses as an asset is neither allowed nor required
by any liaison standard-setter, so its deletion would improve convergence. Finally, in
many cases when the conditions for recognition as an asset are met, the asset would
be restated in accordance with IAS 29 Financial Reporting in Hyperinflationary
Economies. Thus, to the extent that an exchange loss reflects hyperinflation, this
effect is taken into account by IAS 29. For all of these reasons, the Board removed the
allowed alternative treatment and the related SIC Interpretation is superseded.

IAS 21 (revrsed 1993), paragraph 21
#

RepertrnguThe reference is to the IASCs Framework for the Preparatron and Presentatron of

Financial Statements, adopted by the Board in 2001 and in effect when the Standard was revised.
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42

43

INVESTMENTS IN ASSOCIATES AND JOINT VENTURES

Because goodwill that forms part of the carrying amount of the net investment in an
associate or a joint venture is not separately recognised, it is not tested for impairment
separately by applying the requirements for impairment testing goodwill in HKAS 36
Impairment of Assets. Instead, the entire carrying amount of the investment is tested
for impairment in accordance with HKAS 36 as a single asset, by comparing its
recoverable amount (higher of value in use and fair value less costs-te-sel of disposal)
with its carrying amount whenever application of paragraphs 41A-41C indicates that
the net investment may be impaired. An impairment loss recognised in those
circumstances is not allocated to any asset, including goodwill, that forms part of the
carrying amount of the net investment in the associate or joint venture. Accordingly,
any reversal of that impairment loss is recognised in accordance with HKAS 36 to the
extent that the recoverable amount of the net investment subsequently increases. In
determining the value in use of the net investment, an entity estimates:

(a) its share of the present value of the estimated future cash flows expected to be
generated by the associate or joint venture, including the cash flows from the
operations of the associate or joint venture and the proceeds from the ultimate
disposal of the investment; or

(b) the present value of the estimated future cash flows expected to arise from
dividends to be received from the investment and from its ultimate disposal.

Using appropriate assumptions, both methods give the same result.

The recoverable amount of an investment in an associate or a joint venture shall be
assessed for each associate or joint venture, unless the associate or joint venture
does not generate cash inflows from continuing use that are largely independent of
those from other assets of the entity.

Separate financial statements

44

An investment in an associate or a joint venture shall be accounted for in the entity’s
separate financial statements in accordance with paragraph 10 of HKAS 27 (as
amended in 2011).

Effective date and transition

45

45A

45B

45C

An entity shall apply this Standard for annual periods beginning on or after 1 January
2013. Earlier application is permitted. If an entity applies this Standard earlier, it
shall disclose that fact and apply HKFRS 10, HKFRS 11 Joint Arrangements, HKFRS
12 Disclosure of Interests in Other Entities and HKAS 27 (as amended in 2011) at the
same time.

HKFRS 9, as issued in September 2014, amended paragraphs 40-42 and added
paragraphs 41A-41C. An entity shall apply those amendments when it applies HKFRS
9.

Equity Method in Separate Financial Statements (Amendments to HKAS 27), issued in
September 2014, amended paragraph 25. An entity shall apply that amendment for
annual periods beginning on or after 1 January 2016 retrospectively in accordance
with HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors.
Earlier application is permitted. If an entity applies that 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.]

© Copyright 15 HKAS 28 (2011) (September2018August 2020)
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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.

BC29 The Board also noted that retaining the characterisation of significant economic event 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.

BC30 In the case of loss of joint control when significant influence is maintained, the Board
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.

BC31 Consequently, the Board removed all descriptions that characterise loss of joint control or
significant influence as a significant economic event as introduced in the second phase of the
Board’s project on business combinations.

Incorporation of SIC-13

BC32 In the joint ventures project, the Board decided to extend the requirements and guidance in
IAS 28 for the accounting for ‘downstream’ and ‘upstream’ transactions between an entity and
its associate to the accounting for transactions between an entity and its joint venture.

BC33 In ED 9, the Board proposed to incorporate into the standard on joint arrangements the
consensus of SIC-13 Jointly Controlled Entities—Non-Monetary Contributions by Venturers.
Because the Board relocated all the requirements for the accounting for joint ventures into IAS
28, the Board incorporated the consensus of SIC-13 into IAS 28 and extended it to associates.

BC34 The Board noted that the consensus of SIC-13 regarding non-monetary contributions made by
a venturer’ to a joint venture is consistent with IAS 28, except for the following aspect.
SIC-13 established three exceptions for the recognition of gains or losses attributable to the
equity interests of the other parties. In response to comments raised by some respondents to
ED 9, the Board redeliberated the need to incorporate into IAS 28 the exceptions included in
SIC-13 for the recognition by an entity of the portion of a gain or loss attributable to the
interests of other unrelated investors in the investee.

BC35 The Board concluded that only when the transaction lacks commercial substance should there
be an exception for the recognition of gains or losses to be carried forward from the consensus
of SIC-13 into IAS 28, because the other two exceptions in SIC-13 (ie ‘the significant risks and
rewards of ownership of the contributed non-monetary asset(s) have not been transferred to
the jointly controlled entity’ and ‘the gain or loss on the non-monetary contribution cannot be
measured reliably’) either relate to requirements that are not aligned with the principles and
requirements of IFRS 11 or relate to a criterion for the recognition of gain or losses (ie
‘reliability of measurement’) that is already included in the Conceptual Framework for Financial
Reporting?.

BCZ36 To the extent that the entity also receives monetary or non-monetary assets dissimilar to the
assets contributed in addition to equity interests in the investee, the realisation of which is not
dependent on the future cash flows of the investee, the earnings process is complete.
Accordingly, an entity should recognise in full in profit or loss the portion of the gain or loss on
the non-monetary contribution relating to the monetary or non-monetary assets received.

BC37 Additionally, the Board considered whether the requirements in IAS 31 for recognition of
losses when downstream or upstream transactions provide evidence of a reduction in the net

IFRS 11 Joint Arrangements, issued in May 2011, uses the term ‘joint venturers’ to designate parties that have joint control
of a joint venture.

The reference is to the Conceptual Framework for Financial Reporting, issued in 2010 and in effect when the Standard was
amended.
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INVESTMENTS IN ASSOCIATES AND JOINT VENTURES

realisable value or impairment loss of the assets transacted or contributed were still relevant
and decided to bring them forward to IAS 28.

Recognition of losses (2003 revision)

The 2000 version of IAS 28 and SIC-20 Equity Accounting Method—Recognition of Losses
restricted application of the equity method when, in accounting for the entity’s share of losses,
the carrying amount of the investment is reduced to zero.

The Board decided that the base to be reduced to zero should be broader than residual equity
interests and should also include other non-equity interests that are in substance part of the
net investment in the associate or joint venture, such as long-term receivables. Therefore,
the Board decided to withdraw SIC-20.

The Board also noted that if non-equity investments are not included in the base to be reduced
to zero, an entity could restructure its investment to fund the majority in non-equity investments
to avoid recognising the losses of the associate or joint venture under the equity method.

In widening the base against which losses are to be recognised, the Board also clarified the
application of the impairment provisions of IAS 39 Financial Instruments: Recognition and
Measurement? to the financial assets that form part of the net investment.

Impairment losses (2008 amendment)

In 2008 the Board identified unclear guidance in IAS 28 regarding the extent to which an
impairment reversal should be recognised as an adjustment to the carrying amount of an
investment in an associate or in a joint venture.

The Board noted that applying the equity method involves adjusting the entity’s share of the
impairment loss recognised by the associate or joint venture on assets such as goodwill or
property, plant and equipment to take account of the acquisition date fair values of those
assets. The Board proposed in the exposure draft Improvements to International Financial
Reporting Standards published in October 2007 that an additional impairment recognised by
the entity, after applying the equity method, should not be allocated to any asset, including
goodwill, that forms part of the carrying amount of the investment. Therefore, such an
impairment should be reversed in a subsequent period to the extent that the recoverable
amount of the investment increases.

Some respondents to the exposure draft expressed the view that the proposed amendment
was not consistent with IAS 39 (regarding reversal of an impairment loss on an
available-for-sale equity instrument®), or with IAS 36 Impairment of Assets (regarding the
allocation of an impairment loss to goodwill and any reversal of an impairment loss relating to
goodwill).

In its redeliberations, the Board affirmed its previous decisions but, in response to the
comments made, decided to clarify the reasons for the amendments. The Board decided
that an entity should not allocate an impairment loss to any asset that forms part of the
carrying amount of the investment in the associate or joint venture because the investment is
the only asset that the entity controls and recognises.

The Board also decided that any reversal of this impairment loss should be recognised as an
adjustment to the investment in the associate or joint venture to the extent that the
recoverable amount of the investment increases. This requirement is consistent with IAS 36,
which permits the reversal of impairment losses for assets other than goodwill. The Board
did not propose to align the requirements for the reversal of an impairment loss with those in
IAS 397 relating to equity instruments, because an entity recognises an impairment loss on
an investment in an associate or joint venture in accordance with IAS 36, rather than in
accordance with IAS 39.

IFRS 9 Financial Instruments replaced IAS 39. IFRS 9 applies to all items that previously were within the scope of IAS 39.

IFRS 9 Financial Instruments eliminated the category of available-for-sale financial assets.

7

IFRS 9 Financial Instruments replaced IAS 39. IFRS 9 applied to all items that previously were within the scope of IAS 39.
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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)
(c)

(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

10
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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 liguidation 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.

Fair valueis 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.)

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 Appendix A of HKFRS 9 or paragraph 9 of HKAS 39
Financial Instruments: Recognition and Measurement and are used in this Standard
with the meaning specified in HKAS 39 and HKFRS 9.

. amortised cost of a financial asset or financial liability
lablof lo i ial

. derecognition

. derivative

. effective interest method

financial guarantee contract

financial liability at fair value through profit or loss
firm commitment

forecast transaction

hedge effectiveness

hedged item

hedging instrument

held for tradingheld-to-maturity-investments

. 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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HKAS 32 (Oeteber2009May 2014)

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;hnet-of-anyrelated-income
tax-benefit. Transaction costs of an equity transaction shall be accounted for as

a deduction from equity;retofanyrelated-income-taxbenefit.

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-{net-of-any-related-income-tax-benefit) to the extent they are
incremental costs directly attributable to the equity transaction that otherwise would
have been avoided. The costs of an equity transaction that is abandoned are
recognised as an expense.

Transaction costs that relate to the issue of a compound 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
perlod is dlsclosed separately undenn accordance with HKAS 1. Ihe—re\lated—ameam
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HKAS 32 (May—2014September 2018)

Dividends classified as an expense may be presented in the statement(s) of profit or
loss and other comprehensive income 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(s) 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 AG38A-AG38F 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 HKFRS 9-HKAS-39, paragraph 3.2.2236).

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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HKAS 34 (February-2014August 2020)

(d) statement of cash flows cumulatively for the current financial year to date, with
a comparative statement for the comparable year-to-date period of the
immediately preceding financial year.

For an entity whose business is highly seasonal, financial information for the twelve months up
to the end of the interim period and comparative information for the prior twelve-month period
may be useful. Accordingly, entities whose business is highly seasonal are encouraged to
consider reporting such information in addition to the information called for in the preceding
paragraph.

Part A of the illustrative examples accompanying this Standard illustrates the periods required
to be presented by an entity that reports half-yearly and an entity that reports quarterly.

Materiality

In deciding how to recognise, measure, classify, or disclose an item for interim financial
reporting purposes, materiality shall be assessed in relation to the interim period
financial data. In making assessments of materiality, it shall be recognised that interim
measurements may rely on estimates to a greater extent than measurements of annual
financial data.

an—l{em—as—deflnes materlal #—&s—ewssmn—er—rmsstatemem-eeuld—mﬂﬁenee—me—eeenemie
decisions—of -users—of-thefinancial-statements—HKAS—1-information and requires separate
disclosure of material items, including (for example) discontinued operations, and HKAS 8
Accounting Policies, Changes in Accounting Estimates and Errors requires disclosure of

changes in accounting estimates, errors and changes in accounting policies. The two
Standards do not contain quantified guidance as to materiality.

While judgement is always required in assessing materiality, this Standard bases the
recognition and disclosure decision on data for the interim period by itself for reasons of
understandability of the interim figures. Thus, for example, unusual items, changes in
accounting policies or estimates, and errors are recognised and disclosed on the basis of
materiality in relation to interim period data to avoid misleading inferences that might result
from non-disclosure. The overriding goal is to ensure that an interim financial report includes all
information that is relevant to understanding an entity’s financial position and performance
during the interim period.

Disclosure in annual financial statements

26

27

If an estimate of an amount reported in an interim period is changed significantly during
the final interim period of the financial year but a separate financial report is not
published for that final interim period, the nature and amount of that change in estimate
shall be disclosed in a note to the annual financial statements for that financial year.

HKAS 8 requires disclosure of the nature and (if practicable) the amount of a change in
estimate that either has a material effect in the current period or is expected to have a material
effect in subsequent periods. Paragraph 16A(d) of this Standard requires similar disclosure in
an interim financial report. Examples include changes in estimate in the final interim period
relating to inventory write-downs, restructurings, or impairment losses that were reported in an
earlier interim period of the financial year. The disclosure required by the preceding paragraph
is consistent with the HKAS 8 requirement and is intended to be narrow in scope—relating only
to the change in estimate. An entity is not required to include additional interim period financial
information in its annual financial statements.

Recognition and measurement

28

Same accounting policies as annual

An entity shall apply the same accounting policies in its interim financial statements as
are applied in its annual financial statements, except for accounting policy changes
made after the date of the most recent annual financial statements that are to be
reflected in the next annual financial statements. However, the frequency of an entity’s
reporting (annual, half-yearly, or quarterly) shall not affect the measurement of its
annual results. To achieve that objective, measurements for interim reporting purposes
shall be made on a year-to-date basis.
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HKAS 34 (April-20312August 2020)

Requiring that an entity apply the same accounting policies in its interim financial statements as
in its annual statements may seem to suggest that interim period measurements are made as if
each interim period stands alone as an independent reporting period. However, by providing
that the frequency of an entity’s reporting shall not affect the measurement of its annual results,
paragraph 28 acknowledges that an interim period is a part of a larger financial year. Year-to-
date measurements may involve changes in estimates of amounts reported in prior interim
periods of the current financial year. But the principles for recognising assets, liabilities, income,
and expenses for interim periods are the same as in annual financial statements.

To illustrate:

(a) the principles for recognising and measuring losses from inventory write-downs,
restructurings, or impairments in an interim period are the same as those that an
entity would follow if it prepared only annual financial statements. However, if such
items are recognised and measured in one interim period and the estimate changes in
a subsequent interim period of that financial year, the original estimate is changed in
the subsequent interim period either by accrual of an additional amount of loss or by
reversal of the previously recognised amount;

(b) a cost that does not meet the definition of an asset at the end of an interim period is
not deferred in the statement of financial position either to await future information as
to whether it has met the definition of an asset or to smooth earnings over interim
periods within a financial year; and

(c) income tax expense is recognised in each interim period based on the best estimate
of the weighted average annual income tax rate expected for the full financial year.
Amounts accrued for income tax expense in one interim period may have to be
adjusted in a subsequent interim period of that financial year if the estimate of the
annual income tax rate changes.

Under the F 0 .
Framewerk)—'—ConceDtual Framework for Flnancral Reoortlnq (Conceptual Framework)
recognition is the ‘process of incerporating-in-the-balance-sheet-erincome-statement-capturing,
for inclusion in the statement of financial position or the statement(s) of financial performance,
an item that meets the definition of_one of the elements of the financial statements-an-element
and-—satisfies—thecriteria—forrecognition’. The definitions of assets, liabilities, income, and
expenses are fundamental to recognition, at the end of both annual and interim financial
reporting periods.

For assets, the same tests of future economic benefits apply at interim dates and at the end of
an entity’s financial year. Costs that, by their nature, would not qualify as assets at financial
year-end would not qualify at interim dates either. Similarly, a liability at the end of an interim
reporting period must represent an existing obligation at that date, just as it must at the end of
an annual reporting period.

An essential characteristic of income (revenue) and expenses is that the related inflows and
outflows of assets and liabilities have already taken place. If those inflows or outflows have
taken place, the related revenue and expense are recognrsed otherwise they are not
recognrsed A A

- The} Framewerk—Conceptual Framework

does not allow the recognition of items in the balanece-sheet-statement of financial position
which do not meet the definition of assets or liabilities.:

In measuring the assets, liabilities, income, expenses, and cash flows reported in its financial
statements, an entity that reports only annually is able to take into account information that
becomes available throughout the financial year. Its measurements are, in effect, on a year-to-
date basis.

An entity that reports half-yearly uses information available by mid-year or shortly thereafter in
making the measurements in its financial statements for the first six-month period and
information available by year-end or shortly thereafter for the twelve-month period. The twelve-
month measurements will reflect possible changes in estimates of amounts reported for the
first six-month period. The amounts reported in the interim financial report for the first six-month
period are not retrospectively adjusted. Paragraphs 16A(d) and 26 require, however, that the
nature and amount of any significant changes in estimates be disclosed.
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HKAS 34 (September2018August 2020)

Annual Improvements to HKFRSs 2012-2014 Cycle, issued in October 2014, amended
paragraph 16A. 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 2016. Earlier application is permitted. If an entity applies the
amendment for an earlier period it shall disclose that fact.

Disclosure Initiative (Amendments to HKAS 1), issued in January 2015, amended paragraph 5.
An entity shall apply that amendment for annual periods beginning on or after 1 January 2016.
Earlier application of that amendment is permitted.

Amendments to References to the Conceptual Framework in HKFRS Standards, issued in

59

2018, amended paragraphs 31 and 33. An entity shall apply those amendments for annual
periods beginning on or after 1 January 2020. Earlier application is permitted if at the same
time an entity also applies all other amendments made by Amendments to References to the
Conceptual Framework in HKFRS Standards. An entity shall apply the amendments to HKAS
34 retrospectively in _accordance with HKAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors. However, if an entity determines that retrospective application would be
impracticable or would involve undue cost or effort, it shall apply the amendments to HKAS 34
by reference to paragraphs 43-45 of this Standard and paragraphs 23-28, 50-53 and 54F of
HKAS 8.

Definition of Material (Amendments to HKAS 1 and HKAS 8), issued in January 2019,

amended paragraph 24. An entity shall apply those amendments prospectively for annual
periods beginning on or after 1 January 2020. Earlier application is permitted. If an entity
applies those amendments for an earlier period, it shall disclose that fact. An entity shall apply
those amendments when it applies the amendments to the definition of material in paragraph 7
of HKAS 1 and paragraphs 5 and 6 of HKAS 8.
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Other disclosures incorporated by cross-reference to information
outside the interim financial statements

BC7 The Board received a request to clarify the meaning of disclosure of information ‘elsewhere in
the interim financial report’ as used in IAS 34. The submitter noted that the definition of ‘interim
financial report’ in paragraph 4 of IAS 34 was not sufficiently clear with respect to whether the
interim financial report covers only the information reported under IFRS (meaning the IFRS
interim financial statements) or whether it also includes management reports or other elements
in addition to IFRS interim financial statements.

BC8 The Board observed that presenting information ‘elsewhere in the interim financial report’ in
accordance with paragraph 16A of IAS 34 is unclear. In the Exposure Draft Annual
Improvements to IFRSs 2012-2014 Cycle (the 2013 Annual Improvements Exposure Draft’),
published in December 2013, the Board proposed to clarify that an entity discloses information
elsewhere in the interim financial report when it incorporates disclosures by cross-reference to
information in another statement. This information should be available to users of the interim
financial statements on the same terms as the interim financial statements and at the same
time.

BC9 Some respondents to the 2013 Annual Improvements Exposure Draft observed that the
proposed amendment seemed to suggest that the interim financial report was not a single
report and that, instead, it included multiple documents. In response to these comments, the
Board observed that in accordance with paragraphs 4 and 8 of IAS 34, an interim financial
report is a single report that includes a set of condensed financial statements and selected
explanatory notes. The Board further clarified that the amendment is not extending the scope
of the interim financial report, because the disclosures required in paragraph 16A(a)—(k) of IAS
34 are part of the selected explanatory notes (and therefore part of the interim financial report),
even if they are presented in another statement, such as a management commentary or risk
report. If they are not presented, the interim financial report would be incomplete.

BC10 In response to the comments received on the 2013 Annual Improvements Exposure Draft the
Board decided to clarify what was meant by the requirement that disclosures incorporated by
cross-reference should be made available ‘on the same terms’ as the financial statements. This
means that users of the financial statements should have access to the referenced material on
the same basis as they have for accessing the financial statements from where the reference is
made.

Amended references to the Conceptual Framework

BC11 Following the issue of the revised Conceptual Framework for Financial Reporting in 2018 (2018
Conceptual Framework), the Board issued Amendments to References to the Conceptual
Framework in IFRS Standards. In IAS 34, that document replaced references in paragraphs 31
and 33 to the Framework for the Preparation and Presentation of Financial Statements adopted
by the Board in 2001 (Framework) with references to the 2018 Conceptual Framework, and
updated a related guotation. The Board does not expect that replacement to have a significant
effect on the application of the Standard because the Board made no significant changes to the
aspects of recognition that those paragraphs refer to—that is, the importance of definitions for

recognition.

BC12 Amendments to References to the Conceptual Framework in IFRS Standards also replaced the
term ‘balance sheet’ with the term ‘statement of financial position’ in paragraphs 31 and 33 of
IAS 34. The term ‘balance sheet’ had been replaced in IFRS Standards following the revision
of 1AS 1 Presentation of Financial Statements in 2007. However, paragraphs 31 and 33 of IAS
34 had not been amended then because the term was part of direct guotations from the
Framework. Upon issuing the 2018 Conceptual Framework, the Board replaced the term
‘balance sheet’ in those paragraphs so that the terminology used in the 2018 Conceptual
Framework and in IFRS Standards is consistent.
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Tax loss and tax credit carrybacks and carryforwards

B20 The benefits of a tax loss carryback are reflected in the interim period in which the related tax
loss occurs. IAS 12 provides that ‘the benefit relating to a tax loss that can be carried back to
recover current tax of a previous period shall be recognised as an asset’. A corresponding
reduction of tax expense or increase of tax income is also recognised.

B21 IAS 12 provides that ‘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’. IAS
12 provides criteria for assessing the probability of taxable profit against which the unused tax
losses and credits can be utilised. Those criteria are applied at the end of each interim period
and, if they are met, the effect of the tax loss carryforward is reflected in the computation of the
estimated average annual effective income tax rate.

B22 To illustrate, an entity that reports quarterly has an operating loss carryforward of 10,000 for
income tax purposes at the start of the current financial year for which a deferred tax asset has
not been recognised. The entity earns 10,000 in the first quarter of the current year and
expects to earn 10,000 in each of the three remaining quarters. Excluding the carryforward, the
estimated average annual income tax rate is expected to be 40 per cent. Tax expense is as

follows:
1st 2nd 3rd 4th
Quarter Quarter Quarter Quarter Annual
Tax expense 3,000 3,000 3,000 3,000 12,000

Contractual or anticipated purchase price changes

B23 Volume rebates or discounts and other contractual changes in the prices of raw materials,
labour, or other purchased goods and services are anticipated in interim periods, by both the
payer and the recipient, if it is probable that they have been earned or will take effect. Thus,
contractual rebates and discounts are anticipated but discretionary rebates and discounts are
not anticipated because the resulting asset or liability would not satisfy the conditions in the
Conceptual Framework™ that an asset must be a resource controlled by the entity as a result of
a past event and that a liability must be a present obligation whose settlement is expected to
result in an outflow of resources.

Depreciation and amortisation

B24 Depreciation and amortisation for an interim period is based only on assets owned during that
interim period. It does not take into account asset acquisitions or dispositions planned for later
in the financial year.

Inventories

B25 Inventories are measured for interim financial reporting by the same principles as at financial
year-end. IAS 2 Inventories establishes standards for recognising and measuring inventories.
Inventories pose particular problems at the end of any financial reporting period because of the
need to determine inventory quantities, costs, and net realisable values. Nonetheless, the
same measurement principles are applied for interim inventories. To save cost and time,
entities often use estimates to measure inventories at interim dates to a greater extent than at
the end of annual reporting periods. Following are examples of how to apply the net realisable
value test at an interim date and how to treat manufacturing variances at interim dates.

Net realisable value of inventories

B26 The net realisable value of inventories is determined by reference to selling prices and related
costs to complete and dispose at interim dates. An entity will reverse a write-down to net
realisable value in a subsequent interim period only if it would be appropriate to do so at the
end of the financial year.

*

The reference to the Conceptual Framework is to the Conceptual Framework for Financial Reporting, issued in
2010.
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HKAS 36 (September—2018August 2020)

BCZ183 Opponents of reversals of impairment losses argue that:

@) reversals of impairment losses are contrary to the historical cost accounting
system. When the carrying amount is reduced, recoverable amount becomes the
new cost basis for an asset. Consequently, reversing an impairment loss is no
different from revaluing an asset upward. Indeed, in many cases, recoverable
amount is similar to the measurement basis used for the revaluation of an asset.
Hence, reversals of impairment losses should be either prohibited or recognised
directly in equity as a revaluation.

(b) reversals of impairment losses introduce volatility in reported earnings.
Periodic, short-term income measurements should not be affected by unrealised
changes in the measurement of a long-lived asset.

(© the result of reversals of impairment losses would not be useful to users of
financial statements since the amount of a reversal under IAS 36 is limited to
an amount that does not increase the carrying amount of an asset above its
depreciated historical cost. Neither the amount reversed nor the revised
carrying amount have any information content.

(d) in many cases, reversals of impairment losses will result in the implicit
recognition of internally generated goodwill.

(e) reversals of impairment losses open the door to abuse and income ‘smoothing’
in practice.
()] follow-up to verify whether an impairment loss needs to be reversed is costly.

BCZ184 IASC’s reasons for requiring reversals of impairment losses were the following:

@) it is consistent with the Framework” and the view that future economic benefits
that were not previously expected to flow from an asset have been reassessed as
probable.

(b) a reversal of an impairment loss is not a revaluation and is consistent with the
historical cost accounting system as long as the reversal does not result in the
carrying amount of an asset exceeding its original cost less
amortisation/depreciation, had the impairment loss not been recognised.
Accordingly, the reversal of an impairment loss should be recognised in the
income statement and any amount in excess of the depreciated historical cost
should be accounted for as a revaluation.

©) impairment losses are recognised and measured based on estimates. Any
change in the measurement of an impairment loss is similar to a change in
estimate. |IAS 8 Net Profit or Loss for the Period, Fundamental Errors and
Changes in Accounting Policies requires that a change in accounting estimate
should be included in the determination of the net profit or loss in (a) the period
of the change, if the change affects the period only, or (b) the period of the
change and future periods, if the change affects both.

#

Fhe—reference—References to the Framework_in this Basis for Conclusions isare to the IASC's
Framework for the Preparation and Presentation of Financial Statements, adopted by the +ASBBoard

IAS 8 Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies
was superseded in 2003 by IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors.
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@) the focus of the test on cash flows ignores other elements in the measurement
of value in use. As a result, it does not produce representationally faithful
results in a present value measurement system. The Board considered
incorporating into the recalculation performed under the test corrections of
estimates of other elements in the measurement of value in use. However, the
Board concluded that specifying which elements to include would be
problematic. Moreover, adding corrections of estimates of those other elements
to the test would, in effect, transform the test into a requirement to perform a
comprehensive recalculation of value in use for each of the five annual
reporting periods following an impairment test.

(b) the amount recognised as an impairment loss under the test is the amount of the
impairment that would have been recognised, provided changes in estimates of
remaining cash flows and changes in discount and growth rates are ignored.
Therefore, it is a hypothetical amount that does not provide decision-useful
information—it is neither an estimate of a current amount nor a prediction of
ultimate cash flows.

© the requirement to perform the test for each of the five annual reporting periods
following an impairment test could result in an entity having to maintain as
many as five sets of 5-year computations for each cash-generating unit to which
goodwill has been allocated. Therefore, the test is likely to be extremely
burdensome, particularly if an entity has a large number of such units, without
producing understandable or decision-useful information.

Therefore, the Board decided not to propose a subsequent cash flow test in the
Exposure Draft. However, the Board remained committed to finding some way of
improving the reliability of the impairment tests for goodwill and indefinite-lived
intangibles, and decided to explore improving that reliability through disclosure
requirements.

Including disclosure requirements in the revised Standard

In developing the Exposure Draft, the Board observed that the Framework™ identifies
reliability as one of the key qualitative characteristics that information must possess to
be useful to users in making economic decisions. To be reliable, information must be
free from material error and bias and be able to be depended upon to represent
faithfully that which it purports to represent. The Framework identifies relevance as
another key qualitative characteristic that information must possess to be useful to users
in making economic decisions. To be relevant, information must help users to evaluate
past, present or future events, or confirm or correct their past evaluations.

The Board observed that information that assists users in evaluating the reliability of
other information included in the financial statements is itself relevant, increasing in
relevance as the reliability of that other information decreases. For example,
information that assists users in evaluating the reliability of the amount recognised for a
provision is relevant because it helps users to evaluate the effect of both a past event (ie
the economic consequences of the past event giving rise to the present obligation) and a
future event (ie the amount of the expected future outflow of economic benefits
required to settle the obligation). Accordingly, IAS 37 Provisions, Contingent
Liabilities and Contingent Assets requires an entity to disclose, for each class of
provision, information about the uncertainties surrounding the amount and timing of
expected outflows of economic benefits, and the major assumptions concerning future
events that may affect the amount required to settle the obligation and have been
reflected in the amount of the provision.
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HKAS 37 (Nevember2004August 2020)

8 Other Standards specify whether expenditures are treated as assets or as expenses. These
issues are not addressed in this Standard. Accordingly, this Standard neither prohibits nor
requires capitalisation of the costs recognised when a provision is made.

9 This Standard applies to provisions for restructurings (including discontinued operations).

When a restructuring meets the definition of a discontinued operation, additional disclosures
may be required by HKFRS 5 Non-current Assets Held for Sale and Discontinued Operations.

Definitions

10 The following terms are used in this Standard with the meanings specified:
A provision is a liability of uncertain timing or amount.
A liability is a present obligation of the entity arising from past events, the settlement of
which is expected to result in an outflow from the entity of resources embodying

economic benefits.*

An obligating event is an event that creates a legal or constructive obligation that
results in an entity having no realistic alternative to settling that obligation.

A legal obligation is an obligation that derives from:

(@ a contract (through its explicit or implicit terms);
(b) legislation; or
(c) other operation of law.

A constructive obligation is an obligation that derives from an entity's actions where:

(@ by an established pattern of past practice, published policies or a sufficiently
specific current statement, the entity has indicated to other parties that it will
accept certain responsibilities; and

(b) as a result, the entity has created a valid expectation on the part of those other
parties that it will discharge those responsibilities.

A contingent liability is:
() a possible obligation that arises from past events and whose existence will be

confirmed only by the occurrence or non-occurrence of one or more uncertain
future events not wholly within the control of the entity; or

(b) a present obligation that arises from past events but is not recognised because:
0] it is not probable that an outflow of resources embodying economic
benefits will be required to settle the obligation; or
(i) the amount of the obligation cannot be measured with sufficient
reliability.

A contingent asset is a possible asset that arises from past events and whose existence
will be confirmed only by the occurrence or non-occurrence of one or more uncertain
future events not wholly within the control of the entity.

An onerous contract is a contract in which the unavoidable costs of meeting the
obligations under the contract exceed the economic benefits expected to be received
under it.

A restructuring is a programme that is planned and controlled by management, and
materially changes either:

() the scope of a business undertaken by an entity; or

* _The definition of a liability in this Standard was not revised following the revision of the definition of a liability in

the Conceptual Framework for Financial Reporting issued in 2018.
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(d) fundamental reorganisations that have a material effect on the nature and focus of the
entity's operations.

71 A provision for restructuring costs is recognised only when the general recognition criteria for
provisions set out in paragraph 14 are met. Paragraphs 72-83 set out how the general
recognition criteria apply to restructurings.

72 A constructive obligation to restructure arises only when an entity:
(a) has a detailed formal plan for the restructuring identifying at least:
(i) the business or part of a business concerned;
(i) the principal locations affected;
(iii) the location, function, and approximate number of employees who will

be compensated for terminating their services;

(iv) the expenditures that will be undertaken; and
(V) when the plan will be implemented; and
(b) has raised a valid expectation in those affected that it will carry out the

restructuring by starting to implement that plan or announcing its main features
to those affected by it.

73 Evidence that an entity has started to implement a restructuring plan would be provided, for
example, by dismantling plant or selling assets or by the public announcement of the main
features of the plan. A public announcement of a detailed plan to restructure constitutes a
constructive obligation to restructure only if it is made in such a way and in sufficient detail (ie
setting out the main features of the plan) that it gives rise to valid expectations in other parties
such as customers, suppliers and employees (or their representatives) that the entity will carry
out the restructuring.

74 For a plan to be sufficient to give rise to a constructive obligation when communicated to those
affected by it, its implementation needs to be planned to begin as soon as possible and to be
completed in a timeframe that makes significant changes to the plan unlikely. If it is expected
that there will be a long delay before the restructuring begins or that the restructuring will take
an unreasonably long time, it is unlikely that the plan will raise a valid expectation on the part of
others that the entity is at present committed to restructuring, because the timeframe allows
opportunities for the entity to change its plans.

75 A management or board decision to restructure taken before the end of the reporting period
does not give rise to a constructive obligation at the end of the reporting period unless the
entity has, before the end of the reporting period:

(a) started to implement the restructuring plan; or

(b) announced the main features of the restructuring plan to those affected by it in a
sufficiently specific manner to raise a valid expectation in them that the entity will carry
out the restructuring.

If an entity starts to implement a restructuring plan, or announces its main features to those
affected, only after the reporting period, disclosure is required under HKAS 10 Events after the
Reporting Period, if the restructuring is material and non-disclosure could reasonably be
expected to influence the—econemic—decisions that the primary users of general purpose
financial statements make on the basis of thethose financial statements, which provide
financial information about a specific reporting entity.

76 Although a constructive obligation is not created solely by a management decision, an
obligation may result from other earlier events together with such a decision. For example,
negotiations with employee representatives for termination payments, or with purchasers for
the sale of an operation, may have been concluded subject only to board approval. Once that
approval has been obtained and communicated to the other parties, the entity has a
constructive obligation to restructure, if the conditions of paragraph 72 are met.
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[Not used]

[Not used]

Annual Improvements to HKFRSs 2010-2012 Cycle, issued in January 2014, amended
paragraph 5 as a consequential amendment derived from the amendment to HKFRS 3. An
entity shall apply that amendment prospectively to business combinations to which the
amendment to HKFRS 3 applies.

HKFRS 15 Revenue from Contracts with Customers, issued in July 2014, amended paragraph
5 and deleted paragraph 6. An entity shall apply those amendments when it applies HKFRS 15.

HKFRS 9, as issued in September 2014, amended paragraph 2 and deleted paragraphs 97
and 98. An entity shall apply those amendments when it applies HKFRS 9.

HKFRS 16, issued in May 2016, amended paragraph 5. An entity shall apply that amendment
when it applies HKFRS 16.

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

104

in this edition.

Definition of Material (Amendments to HKAS 1 and HKAS 8), issued in January 2019,

amended paragraph 75. An entity shall apply those amendments prospectively for annual
periods beginning on or after 1 January 2020. Earlier application is permitted. If an entity
applies those amendments for an earlier period, it shall disclose that fact. An entity shall apply
those amendments when it applies the amendments to the definition of material in paragraph 7
of HKAS 1 and paragraphs 5 and 6 of HKAS 8.
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Example 8 An onerous contract
[Deleted]

Example 8A - An onerous contract

Deletec_l

Example 9 A single guarantee

[Deleted]
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An asset is a resource:
(@) controlled by an entity as a result of past events; and
(b) from which future economic benefits are expected to flow to the entity.*

Carrying amount is the amount at which an asset is recognised in the statement of
financial position after deducting any accumulated amortisation and accumulated
impairment losses thereon.

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

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

Development is the application of research findings or other knowledge to a plan or
design for the production of new or substantially improved materials, devices,
products, processes, systems or services before the start of commercial production
or use.

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

Fair value is the 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.)

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

An intangible asset is an identifiable non-monetary asset without physical
substance.

Monetary assets are money held and assets to be received in fixed or determinable
amounts of money.

Research is original and planned investigation undertaken with the prospect of
gaining new scientific or technical knowledge and understanding.

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

*

The definition of an asset in this Standard was not revised following the revision of the definition of
an asset in the Conceptual Framework for Financial Reporting issued in 2018.
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BC16A The Board observed that in a business combination both criteria, the probability

BC17

BC18

BC19

criterion and the reliability of measurement criterion, will always be met.
Probability recognition criterion

In revising IAS 38, the Board observed that the fair value of an intangible asset reflects
market expectations about the probability that the future economic benefits associated
with the intangible asset will flow to the acquirer. In other words, the effect of
probability is reflected in the fair value measurement of an intangible asset.” Therefore,
the probability recognition criterion is always considered to be satisfied for intangible
assets acquired in business combinations.

The Board observed that this highlights a general inconsistency between the recognition
criteria for assets and liabilities in the Framework” (which states that an item meeting
the definition of an element should be recognised only if it is probable that any future
economic benefits associated with the item will flow to or from the entity, and the item
can be measured reliably) and the fair value measurements required in, for example, a
business combination. However, the Board concluded that the role of probability as a
criterion for recognition in the Framework should be considered more generally as part
of a forthcoming Concepts project.

Reliability of measurement recognition criterion

[Deleted]

BC19A In developing IFRS 3, the IASB noted that the fair values of identifiable intangible

assets acquired in a business combination are normally measurable with sufficient
reliability to be recognised separately from goodwill. The effects of uncertainty because
of a range of possible outcomes with different probabilities are reflected in measuring
the asset’s fair value™; the existence of such a range does not demonstrate an inability to
measure fair value reliably. IAS 38 (as revised in 2004) included a rebuttable
presumption that the fair value of an intangible asset with a finite useful life acquired in
a business combination can be measured reliably. The Board had concluded that it
might not always be possible to measure reliably the fair value of an asset that has an
underlying contractual or legal basis. However, 1AS 38 (revised 2004) provided that the
only circumstances in which it might not be possible to measure reliably the fair value
of an intangible asset acquired in a business combination that arises from legal or other
contractual rights were if it either:

@) is not separable; or
(b) is separable, but there is no history or evidence of exchange transactions for the

same or similar assets, and otherwise estimating fair value would depend on
immeasurable variables.

IFRS 13 Fair Value Measurement, issued in May 2011, defines fair value and contains the

requirements for measuring fair value.

References to the Framework in this Basis for Conclusions are to the IASC's Framework for the

Preparation and Presentation of Financial Statements, adopted by the +ASBBoard in 2001_and in

effect when the Standard was developed and rewsed —Lnéeptemleer—%&@—the—lASB—FepLaeed—the

(@]

IFRS 13 |ssued in May 2011 contalns the reqmrements for measurlng fair value.
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alternative treatments in International Accounting Standards.

Differences in recognition criteria for internally generated intangible assets
and purchased intangible assets

BCz42 1AS 38 includes specific recognition criteria for internally generated intangible assets

that expand on the general recognition criteria for intangible assets. It is assumed that
these criteria are met implicitly whenever an enterprise acquires an intangible asset.
Therefore, IAS 38 requires an enterprise to demonstrate that these criteria are met for
internally generated intangible assets only.

Initial recognition at cost

BCZz43 Some commentators on E50 and E60 argued that the proposed recognition criteria in

E50 and E60 were too restrictive and that they would prevent the recognition of many
intangible assets, particularly internally generated intangible assets. Specifically, they
disagreed with the proposals (retained in 1AS 38) that:

@) an intangible asset should not be recognised at an amount other than its cost,
even if its fair value can be determined reliably; and

(b) expenditure on an intangible asset that has been recognised as an expense in
prior periods should not be reinstated.

They argued that these principles contradict the Framework and quoted paragraph 83 of
the Framework®, which specifies that an item that meets the definition of an asset
should be recognised if, among other things, its “cost or value can be measured with
reliability”. These commentators supported recognising an intangible asset—an
internally generated intangible asset—at its fair value, if, among other things, its fair
value can be measured reliably.

BCZz44 1ASC rejected a proposal to allow the initial recognition of an intangible asset at fair

value (except if the asset is acquired in a business combination, in exchange for a
dissimilar asset or by way of a government grant) because:

@) this is consistent with IAS 16 Property, Plant and Equipment. IAS 16 prohibits
the initial recognition of an item of property, plant or equipment at fair value
(except in the specific limited cases as those in IAS 38).

(b) it is difficult to determine the fair value of an intangible asset reliably if no
active market exists for the asset.” Since active markets with the characteristics
set out in IAS 38 are highly unlikely to exist for internally generated intangible
assets, IASC did not believe that it was necessary to make an exception to the
principles generally applied for the initial recognition and measurement of
non-financial assets.

#

IAS 16 Property, Plant and Equipment (as revised in 2003) requires an entity to measure an item of
property, plant and equipment acquired in exchange for a non-monetary asset or assets, or a
combination of monetary and non-monetary assets, at fair value unless the exchange transaction lacks
commercial substance. Previously, an entity measured such an acquired asset at fair value unless the
exchanged assets were similar. The IASB concluded that the same measurement criteria should apply
to intangible assets acquired in exchange for a nonmonetary asset or assets, or a combination of
monetary and non-monetary assets.

IFRS 13, issued in May 2011, defines an active market.
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Dissenting opinions

DO1

DO2

DO3

Dissent of Geoffrey Whittington from IAS 38 issued in March
2004

Professor Whittington dissents from the issue of this Standard because it does not
explicitly require the probability recognition criterion in paragraph 21(a) to be applied
to intangible assets acquired in a business combination, notwithstanding that it applies
to all other intangible assets.

The reason given for this (paragraphs 33 and BC17) is that fair value is the required
measurement on acquisition of an intangible asset as part of a business combination,
and fair value incorporates probability assessments. Professor Whittington does not
believe that the Framework® precludes having a prior recognition test based on
probability, even when subsequent recognition is at fair value. Moreover, the
application of probability may be different for recognition purposes: for example, it
may be the ‘more likely than not’ criterion used in TAS 37 Provisions, Contingent
Liabilities and Contingent Assets, rather than the ‘expected value’ approach used in the
measurement of fair value.

This inconsistency between the recognition criteria in the Framework and fair values is
acknowledged in paragraph BC18. In Professor Whittington’s view, the inconsistency
should be resolved before changing the recognition criteria for intangible assets
acquired in a business combination.

Fhe-references—References to the Framework_in this Dissent are to the IASC's Framework for the
Preparation and Presentation of Financial Statements, adopted by the tASBBoard in 2001 _and in

effect when the Standard was revised.-lr-September2010-the tASB-replaced-the-Framework-with-the
i \ for Fi il e

© Copyright 34



HKAS 39
Revised Nevember2019Auqust 2020

Hong Kong Accounting Standard 39

Financial Instruments:

Recognition and Measurement

CPA Hong Kong Institute of
Certified Public Accountants
-y EEASTMAY



HKAS 39 (Nevember—2019August 2020)

COPYRIGHT
© Copyright 2039-2020 Hong Kong Institute of Certified Public Accountants

This Hong Kong Financial Reporting Standard contains IFRS Foundation copyright material.
Reproduction within Hong Kong in unaltered form (retaining this notice) is permitted for
personal and non-commercial use subject to the inclusion of an acknowledgment of the source.
Requests and inquiries concerning reproduction and rights for commercial purposes within Hong
Kong should be addressed to the Director, Finance and Operation, Hong Kong Institute of
Certified Public Accountants, 37/F., Wu Chung House, 213 Queen's Road East, Wanchai, Hong
Kong.

All rights in this material outside of Hong Kong are reserved by IFRS Foundation. Reproduction
of Hong Kong Financial Reporting Standards outside of Hong Kong in unaltered form (retaining
this notice) is permitted for personal and non-commercial use only. Further information and
requests for authorisation to reproduce for commercial purposes outside Hong Kong should be
addressed to the IFRS Foundation at www.ifrs.org.

Further details of the copyright notice form IFRS Foundation is available at
http://appl.hkicpa.org.hk/ebook/copyright-notice.pdf

© Copyright 2


http://app1.hkicpa.org.hk/ebook/copyright-notice.pdf

CONTENTS

INTRODUCTION

HONG KONG ACCOUNTING STANDARD 39
FINANCIAL INSTRUMENTS: RECOGNITION AND
MEASUREMENT

SCOPE
DEFINITIONS
HEDGING
Hedging instruments
Qualifying instruments
Designation of hedging instruments
Hedged items
Qualifying items
Designation of financial items as hedged items
Designation of non-financial items as hedged items
Designation of groups of items as hedged items
Hedge accounting
Fair value hedges
Cash flow hedges
Hedges of a net investment

Temporary exceptions from applying specific hedge accounting
reguirements

EFFECTIVE DATE AND TRANSITION
WITHDRAWAL OF OTHER PRONOUNCEMENTS

Appendix: Comparison with International Accounting Standards

Appendix A: Application guidance
Hedging
Hedging instruments
Qualifying instruments
Hedged items
Qualifying items
Designation of financial items as hedged items
Designation of non-financial items as hedged items
Designation of groups of items as hedged items

Hedge accounting

© Copyright 3

HKAS 39 (August 2020)

from paragraph

71
72
72
74
78
78
81
82
83
85
89
95

102
102A

103
109

AGY4
AGY4
AGY4
AG98
AG98
AG99C
AG100
AG101
AG102



HKAS 39 (August 2020)

Assessing hedge effectiveness AG105

Fair value hedge accounting for a portfolio hedge of interest rate

risk AGl114
Transition AG133

Appendix B: Amendments to other pronouncements

BASIS FOR CONCLUSIONS
DISSENTING OPINIONS
ILLUSTRATIVE EXAMPLE
IMPLEMENTATION GUIDANCE

Hong Kong Accounting Standard 39 Financial Instruments:
Recognition and Measurement (HKAS 39) is set out in paragraphs
2-109 and Appendices A -and €B. All the paragraphs have equal
authority. HKAS 39 should be read in the context of its objective and
the Basis for Conclusions, the Preface to Hong Kong Financial
Reporting Standards and the Conceptual Framework for Financial
Reporting. HKAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors provides a basis for selecting and applying
accounting policies in the absence of explicit guidance.
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Introduction

The HKICPA decided to replace HKAS 39 Financial Instruments: Recognition and
Measurement over a period of time. The first instalment, dealing with classification and
measurement of financial assets, was issued as HKFRS 9 Financial Instruments in November
2009. The requirements for classification and measurement of financial liabilities and
derecognition of financial assets and liabilities were added to HKFRS 9 in November 2010.
Requirements for hedge accounting were added to HKFRS 9 in December 2013. The
requirements for classification and measurement of financial assets were amended and the
requirements for amortised cost measurement and impairment were added in September 2014.
The International Accounting Standards Board is deliberating proposals on accounting for macro
hedging and in April 2014 published a Discussion Paper Accounting for Dynamic Risk
Management: a Portfolio Revaluation Approach to Macro Hedging.

HKFRS 9 permits an entity to choose as its accounting policy either to apply the hedge
accounting requirements of HKFRS 9 or to continue to apply the hedge accounting requirements
in HKAS 39. Consequently, although HKFRS 9 is effective (with limited exceptions for entities
that issue insurance contracts and entities applying the HKFRS for Private Entities), HKAS 39,
which now contains only its requirements for hedge accounting, also remains effective.
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Hong Kong Accounting Standard 39
Financial Instruments: Recognition and Measurement

1 [Deleted]
Scope
2 This Standard shall be applied by all entities to all financial instruments within the
scope of HKFRS 9 Financial Instruments if, and to the extent that:
(@) HKFRS 9 permits the hedge accounting requirements of this Standard to be
applied; and
(b) the financial instrument is part of a hedging relationship that qualifies for
hedge accounting in accordance with this Standard.
2A-7  [Deleted]
Definitions
8 The terms defined in HKFRS 13, HKFRS 9 and HKAS 32 are used in this Standard with
the meanings specified in Appendix A of HKFRS 13, Appendix A of HKFRS 9 and
paragraph 11 of HKAS 32. HKFRS 13, HKFRS 9 and HKAS 32 define the following
terms:
. amortised cost of a financial asset or financial liability
. derecognition
. derivative
. effective interest method
. effective interest rate
. equity instrument
. fair value
. financial asset
. financial instrument
. financial liability
and provides guidance on applying those definitions.
9 The following terms are used in this Standard with the meanings specified:

Definitions relating to hedge accounting

A firm commitment is a binding agreement for the exchange of a specified quantity
of resources at a specified price on a specified future date or dates.

A forecast transaction is an uncommitted but anticipated future transaction.

A hedging instrument is a designated derivative or (for a hedge of the risk of changes
in foreign currency exchange rates only) a designated non-derivative financial asset
or non-derivative financial liability whose fair value or cash flows are expected to
offset changes in the fair value or cash flows of a designated hedged item
(paragraphs 72-77 and Appendix A paragraphs AG94-AG97 elaborate on the
definition of a hedging instrument).

© Copyright 6
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A hedged item is an asset, liability, firm commitment, highly probable forecast
transaction or net investment in a foreign operation that (a) exposes the entity to
risk of changes in fair value or future cash flows and (b) is designated as being
hedged (paragraphs 78-84 and Appendix A paragraphs AG98-AG101 elaborate on
the definition of hedged items).

Hedge effectiveness is the degree to which changes in the fair value or cash flows of
the hedged item that are attributable to a hedged risk are offset by changes in the
fair value or cash flows of the hedging instrument (see Appendix A paragraphs
AG105-AG113A).

[Deleted]

Hedging

71

72

73

74

If an entity applies HKFRS 9 and has not chosen as its accounting policy to continue
to apply the hedge accounting requirements of this Standard (see paragraph 7.2.21
of HKFRS 9), it shall apply the hedge accounting requirements in Chapter 6 of
HKFRS 9. However, for a fair value hedge of the interest rate exposure of a portion
of a portfolio of financial assets or financial liabilities, an entity may, in accordance
with paragraph 6.1.3 of HKFRS 9, apply the hedge accounting requirements in this
Standard instead of those in HKFRS 9. In that case the entity must also apply the
specific requirements for fair value hedge accounting for a portfolio hedge of
interest rate risk (see paragraphs 81A, 89A and AG114-AG132).

Hedging instruments

Qualifying instruments

This Standard does not restrict the circumstances in which a derivative may be
designated as a hedging instrument provided the conditions in paragraph 88 are met,
except for some written options (see Appendix A paragraph AG94). However, a
non-derivative financial asset or non-derivative financial liability may be designated as a
hedging instrument only for a hedge of a foreign currency risk.

For hedge accounting purposes, only instruments that involve a party external to the
reporting entity (ie external to the group or individual entity that is being reported on) can
be designated as hedging instruments. Although individual entities within a consolidated
group or divisions within an entity may enter into hedging transactions with other entities
within the group or divisions within the entity, any such intragroup transactions are
eliminated on consolidation. Therefore, such hedging transactions do not qualify for
hedge accounting in the consolidated financial statements of the group. However, they
may qualify for hedge accounting in the individual or separate financial statements of
individual entities within the group provided that they are external to the individual entity
that is being reported on.

Designation of hedging instruments

There is normally a single fair value measure for a hedging instrument in its entirety, and
the factors that cause changes in fair value are co-dependent. Thus, a hedging
relationship is designated by an entity for a hedging instrument in its entirety. The only
exceptions permitted are:
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@) separating the intrinsic value and time value of an option contract and
designating as the hedging instrument only the change in intrinsic value of an
option and excluding change in its time value; and

(b) separating the interest element and the spot price of a forward contract.

These exceptions are permitted because the intrinsic value of the option and the premium
on the forward can generally be measured separately. A dynamic hedging strategy that
assesses both the intrinsic value and time value of an option contract can qualify for
hedge accounting.

A proportion of the entire hedging instrument, such as 50 per cent of the notional amount,
may be designated as the hedging instrument in a hedging relationship. However, a
hedging relationship may not be designated for only a portion of the time period during
which a hedging instrument remains outstanding.

A single hedging instrument may be designated as a hedge of more than one type of risk
provided that (a) the risks hedged can be identified clearly; (b) the effectiveness of the
hedge can be demonstrated; and (c) it is possible to ensure that there is specific
designation of the hedging instrument and different risk positions.

Two or more derivatives, or proportions of them, (or, in the case of a hedge of currency
risk, two or more non-derivatives or proportions of them, or a combination of derivatives
and non-derivatives or proportions of them), may be viewed in combination and jointly
designated as the hedging instrument, including when the risk(s) arising from some
derivatives offset(s) those arising from others. However, an interest rate collar or other
derivative instrument that combines a written option and a purchased option does not
qualify as a hedging instrument if it is, in effect, a net written option (for which a net
premium is received). Similarly, two or more instruments (or proportions of them) may
be designated as the hedging instrument only if none of them is a written option or a net
written option.

Hedged items
Qualifying items

A hedged item can be a recognised asset or liability, an unrecognised firm commitment, a
highly probable forecast transaction or a net investment in a foreign operation. The
hedged item can be (a) a single asset, liability, firm commitment, highly probable forecast
transaction or net investment in a foreign operation, (b) a group of assets, liabilities, firm
commitments, highly probable forecast transactions or net investments in foreign
operations with similar risk characteristics or (c) in a portfolio hedge of interest rate risk
only, a portion of the portfolio of financial assets or financial liabilities that share the risk
being hedged.

[Deleted]
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For hedge accounting purposes, only assets, liabilities, firm commitments or highly
probable forecast transactions that involve a party external to the entity can be designated
as hedged items. It follows that hedge accounting can be applied to transactions between
entities in the same group only in the individual or separate financial statements of those
entities and not in the consolidated financial statements of the group, except for the
consolidated financial statements of an investment entity, as defined in HKFRS 10,
where transactions between an investment entity and its subsidiaries measured at fair
value through profit or loss will not be eliminated in the consolidated financial statements.
As an exception, the foreign currency risk of an intragroup monetary item (eg a
payable/receivable between two subsidiaries) may qualify as a hedged item in the
consolidated financial statements if it results in an exposure to foreign exchange rate
gains or losses that are not fully eliminated on consolidation in accordance with HKAS
21 The Effects of Changes in Foreign Exchange Rates. In accordance with HKAS 21,
foreign exchange rate gains and losses on intragroup monetary items are not fully
eliminated on consolidation when the intragroup monetary item is transacted between
two group entities that have different functional currencies. In addition, the foreign
currency risk of a highly probable forecast intragroup transaction may qualify as a
hedged item in consolidated financial statements provided that the transaction is
denominated in a currency other than the functional currency of the entity entering into
that transaction and the foreign currency risk will affect consolidated profit or loss.

Designation of financial items as hedged items

If the hedged item is a financial asset or financial liability, it may be a hedged item with
respect to the risks associated with only a portion of its cash flows or fair value (such as
one or more selected contractual cash flows or portions of them or a percentage of the
fair value) provided that effectiveness can be measured. For example, an identifiable and
separately measurable portion of the interest rate exposure of an interest-bearing asset or
interest-bearing liability may be designated as the hedged risk (such as a risk-free interest
rate or benchmark interest rate component of the total interest rate exposure of a hedged
financial instrument).

In a fair value hedge of the interest rate exposure of a portfolio of financial assets or
financial liabilities (and only in such a hedge), the portion hedged may be designated in
terms of an amount of a currency (eg an amount of dollars, euro, pounds or rand) rather
than as individual assets (or liabilities). Although the portfolio may, for risk management
purposes, include assets and liabilities, the amount designated is an amount of assets or
an amount of liabilities. Designation of a net amount including assets and liabilities is not
permitted. The entity may hedge a portion of the interest rate risk associated with this
designated amount. For example, in the case of a hedge of a portfolio containing
prepayable assets, the entity may hedge the change in fair value that is attributable to a
change in the hedged interest rate on the basis of expected, rather than contractual,
repricing dates. When the portion hedged is based on expected repricing dates, the effect
that changes in the hedged interest rate have on those expected repricing dates shall be
included when determining the change in the fair value of the hedged item. Consequently,
if a portfolio that contains prepayable items is hedged with a non-prepayable derivative,
ineffectiveness arises if the dates on which items in the hedged portfolio are expected to
prepay are revised, or actual prepayment dates differ from those expected.

Designation of non-financial items as hedged items

If the hedged item is a non-financial asset or non-financial liability, it shall be
designated as a hedged item (a) for foreign currency risks, or (b) in its entirety for
all risks, because of the difficulty of isolating and measuring the appropriate portion
of the cash flows or fair value changes attributable to specific risks other than
foreign currency risks.
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Designation of groups of items as hedged items

Similar assets or similar liabilities shall be aggregated and hedged as a group only if the
individual assets or individual liabilities in the group share the risk exposure that is
designated as being hedged. Furthermore, the change in fair value attributable to the
hedged risk for each individual item in the group shall be expected to be approximately
proportional to the overall change in fair value attributable to the hedged risk of the
group of items.

Because an entity assesses hedge effectiveness by comparing the change in the fair value
or cash flow of a hedging instrument (or group of similar hedging instruments) and a
hedged item (or group of similar hedged items), comparing a hedging instrument with an
overall net position (eg the net of all fixed rate assets and fixed rate liabilities with similar
maturities), rather than with a specific hedged item, does not qualify for hedge
accounting.

Hedge accounting

Hedge accounting recognises the offsetting effects on profit or loss of changes in the fair
values of the hedging instrument and the hedged item.

Hedging relationships are of three types:

(@) fair value hedge: a hedge of the exposure to changes in fair value of a
recognised asset or liability or an unrecognised firm commitment, or an
identified portion of such an asset, liability or firm commitment, that is
attributable to a particular risk and could affect profit or loss.

(b) cash flow hedge: a hedge of the exposure to variability in cash flows that (i)
is attributable to a particular risk associated with a recognised asset or
liability (such as all or some future interest payments on variable rate debt)
or a highly probable forecast transaction and (ii) could affect profit or loss.

©) hedge of a net investment in a foreign operation as defined in HKAS 21.

A hedge of the foreign currency risk of a firm commitment may be accounted for as a fair
value hedge or as a cash flow hedge.

A hedging relationship qualifies for hedge accounting under paragraphs 89-102 if,
and only if, all of the following conditions are met.

(@) At the inception of the hedge there is formal designation and documentation
of the hedging relationship and the entity’s risk management objective and
strategy for undertaking the hedge. That documentation shall include
identification of the hedging instrument, the hedged item or transaction, the
nature of the risk being hedged and how the entity will assess the hedging
instrument’s effectiveness in offsetting the exposure to changes in the
hedged item’s fair value or cash flows attributable to the hedged risk.

(b) The hedge is expected to be highly effective (see Appendix A paragraphs
AG105-AG113A) in achieving offsetting changes in fair value or cash flows
attributable to the hedged risk, consistently with the originally documented
risk management strategy for that particular hedging relationship.
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(© For cash flow hedges, a forecast transaction that is the subject of the hedge
must be highly probable and must present an exposure to variations in cash
flows that could ultimately affect profit or loss.

(d) The effectiveness of the hedge can be reliably measured, ie the fair value or
cash flows of the hedged item that are attributable to the hedged risk and
the fair value of the hedging instrument can be reliably measured.

(e The hedge is assessed on an ongoing basis and determined actually to have
been highly effective throughout the financial reporting periods for which
the hedge was designated.

Fair value hedges

If a fair value hedge meets the conditions in paragraph 88 during the period, it shall
be accounted for as follows:

(@) the gain or loss from remeasuring the hedging instrument at fair value (for a
derivative hedging instrument) or the foreign currency component of its
carrying amount measured in accordance with HKAS 21 (for a
non-derivative hedging instrument) shall be recognised in profit or loss; and

(b) the gain or loss on the hedged item attributable to the hedged risk shall
adjust the carrying amount of the hedged item and be recognised in profit
or loss. This applies if the hedged item is otherwise measured at cost.
Recognition of the gain or loss attributable to the hedged risk in profit or
loss applies if the hedged item is a financial asset measured at fair value
through other comprehensive income in accordance with paragraph 4.1.2A
of HKFRS 9.

For a fair value hedge of the interest rate exposure of a portion of a portfolio of financial
assets or financial liabilities (and only in such a hedge), the requirement in paragraph
89(b) may be met by presenting the gain or loss attributable to the hedged item either:

@) in a single separate line item within assets, for those repricing time periods for
which the hedged item is an asset; or

(b) in a single separate line item within liabilities, for those repricing time periods
for which the hedged item is a liability.

The separate line items referred to in (a) and (b) above shall be presented next to
financial assets or financial liabilities. Amounts included in these line items shall be
removed from the statement of financial position when the assets or liabilities to which
they relate are derecognised.

If only particular risks attributable to a hedged item are hedged, recognised changes in
the fair value of the hedged item unrelated to the hedged risk are recognised as set out in
paragraph 5.7.1 of HKFRS 9.
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An entity shall discontinue prospectively the hedge accounting specified in
paragraph 89 if:

(@) the hedging instrument expires or is sold, terminated or exercised. For this
purpose, the replacement or rollover of a hedging instrument into another
hedging instrument is not an expiration or termination if such replacement
or rollover is part of the entity’s documented hedging strategy. Additionally,
for this purpose there is not an expiration or termination of the hedging
instrument if:

0] as a consequence of laws or regulations or the introduction of laws
or regulations, the parties to the hedging instrument agree that one
or more clearing counterparties replace their original counterparty
to become the new counterparty to each of the parties. For this
purpose, a clearing counterparty is a central counterparty
(sometimes called a ‘clearing organisation' or ‘clearing agency') or
an entity or entities, for example, a clearing member of a clearing
organisation or a client of a clearing member of a clearing
organisation, that are acting as counterparty in order to effect
clearing by a central counterparty. However, when the parties to the
hedging instrument replace their original counterparties with
different counterparties this paragraph shall apply only if each of
those parties effects clearing with the same central counterparty.

(i) other changes, if any, to the hedging instrument are limited to those
that are necessary to effect such a replacement of the counterparty.
Such changes are limited to those that are consistent with the terms
that would be expected if the hedging instrument were originally
cleared with the clearing counterparty. These changes include
changes in the collateral requirements, rights to offset receivables
and payables balances, and charges levied.

(b)  the hedge no longer meets the criteria for hedge accounting in paragraph 88;
or

©) the entity revokes the designation.

Any adjustment arising from paragraph 89(b) to the carrying amount of a hedged
financial instrument for which the effective interest method is used (or, in the case
of a portfolio hedge of interest rate risk, to the separate line item in the statement of
financial position described in paragraph 89A) shall be amortised to profit or loss.
Amortisation may begin as soon as an adjustment exists and shall begin no later
than when the hedged item ceases to be adjusted for changes in its fair value
attributable to the risk being hedged. The adjustment is based on a recalculated
effective interest rate at the date amortisation begins. However, if, in the case of a
fair value hedge of the interest rate exposure of a portfolio of financial assets or
financial liabilities (and only in such a hedge), amortising using a recalculated
effective interest rate is not practicable, the adjustment shall be amortised using a
straight-line method. The adjustment shall be amortised fully by maturity of the
financial instrument or, in the case of a portfolio hedge of interest rate risk, by
expiry of the relevant repricing time period.
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When an unrecognised firm commitment is designated as a hedged item, the subsequent
cumulative change in the fair value of the firm commitment attributable to the hedged
risk is recognised as an asset or liability with a corresponding gain or loss recognised in
profit or loss (see paragraph 89(b)). The changes in the fair value of the hedging
instrument are also recognised in profit or loss.

When an entity enters into a firm commitment to acquire an asset or assume a liability
that is a hedged item in a fair value hedge, the initial carrying amount of the asset or
liability that results from the entity meeting the firm commitment is adjusted to include
the cumulative change in the fair value of the firm commitment attributable to the hedged
risk that was recognised in the statement of financial position.

Cash flow hedges

If a cash flow hedge meets the conditions in paragraph 88 during the period, it shall
be accounted for as follows:

(@) the portion of the gain or loss on the hedging instrument that is determined
to be an effective hedge (see paragraph 88) shall be recognised in other
comprehensive income; and

(b) the ineffective portion of the gain or loss on the hedging instrument shall be
recognised in profit or loss.

More specifically, a cash flow hedge is accounted for as follows:

@) the separate component of equity associated with the hedged item is adjusted to
the lesser of the following (in absolute amounts):

(M the cumulative gain or loss on the hedging instrument from inception of
the hedge; and

(i) the cumulative change in fair value (present value) of the expected future
cash flows on the hedged item from inception of the hedge;

(b) any remaining gain or loss on the hedging instrument or designated component
of it (that is not an effective hedge) is recognised in profit or loss; and

©) if an entity’s documented risk management strategy for a particular hedging
relationship excludes from the assessment of hedge effectiveness a specific
component of the gain or loss or related cash flows on the hedging instrument
(see paragraphs 74, 75 and 88(a)), that excluded component of gain or loss is
recognised in accordance with paragraph5.7.1 of HKFRS 9.

If a hedge of a forecast transaction subsequently results in the recognition of a
financial asset or a financial liability, the associated gains or losses that were
recognised in other comprehensive income in accordance with paragraph 95 shall
be reclassified from equity to profit or loss as a reclassification adjustment (see
HKAS 1 (as revised in 2007)) in the same period or periods during which the hedged
forecast cash flows affect profit or loss (such as in the periods that interest income
or interest expense is recognised). However, if an entity expects that all or a portion
of a loss recognised in other comprehensive income will not be recovered in one or
more future periods, it shall reclassify into profit or loss as a reclassification
adjustment the amount that is not expected to be recovered.
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If a hedge of a forecast transaction subsequently results in the recognition of a
non-financial asset or a non-financial liability, or a forecast transaction for a
non-financial asset or non-financial liability becomes a firm commitment for which
fair value hedge accounting is applied, then the entity shall adopt (a) or (b) below:

() It reclassifies the associated gains and losses that were recognised in other
comprehensive income in accordance with paragraph 95 to profit or loss as
a reclassification adjustment (see HKAS 1 (revised 2007)) in the same period
or periods during which the asset acquired or liability assumed affects profit
or loss (such as in the periods that depreciation expense or cost of sales is
recognised). However, if an entity expects that all or a portion of a loss
recognised in other comprehensive income will not be recovered in one or
more future periods, it shall reclassify from equity to profit or loss as a
reclassification adjustment the amount that is not expected to be recovered.

(b) It removes the associated gains and losses that were recognised in other
comprehensive income in accordance with paragraph 95, and includes them
in the initial cost or other carrying amount of the asset or liability.

An entity shall adopt either (a) or (b) in paragraph 98 as its accounting policy and
shall apply it consistently to all hedges to which paragraph 98 relates.

For cash flow hedges other than those covered by paragraphs 97 and 98, amounts
that had been recognised in other comprehensive income shall be reclassified from
equity to profit or loss as a reclassification adjustment (see HKAS 1 (revised 2007))
in the same period or periods during which the hedged forecast cash flows affect
profit or loss (for example, when a forecast sale occurs).

In any of the following circumstances an entity shall discontinue prospectively the
hedge accounting specified in paragraphs 95-100:

(@) The hedging instrument expires or is sold, terminated or exercised. In this
case, the cumulative gain or loss on the hedging instrument that has been
recognised in other comprehensive income from the period when the hedge
was effective (see paragraph 95(a)) shall remain separately in equity until
the forecast transaction occurs. When the transaction occurs, paragraph 97,
98 or 100 applies. For the purpose of this subparagraph, the replacement or
rollover of a hedging instrument into another hedging instrument is not an
expiration or termination if such replacement or rollover is part of the entity
's documented hedging strategy. Additionally, for the purpose of this
subparagraph there is not an expiration or termination of the hedging
instrument if:

Q) as a consequence of laws or regulations or the introduction of laws or
regulations, the parties to the hedging instrument agree that one or
more clearing counterparties replace their original counterparty to
become the new counterparty to each of the parties. For this purpose,
a clearing counterparty is a central counterparty (sometimes called a
‘clearing organisation' or 'clearing agency') or an entity or entities,
for example, a clearing member of a clearing organisation or a client
of a clearing member of a clearing organisation, that are acting as
counterparty in order to effect clearing by a central counterparty.
However, when the parties to the hedging instrument replace their
original counterparties with different counterparties this paragraph
shall apply only if each of those parties effects clearing with the same
central counterparty.
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(i) other changes, if any, to the hedging instrument are limited to those
that are necessary to effect such a replacement of the counterparty.
Such changes are limited to those that are consistent with the terms
that would be expected if the hedging instrument were originally
cleared with the clearing counterparty. These changes include
changes in the collateral requirements, rights to offset receivables
and payables balances, and charges levied.

The hedge no longer meets the criteria for hedge accounting in paragraph
88. In this case, the cumulative gain or loss on the hedging instrument that
has been recognised in other comprehensive income from the period when
the hedge was effective (see paragraph 95(a)) shall remain separately in
equity until the forecast transaction occurs. When the transaction occurs,
paragraph 97, 98 or 100 applies.

The forecast transaction is no longer expected to occur, in which case any
related cumulative gain or loss on the hedging instrument that has been
recognised in other comprehensive income from the period when the hedge
was effective (see paragraph 95(a)) shall be reclassified from equity to profit
or loss as a reclassification adjustment. A forecast transaction that is no
longer highly probable (see paragraph 88(c)) may still be expected to occur.

The entity revokes the designation. For hedges of a forecast transaction, the
cumulative gain or loss on the hedging instrument that has been recognised
in other comprehensive income from the period when the hedge was
effective (see paragraph 95(a)) shall remain separately in equity until the
forecast transaction occurs or is no longer expected to occur. When the
transaction occurs, paragraph 97, 98 or 100 applies. If the transaction is no
longer expected to occur, the cumulative gain or loss that had been
recognised in other comprehensive income shall be reclassified from equity
to profit or loss as a reclassification adjustment.

Hedges of a net investment

102 Hedges of a net investment in a foreign operation, including a hedge of a monetary
item that is accounted for as part of the net investment (see HKAS 21), shall be
accounted for similarly to cash flow hedges:

(@)

(b)

the portion of the gain or loss on the hedging instrument that is determined
to be an effective hedge (see paragraph 88) shall be recognised in other
comprehensive income; and

the ineffective portion shall be recognised in profit or loss.

The gain or loss on the hedging instrument relating to the effective portion of the
hedge that has been recognised in other comprehensive income shall be reclassified
from equity to profit or loss as a reclassification adjustment (see HKAS 1 (revised
2007)) in accordance with paragraphs 48-49 of HKAS 21 on the disposal or partial
disposal of the foreign operation.
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Temporary exceptions from applying specific hedge accounting
requirements

An entity shall apply paragraphs 102D—102N and 108G to all hedging relationships

102B

directly affected by interest rate benchmark reform. These paragraphs apply only to such
hedging relationships. A hedging relationship is directly affected by interest rate
benchmark reform only if the reform gives rise to uncertainties about:

(a) the interest rate benchmark (contractually or non-contractually specified)
designated as a hedged risk; and/or

(b) the timing or the amount of interest rate benchmark-based cash flows of the
hedged item or of the hedging instrument.

For the purpose of applying paragraphs 102D—102N. the term ‘interest rate benchmark

102C

reform’ refers to the market-wide reform of an interest rate benchmark, including the
replacement of an interest rate benchmark with an alternative benchmark rate such as
that resulting from the recommendations set out in the Financial Stability Board’s July
2014 report ‘Reforming Major Interest Rate Benchmarks’.!

Paragraphs 102D—102N provide exceptions only to the requirements specified in these

102D

paragraphs. An entity shall continue to apply all other hedge accounting requirements to
hedqging relationships directly affected by interest rate benchmark reform.

Highly probable requirement for cash flow hedges

For the purpose of applying the requirement in paragraph 88(c) that a forecast

102E

transaction must be highly probable, an entity shall assume that the interest rate
benchmark on which the hedged cash flows (contractually or non-contractually specified)
are based is not altered as a result of interest rate benchmark reform.

Reclassifying the cumulative gain or loss recognised in other comprehensive
income

For the purpose of applying the requirement in paragraph 101(c) in order to determine

102F

whether the forecast transaction is no longer expected to occur, an entity shall assume
that the interest rate benchmark on which the hedged cash flows (contractually or
non-contractually specified) are based is not altered as a result of interest rate benchmark
reform.

Effectiveness assessment

For the purpose of applying the requirements in paragraphs 88(b) and AG105(a), an

102G

entity shall assume that the interest rate benchmark on which the hedged cash flows
and/or the hedged risk (contractually or non-contractually specified) are based, or the
interest rate benchmark on which the cash flows of the hedging instrument are based, is
not altered as a result of interest rate benchmark reform.

For the purpose of applying the requirement in paragraph 88(e), an entity is not required

to discontinue a hedging relationship because the actual results of the hedge do not meet
the requirements in paragraph AG105(b). For the avoidance of doubt, an entity shall
apply the other conditions in paragraph 88, including the prospective assessment in
paragraph 88(b), to assess whether the hedging relationship must be discontinued.

1

The report, 'Reforming Major Interest Rate Benchmarks', is available at http://www.fsb.org/wp-content/uploads/r 140722.pdf.
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Designating financial items as hedged items

102H  Unless paragraph 1021 applies, for a hedge of a non-contractually specified benchmark
portion of interest rate risk, an entity shall apply the requirement in paragraphs 81 and
AG99F—that the designated portion shall be separately identifiable—only at the
inception of the hedging relationship.

102l When an_entity, consistent with its hedge documentation, frequently resets (ie
discontinues and restarts) a hedging relationship because both the hedging instrument
and the hedged item frequently change (ie the entity uses a dynamic process in which
both the hedged items and the hedging instruments used to manage that exposure do not
remain the same for long), the entity shall apply the requirement in paragraphs 81 and
AG99F—that the designated portion is separately identifiable—only when it initially
designates a hedged item in that hedging relationship. A hedged item that has been
assessed at the time of its initial designation in the hedging relationship, whether it was
at the time of the hedge inception or subsequently, is not reassessed at any subsequent
redesignation in the same hedging relationship.

End of application

102J An entity shall prospectively cease applying paragraph 102D to a hedged item at the
earlier of:

(a) when the uncertainty arising from interest rate benchmark reform is no longer
present with respect to the timing and the amount of the interest rate
benchmark-based cash flows of the hedged item; and

(b) when the hedging relationship that the hedged item is part of is discontinued.

102K An entity shall prospectively cease applying paragraph 102E at the earlier of:

(a) when the uncertainty arising from interest rate benchmark reform is no longer
present with respect to the timing and the amount of the interest rate
benchmark-based future cash flows of the hedged item; and

(b) when the entire cumulative gain or loss recognised in other comprehensive
income with respect to that discontinued hedging relationship has been
reclassified to profit or loss.

102L  An entity shall prospectively cease applying paragraph 102F:

(a) to a hedged item, when the uncertainty arising from interest rate benchmark
reform is no longer present with respect to the hedged risk or the timing and the
amount of the interest rate benchmark-based cash flows of the hedged item; and

(b) to a hedging instrument, when the uncertainty arising from interest rate
benchmark reform is no longer present with respect to the timing and the
amount of the interest rate benchmark-based cash flows of the hedging
instrument.

If the hedging relationship that the hedged item and the hedging instrument are part of is
discontinued earlier than the date specified in paragraph 102L(a) or the date specified in
paragraph 102L (b), the entity shall prospectively cease applying paragraph 102F to that
hedging relationship at the date of discontinuation.
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102M  An entity shall prospectively cease applying paragraph 102G to a hedging relationship at
the earlier of:

(a) when the uncertainty arising from interest rate benchmark reform is no longer
present with respect to the hedged risk and the timing and the amount of the
interest rate benchmark-based cash flows of the hedged item or of the hedging
instrument; and

(b) when the hedging relationship to which the exception is applied is discontinued.

102N When designating a group of items as the hedged item, or a combination of financial

instruments as the hedging instrument, an entity shall prospectively cease applying
paragraphs 102D-102G to an individual item or financial instrument in accordance with
paragraphs 102J, 102K, 102L, or 102M, as relevant, when the uncertainty arising from
interest rate benchmark reform is no longer present with respect to the hedged risk
and/or the timing and the amount of the interest rate benchmark-based cash flows of that
item or financial instrument.

Effective date and transitional provisions

103

103A
103B
103C

103D
103E

103F
103G

103H-
103J

An entity shall apply this Standard for annual periods beginning on or after 1 January
2005. Earlier application is permitted. An entity shall not apply this Standard for annual
periods beginning before 1 January 2005 unless it also applies HKAS 32. If an entity
applies this Standard for a period beginning before 1 January 2005, it shall disclose that
fact. Except as provided for in paragraphs 104 and-105-below, retrospective application is
not permitted.

[Deleted]
[Deleted]

HKAS 1 (as revised in 2007) amended the terminology used throughout HKFRSs. In
addition it amended paragraphs 95(a), 97, 98, 100, 102, 108 and AG99B. An entity shall
apply those amendments for annual periods beginning on or after 1 January 2009. If an
entity applies HKAS 1 (revised 2007) for an earlier period, the amendments shall be
applied for that earlier period.

[Deleted]

HKAS 27 (as amended in 2008) amended paragraph 102. An entity shall apply that
amendment for annual periods beginning on 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.

[Deleted]

An entity shall apply paragraphs AG99BA, AG99E, AG99F, AG110A and AG110B
retrospectively for annual periods beginning on or after 1 July 2009, in accordance with
HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors. Earlier
application is permitted. If an entity applies Eligible Hedged Items (Amendment to
HKAS 39) for periods beginning before 1 July 2009, it shall disclose that fact.

[Deleted]
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Improvements to HKFRSs issued in May 2009 amended paragraphs 2(g), 97 and 100. An
entity shall apply the amendments to those paragraphs prospectively to all unexpired
contracts 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.

[Deleted]

HKFRS 13, issued in June 2011, amended paragraphs 9, 13, 28, 47, 88, AG46, AG52,
AG64, AG76, AG76A, AG80, AG81 and AG96, added paragraph 43A and deleted
paragraphs 48-49, AG69-AG75, AG77-AG79 and AG82. An entity shall apply those
amendments when it applies HKFRS 13.

Investment Entities (Amendments to HKFRS 10, HKFRS 12 and HKAS 27), issued in
December 2012, amended paragraphs 2 and 80. An entity shall apply those amendments
for annual periods beginning on or after 1 January 2014. Earlier application of Investment
Entities is permitted. If an entity applies those amendments earlier it shall also apply all
amendments included in Investment Entities at the same time.

[Deleted]

HKFRS 15 Revenue from Contracts with Customers, issued in July 2014, amended
paragraphs 2, 9, 43, 47, 55, AG2, AG4 and AG48 and added paragraphs 2A, 44A, 55A
and AGBA-AGS8C. An entity shall apply those amendments when it applies HKFRS 15.

HKFRS 9, as issued in September 2014, amended paragraphs 2, 8, 9, 71, 8988-90, 96,
104 AG95, AG114, AG118 and the headings above AG133 and deleted paragraphs 1, 2A,
4-7, 10-70, 103B, 103D, 103F, 103H-103J, 103L-103P, 103S, 105-107A, 108E-108F,
AG1-AG93 and AG96. An entity shall apply those amendments when it applies
HKFRS 9.

The transition to this Standard should be as follows:

(@) for those transactions entered into before the beginning of the financial year
in which this Standard is initially applied that the entity did previously
designate as hedges, the recognition, derecognition, and measurement
provisions of this Standard should be applied prospectively. Therefore, if
the previously designated hedge does not meet the conditions for an effective
hedge set out in paragraph 88 and the hedging instrument is still held, hedge
accounting will no longer be appropriate starting with the beginning of the
financial year in which this Standard is initially applied. Accounting in prior
financial years should not be retrospectively changed to conform to the
requirements of this Standard. Paragraphs 91 and 101 explain how to
discontinue hedge accounting;

(b) [Deleted]

©) [Deleted]

(d) at the beginning of the financial year in which this Standard is initially
applied, any balance sheet positions in fair value hedges of existing assets

and liabilities should be accounted for by adjusting their carrying amounts
to reflect the fair value of the hedging instrument;

© Copyright 19



HKAS 39 (August 2020)

(e if an entity’s hedge accounting policies prior to initial application of this
Standard had included deferral, as assets and liabilities, of gains or losses on
cash flow hedges, at the beginning of the financial year in which this
Standard is initially applied, those deferred gains and losses should be
reclassified as a separate component of equity to the extent that the
transactions meet the criteria in paragraph 88 and, thereafter, accounted for
as set out in paragraphs 97-100;

4] transactions entered into before the beginning of the financial year in which
this Standard is initially applied should not be retrospectively designated as
hedges;

(0)] [Deleted]
(h) [Deleted]

105- [Deleted]
107A

108 [not used]

108A An entity shall apply the last sentence of paragraph 80, and paragraphs AG99A and
AG99B, for annual periods beginning on or after 1 January 2006. Earlier application is
encouraged. If an entity has designated as the hedged item an external forecast
transaction that

@) is denominated in the functional currency of the entity entering into the
transaction,

(b) gives rise to an exposure that will have an effect on consolidated profit or loss (ie
is denominated in a currency other than the group’s presentation currency), and

©) would have qualified for hedge accounting had it not been denominated in the
functional currency of the entity entering into it,

it may apply hedge accounting in the consolidated financial statements in the period(s)
before the date of application of the last sentence of paragraph 80, and paragraphs
AG99A and AG99B.

108B An entity need not apply paragraph AG99B to comparative information relating to
periods before the date of application of the last sentence of paragraph 80 and paragraph
AG99A.

108C Paragraphs 73 and AG8 were amended by Improvements to HKFRSs, issued in October
2008. Paragraph 80 was amended by Improvements to HKFRSs, issued in May 2009. An
entity shall apply those amendments for annual periods beginning on or after 1 January
2009. Earlier application of all the amendments is permitted. If an entity applies the
amendments for an earlier period it shall disclose that fact.

© Copyright 20



108D

108E-
108F

108G

HKAS 39 (August 2020)

Novation of Derivatives and Continuation of Hedge Accounting (Amendments to HKAS
39), issued in July 2013, amended paragraphs 91 and 101 and added paragraph AG113A.
An entity shall apply those paragraphs for annual periods beginning on or after 1 January
2014. An entity shall apply those amendments retrospectively in accordance with HKAS
8 Accounting Policies, Changes in Accounting Estimates and Errors. Earlier application
is permitted. If an entity applies those amendments for an earlier period it shall disclose
that fact.

[Deleted]

Interest Rate Benchmark Reform, which amended HKFRS 9, HKAS 39 and HKFRS 7,

issued in November 2019, added paragraphs 102A-102N. An entity shall apply these
amendments for annual periods beginning on or after 1 January 2020. Earlier application
is permitted. If an entity applies these amendments for an earlier period, it shall disclose
that fact. An entity shall apply these amendments retrospectively to those hedging
relationships that existed at the beginning of the reporting period in which an entity first
applies these amendments or were designated thereafter, and to the gain or loss
recognised in other comprehensive income that existed at the beginning of the reporting
period in which an entity first applies these amendments.

Withdrawal of other pronouncements

109

This Standard supersedes SSAP 24 Accounting for Investments in Securities.
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Appendix
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 39.

The International Accounting Standard comparable with HKAS 39 is IAS 39, Financial
Instruments: Recognition and Measurement.

There are no major textual differences between HKAS 39 and IAS 39.
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Appendix A
Application guidance

This appendix is an integral part of the Standard.

AG1-
AG93

[Deleted]

Hedging (paragraphs 71-102)

AGY4

AG95

AG96

AG97

AG98

AG99

Hedging instruments (paragraphs 72-77)

Qualifying instruments (paragraphs 72 and 73)

The potential loss on an option that an entity writes could be significantly greater than the
potential gain in value of a related hedged item. In other words, a written option is not
effective in reducing the profit or loss exposure of a hedged item. Therefore, a written
option does not qualify as a hedging instrument unless it is designated as an offset to a
purchased option, including one that is embedded in another financial instrument (for
example, a written call option used to hedge a callable liability). In contrast, a purchased
option has potential gains equal to or greater than losses and therefore has the potential to
reduce profit or loss exposure from changes in fair values or cash flows. Accordingly, it
can qualify as a hedging instrument.

A financial asset measured at amortised cost may be designated as a hedging instrument
in a hedge of foreign currency risk.

[Deleted]

An entity’s own equity instruments are not financial assets or financial liabilities of the
entity and therefore cannot be designated as hedging instruments.

Hedged items (paragraphs 78-84)
Qualifying items (paragraphs 78-80)

A firm commitment to acquire a business in a business combination cannot be a hedged
item, except for foreign exchange risk, because the other risks being hedged cannot be
specifically identified and measured. These other risks are general business risks.

An equity method investment cannot be a hedged item in a fair value hedge because the
equity method recognises in profit or loss the investor’s share of the associate’s profit or
loss, rather than changes in the investment’s fair value. For a similar reason, an
investment in a consolidated subsidiary cannot be a hedged item in a fair value hedge
because consolidation recognises in profit or loss the subsidiary’s profit or loss, rather
than changes in the investment’s fair value. A hedge of a net investment in a foreign
operation is different because it is a hedge of the foreign currency exposure, not a fair
value hedge of the change in the value of the investment.
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AGPA Paragraph 80 states that in consolidated financial statements the foreign currency risk of
a highly probable forecast intragroup transaction may qualify as a hedged item in a cash
flow hedge, provided the transaction is denominated in a currency other than the
functional currency of the entity entering into that transaction and the foreign currency
risk will affect consolidated profit or loss. For this purpose an entity can be a parent,
subsidiary, associate, joint venture or branch. If the foreign currency risk of a forecast
intragroup transaction does not affect consolidated profit or loss, the intragroup
transaction cannot qualify as a hedged item. This is usually the case for royalty payments,
interest payments or management charges between members of the same group unless
there is a related external transaction. However, when the foreign currency risk of a
forecast intragroup transaction will affect consolidated profit or loss, the intragroup
transaction can qualify as a hedged item. An example is forecast sales or purchases of
inventories between members of the same group if there is an onward sale of the
inventory to a party external to the group. Similarly, a forecast intragroup sale of plant
and equipment from the group entity that manufactured it to a group entity that will use
the plant and equipment in its operations may affect consolidated profit or loss. This
could occur, for example, because the plant and equipment will be depreciated by the
purchasing entity and the amount initially recognised for the plant and equipment may
change if the forecast intragroup transaction is denominated in a currency other than the
functional currency of the purchasing entity.

AGIB If a hedge of a forecast intragroup transaction qualifies for hedge accounting, any gain or
loss that is recognised in other comprehensive income in accordance with paragraph 95(a)
shall be reclassified from equity to profit or loss as a reclassification adjustment in the
same period or periods during which the foreign currency risk of the hedged transaction
affects consolidated profit or loss.

AGOBA An entity can designate all changes in the cash flows or fair value of a hedged item in a
hedging relationship. An entity can also designate only changes in the cash flows or fair
value of a hedged item above or below a specified price or other variable (a one-sided
risk). The intrinsic value of a purchased option hedging instrument (assuming that it has
the same principal terms as the designated risk), but not its time value, reflects a
one-sided risk in a hedged item. For example, an entity can designate the variability of
future cash flow outcomes resulting from a price increase of a forecast commodity
purchase. In such a situation, only cash flow losses that result from an increase in the
price above the specified level are designated. The hedged risk does not include the time
value of a purchased option because the time value is not a component of the forecast
transaction that affects profit or loss (paragraph 86(b)).

Designation of financial items as hedged items (paragraphs 81 and 81A)

AGRC If a portion of the cash flows of a financial asset or financial liability is designated as the
hedged item, that designated portion must be less than the total cash flows of the asset or
liability. For example, in the case of a liability whose effective interest rate is below
LIBOR, an entity cannot designate (a) a portion of the liability equal to the principal
amount plus interest at LIBOR and (b) a negative residual portion. However, the entity
may designate all of the cash flows of the entire financial asset or financial liability as the
hedged item and hedge them for only one particular risk (eg only for changes that are
attributable to changes in LIBOR). For example, in the case of a financial liability whose
effective interest rate is 100 basis points below LIBOR, an entity can designate as the
hedged item the entire liability (ie principal plus interest at LIBOR minus 100 basis
points) and hedge the change in the fair value or cash flows of that entire liability that is
attributable to changes in LIBOR. The entity may also choose a hedge ratio of other than
one to one in order to improve the effectiveness of the hedge as described in paragraph
AG100.
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AGD In addition, if a fixed rate financial instrument is hedged some time after its origination
and interest rates have changed in the meantime, the entity can designate a portion equal
to a benchmark rate that is higher than the contractual rate paid on the item. The entity
can do so provided that the benchmark rate is less than the effective interest rate
calculated on the assumption that the entity had purchased the instrument on the day it
first designates the hedged item. For example, assume an entity originates a fixed rate
financial asset of CU100 that has an effective interest rate of 6 per cent at a time when
LIBOR is 4 per cent. It begins to hedge that asset some time later when LIBOR has
increased to 8 per cent and the fair value of the asset has decreased to CU90. The entity
calculates that if it had purchased the asset on the date it first designates it as the hedged
item for its then fair value of CU90, the effective yield would have been 9.5 per cent.
Because LIBOR is less than this effective yield, the entity can designate a LIBOR portion
of 8 per cent that consists partly of the contractual interest cash flows and partly of the
difference between the current fair value (ie CU90) and the amount repayable on
maturity (ie CU100).

AGXE Paragraph 81 permits an entity to designate something other than the entire fair value
change or cash flow variability of a financial instrument. For example:

(@) all of the cash flows of a financial instrument may be designated for cash flow or
fair value changes attributable to some (but not all) risks; or

(b) some (but not all) of the cash flows of a financial instrument may be designated
for cash flow or fair value changes attributable to all or only some risks (ie a
‘portion’ of the cash flows of the financial instrument may be designated for
changes attributable to all or only some risks).

AGF To be eligible for hedge accounting, the designated risks and portions must be separately
identifiable components of the financial instrument, and changes in the cash flows or fair
value of the entire financial instrument arising from changes in the designated risks and
portions must be reliably measurable. For example:

@) for a fixed rate financial instrument hedged for changes in fair value attributable to
changes in a risk-free or benchmark interest rate, the risk-free or benchmark rate is
normally regarded as both a separately identifiable component of the financial
instrument and reliably measurable.

(b) inflation is not separately identifiable and reliably measurable and cannot be
designated as a risk or a portion of a financial instrument unless the requirements
in (c) are met.

©) a contractually specified inflation portion of the cash flows of a recognised
inflation-linked bond (assuming there is no requirement to account for an
embedded derivative separately) is separately identifiable and reliably
measurable as long as other cash flows of the instrument are not affected by the
inflation portion.
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Designation of non-financial items as hedged items (paragraph 82)

AG100 Changes in the price of an ingredient or component of a non-financial asset or
non-financial liability generally do not have a predictable, separately measurable effect
on the price of the item that is comparable to the effect of, say, a change in market
interest rates on the price of a bond. Thus, a non-financial asset or non-financial liability
is a hedged item only in its entirety or for foreign exchange risk. If there is a difference
between the terms of the hedging instrument and the hedged item (such as for a hedge of
the forecast purchase of Brazilian coffee using a forward contract to purchase Colombian
coffee on otherwise similar terms), the hedging relationship nonetheless can qualify as a
hedge relationship provided all the conditions in paragraph 88 are met, including that the
hedge is expected to be highly effective. For this purpose, the amount of the hedging
instrument may be greater or less than that of the hedged item if this improves the
effectiveness of the hedging relationship. For example, a regression analysis could be
performed to establish a statistical relationship between the hedged item (eg a transaction
in Brazilian coffee) and the hedging instrument (eg a transaction in Colombian coffee). If
there is a valid statistical relationship between the two variables (ie between the unit
prices of Brazilian coffee and Colombian coffee), the slope of the regression line can be
used to establish the hedge ratio that will maximise expected effectiveness. For example,
if the slope of the regression line is 1.02, a hedge ratio based on 0.98 guantities of hedged
items to 1.00 quantities of the hedging instrument maximises expected effectiveness.
However, the hedging relationship may result in ineffectiveness that is recognised in
profit or loss during the term of the hedging relationship.

Designation of groups of items as hedged items (paragraphs 83 and 84)

AG101 A hedge of an overall net position (eg the net of all fixed rate assets and fixed rate
liabilities with similar maturities), rather than of a specific hedged item, does not qualify
for hedge accounting. However, almost the same effect on profit or loss of hedge
accounting for this type of hedging relationship can be achieved by designating as the
hedged item part of the underlying items. For example, if a bank has CU100 of assets and
CU90 of liabilities with risks and terms of a similar nature and hedges the net CU10
exposure, it can designate as the hedged item CUL0 of those assets. This designation can
be used if such assets and liabilities are fixed rate instruments, in which case it is a fair
value hedge, or if they are variable rate instruments, in which case it is a cash flow hedge.
Similarly, if an entity has a firm commitment to make a purchase in a foreign currency of
CU100 and a firm commitment to make a sale in the foreign currency of CU9Q, it can
hedge the net amount of CU10 by acquiring a derivative and designating it as a hedging
instrument associated with CU10 of the firm purchase commitment of CU100.

Hedge accounting (paragraphs 85-102)

AG102 An example of a fair value hedge is a hedge of exposure to changes in the fair value of a
fixed rate debt instrument as a result of changes in interest rates. Such a hedge could be
entered into by the issuer or by the holder.

AG103 An example of a cash flow hedge is the use of a swap to change floating rate debt to
fixed rate debt (ie a hedge of a future transaction where the future cash flows being
hedged are the future interest payments).

AG104 A hedge of a firm commitment (eg a hedge of the change in fuel price relating to an
unrecognised contractual commitment by an electric utility to purchase fuel at a fixed
price) is a hedge of an exposure to a change in fair value. Accordingly, such a hedge is a
fair value hedge. However, under paragraph 87 a hedge of the foreign currency risk of a
firm commitment could alternatively be accounted for as a cash flow hedge.
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Assessing hedge effectiveness
AG105 A hedge is regarded as highly effective only if both of the following conditions are met:

@) At the inception of the hedge and in subsequent periods, the hedge is expected to
be highly effective in achieving offsetting changes in fair value or cash flows
attributable to the hedged risk during the period for which the hedge is
designated. Such an expectation can be demonstrated in various ways, including
a comparison of past changes in the fair value or cash flows of the hedged item
that are attributable to the hedged risk with past changes in the fair value or cash
flows of the hedging instrument, or by demonstrating a high statistical correlation
between the fair value or cash flows of the hedged item and those of the hedging
instrument. The entity may choose a hedge ratio of other than one to one in order
to improve the effectiveness of the hedge as described in paragraph AG100.

(b) The actual results of the hedge are within a range of 80-125 per cent. For
example, if actual results are such that the loss on the hedging instrument is
CU120 and the gain on the cash instrument is CU100, offset can be measured by
120 / 100, which is 120 per cent, or by 100 / 120, which is 83 per cent. In this
example, assuming the hedge meets the condition in (a) the entity would
conclude that the hedge has been highly effective.

AG106 Effectiveness is assessed, at a minimum, at the time an entity prepares its annual or
interim financial statements.

AG107 This Standard does not specify a single method for assessing hedge effectiveness. The
method an entity adopts for assessing hedge effectiveness depends on its risk
management strategy. For example, if the entity’s risk management strategy is to adjust
the amount of the hedging instrument periodically to reflect changes in the hedged
position, the entity needs to demonstrate that the hedge is expected to be highly effective
only for the period until the amount of the hedging instrument is next adjusted. In some
cases, an entity adopts different methods for different types of hedges. An entity’s
documentation of its hedging strategy includes its procedures for assessing effectiveness.
Those procedures state whether the assessment includes all of the gain or loss on a
hedging instrument or whether the instrument’s time value is excluded.

AGIO7A If an entity hedges less than 100 per cent of the exposure on an item, such as 85 per cent,
it shall designate the hedged item as being 85 per cent of the exposure and shall measure
ineffectiveness based on the change in that designated 85 per cent exposure. However,
when hedging the designated 85 per cent exposure, the entity may use a hedge ratio of
other than one to one if that improves the expected effectiveness of the hedge, as
explained in paragraph AG100.

AG108 If the principal terms of the hedging instrument and of the hedged asset, liability, firm
commitment or highly probable forecast transaction are the same, the changes in fair
value and cash flows attributable to the risk being hedged may be likely to offset each
other fully, both when the hedge is entered into and afterwards. For example, an interest
rate swap is likely to be an effective hedge if the notional and principal amounts, term,
repricing dates, dates of interest and principal receipts and payments, and basis for
measuring interest rates are the same for the hedging instrument and the hedged item. In
addition, a hedge of a highly probable forecast purchase of a commodity with a forward
contract is likely to be highly effective if:
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@) the forward contract is for the purchase of the same quantity of the same
commodity at the same time and location as the hedged forecast purchase;

(b) the fair value of the forward contract at inception is zero; and

(© either the change in the discount or premium on the forward contract is excluded
from the assessment of effectiveness and recognised in profit or loss or the
change in expected cash flows on the highly probable forecast transaction is
based on the forward price for the commodity.

AG109 Sometimes the hedging instrument offsets only part of the hedged risk. For example, a

hedge would not be fully effective if the hedging instrument and hedged item are
denominated in different currencies that do not move in tandem. Also, a hedge of interest
rate risk using a derivative would not be fully effective if part of the change in the fair
value of the derivative is attributable to the counterparty’s credit risk.

AG110 To qualify for hedge accounting, the hedge must relate to a specific identified and

designated risk, and not merely to the entity’s general business risks, and must ultimately
affect the entity’s profit or loss. A hedge of the risk of obsolescence of a physical asset or
the risk of expropriation of property by a government is not eligible for hedge accounting;
effectiveness cannot be measured because those risks are not measurable reliably.

AGLI0A Paragraph 74(a) permits an entity to separate the intrinsic value and time value of an option

AG10B

contract and designate as the hedging instrument only the change in the intrinsic value of
the option contract. Such a designation may result in a hedging relationship that is perfectly
effective in achieving offsetting changes in cash flows attributable to a hedged one-sided
risk of a forecast transaction, if the principal terms of the forecast transaction and hedging
instrument are the same.

If an entity designates a purchased option in its entirety as the hedging instrument of a
one-sided risk arising from a forecast transaction, the hedging relationship will not be
perfectly effective. This is because the premium paid for the option includes time value
and, as stated in paragraph AG99BA, a designated one-sided risk does not include the
time value of an option. Therefore, in this situation, there will be no offset between the
cash flows relating to the time value of the option premium paid and the designated
hedged risk.

AG111 In the case of interest rate risk, hedge effectiveness may be assessed by preparing a

maturity schedule for financial assets and financial liabilities that shows the net interest
rate exposure for each time period, provided that the net exposure is associated with a
specific asset or liability (or a specific group of assets or liabilities or a specific portion of
them) giving rise to the net exposure, and hedge effectiveness is assessed against that
asset or liability.

AG112 In assessing the effectiveness of a hedge, an entity generally considers the time value of

money. The fixed interest rate on a hedged item need not exactly match the fixed interest
rate on a swap designated as a fair value hedge. Nor does the variable interest rate on an
interest-bearing asset or liability need to be the same as the variable interest rate on a
swap designated as a cash flow hedge. A swap’s fair value derives from its net
settlements. The fixed and variable rates on a swap can be changed without affecting the
net settlement if both are changed by the same amount.
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AG113 If an entity does not meet hedge effectiveness criteria, the entity discontinues hedge
accounting from the last date on which compliance with hedge effectiveness was
demonstrated. However, if the entity identifies the event or change in circumstances that
caused the hedging relationship to fail the effectiveness criteria, and demonstrates that
the hedge was effective before the event or change in circumstances occurred, the entity
discontinues hedge accounting from the date of the event or change in circumstances.

AG113A For the avoidance of doubt, the effects of replacing the original counterparty with a
clearing counterparty and making the associated changes as described in paragraphs
91(a)(ii) and 101(a)(ii) shall be reflected in the measurement of the hedging instrument
and therefore in the assessment of hedge effectiveness and the measurement of hedge
effectiveness.

Fair value hedge accounting for a portfolio hedge of interest rate risk

AG114 For a fair value hedge of interest rate risk associated with a portfolio of financial assets or
financial liabilities, an entity would meet the requirements of this Standard if it complies
with the procedures set out in (a)-(i) and paragraphs AG115-AG132 below.

(@)

(b)

(©)

(d)

()

()

@)

© Copyright

As part of its risk management process the entity identifies a portfolio of items
whose interest rate risk it wishes to hedge. The portfolio may comprise only
assets, only liabilities or both assets and liabilities. The entity may identify two
or more portfolios, in which case it applies the guidance below to each portfolio
separately.

The entity analyses the portfolio into repricing time periods based on expected,
rather than contractual, repricing dates. The analysis into repricing time periods
may be performed in various ways including scheduling cash flows into the
periods in which they are expected to occur, or scheduling notional principal
amounts into all periods until repricing is expected to occur.

On the basis of this analysis, the entity decides the amount it wishes to hedge.
The entity designates as the hedged item an amount of assets or liabilities (but
not a net amount) from the identified portfolio equal to the amount it wishes to
designate as being hedged. This amount also determines the percentage measure
that is used for testing effectiveness in accordance with paragraph AG126(b).

The entity designates the interest rate risk it is hedging. This risk could be a
portion of the interest rate risk in each of the items in the hedged position, such
as a benchmark interest rate (eg LIBOR).

The entity designates one or more hedging instruments for each repricing time
period.

Using the designations made in (c)-(e) above, the entity assesses at inception and
in subsequent periods, whether the hedge is expected to be highly effective
during the period for which the hedge is designated.

Periodically, the entity measures the change in the fair value of the hedged item
(as designated in (c)) that is attributable to the hedged risk (as designated in (d)),
on the basis of the expected repricing dates determined in (b). Provided that the
hedge is determined actually to have been highly effective when assessed using
the entity’s documented method of assessing effectiveness, the entity recognises
the change in fair value of the hedged item as a gain or loss in profit or loss and
in one of two line items in the statement of financial position as described in
paragraph 89A. The change in fair value need not be allocated to individual
assets or liabilities.
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(h) The entity measures the change in fair value of the hedging instrument(s) (as
designated in (e)) and recognises it as a gain or loss in profit or loss. The fair
value of the hedging instrument(s) is recognised as an asset or liability in the
statement of financial position.

(1) Any ineffectiveness” will be recognised in profit or loss as the difference
between the change in fair value referred to in (g) and that referred to in (h).

AG115 This approach is described in more detail below. The approach shall be applied only to a
fair value hedge of the interest rate risk associated with a portfolio of financial assets or
financial liabilities.

AG116 The portfolio identified in paragraph AG114(a) could contain assets and liabilities.
Alternatively, it could be a portfolio containing only assets, or only liabilities. The
portfolio is used to determine the amount of the assets or liabilities the entity wishes to
hedge. However, the portfolio is not itself designated as the hedged item.

AG117 In applying paragraph AG114(b), the entity determines the expected repricing date of an
item as the earlier of the dates when that item is expected to mature or to reprice to
market rates. The expected repricing dates are estimated at the inception of the hedge and
throughout the term of the hedge, based on historical experience and other available
information, including information and expectations regarding prepayment rates, interest
rates and the interaction between them. Entities that have no entity-specific experience or
insufficient experience use peer group experience for comparable financial instruments.
These estimates are reviewed periodically and updated in the light of experience. In the
case of a fixed rate item that is prepayable, the expected repricing date is the date on
which the item is expected to prepay unless it reprices to market rates on an earlier date.
For a group of similar items, the analysis into time periods based on expected repricing
dates may take the form of allocating a percentage of the group, rather than individual
items, to each time period. An entity may apply other methodologies for such allocation
purposes. For example, it may use a prepayment rate multiplier for allocating amortising
loans to time periods based on expected repricing dates. However, the methodology for
such an allocation shall be in accordance with the entity’s risk management procedures
and objectives.

AG118 As an example of the designation set out in paragraph AG114(c), if in a particular
repricing time period an entity estimates that it has fixed rate assets of CU100 and fixed
rate liabilities of CU80 and decides to hedge all of the net position of CU20, it designates
as the hedged item assets in the amount of CU20 (a portion of the assets).” The
designation is expressed as an ‘amount of a currency’ (eg an amount of dollars, euro,
pounds or rand) rather than as individual assets. It follows that all of the assets (or
liabilities) from which the hedged amount is drawn—ie all of the CU100 of assets in the
above example—must be:

@) items whose fair value changes in response to changes in the interest rate being
hedged; and

The same materiality considerations apply in this context as apply throughout HKFRSs.
' The Standard permits an entity to designate any amount of the available qualifying assets or liabilities, ie in this example any
amount of assets between CUO and CU100.
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items that could have qualified for fair value hedge accounting if they had been
designated as hedged individually. In particular, because HKFRS 9 specifies that
the fair value of a financial liability with a demand feature (such as demand
deposits and some types of time deposits) is not less than the amount payable on
demand, discounted from the first date that the amount could be required to be
paid, such an item cannot qualify for fair value hedge accounting for any time
period beyond the shortest period in which the holder can demand payment. In
the above example, the hedged position is an amount of assets. Hence, such
liabilities are not a part of the designated hedged item, but are used by the entity
to determine the amount of the asset that is designated as being hedged. If the
position the entity wished to hedge was an amount of liabilities, the amount
representing the designated hedged item must be drawn from fixed rate liabilities
other than liabilities that the entity can be required to repay in an earlier time
period, and the percentage measure used for assessing hedge effectiveness in
accordance with paragraph AG126(b) would be calculated as a percentage of
these other liabilities. For example, assume that an entity estimates that in a
particular repricing time period it has fixed rate liabilities of CU100, comprising
CU40 of demand deposits and CU60 of liabilities with no demand feature, and
CUT70 of fixed rate assets. If the entity decides to hedge all of the net position of
CU30, it designates as the hedged item liabilities of CU30 or 50 per cent” of the
liabilities with no demand feature.

AG119 The entity also complies with the other designation and documentation requirements set
out in paragraph 88(a). For a portfolio hedge of interest rate risk, this designation and
documentation specifies the entity’s policy for all of the variables that are used to identify
the amount that is hedged and how effectiveness is measured, including the following:

(@)

(b)

(©)
(d)

()

()

which assets and liabilities are to be included in the portfolio hedge and the basis
to be used for removing them from the portfolio.

how the entity estimates repricing dates, including what interest rate assumptions
underlie estimates of prepayment rates and the basis for changing those estimates.
The same method is used for both the initial estimates made at the time an asset
or liability is included in the hedged portfolio and for any later revisions to those
estimates.

the number and duration of repricing time periods.

how often the entity will test effectiveness and which of the two methods in
paragraph AG126 it will use.

the methodology used by the entity to determine the amount of assets or
liabilities that are designated as the hedged item and, accordingly, the percentage
measure used when the entity tests effectiveness using the method described in
paragraph AG126(b).

when the entity tests effectiveness using the method described in paragraph
AG126(b), whether the entity will test effectiveness for each repricing time
period individually, for all time periods in aggregate, or by using some
combination of the two.

CU30 + (CU100 — CU40) = 50 per cent
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The policies specified in designating and documenting the hedging relationship shall be
in accordance with the entity’s risk management procedures and objectives. Changes in
policies shall not be made arbitrarily. They shall be justified on the basis of changes in
market conditions and other factors and be founded on and consistent with the entity’s
risk management procedures and objectives.

AG120 The hedging instrument referred to in paragraph AG114(e) may be a single derivative or

a portfolio of derivatives all of which contain exposure to the hedged interest rate risk
designated in paragraph AG114(d) (eg a portfolio of interest rate swaps all of which
contain exposure to LIBOR). Such a portfolio of derivatives may contain offsetting risk
positions. However, it may not include written options or net written options, because the
Standard” does not permit such options to be designated as hedging instruments (except
when a written option is designated as an offset to a purchased option). If the hedging
instrument hedges the amount designated in paragraph AG114(c) for more than one
repricing time period, it is allocated to all of the time periods that it hedges. However, the
whole of the hedging instrument must be allocated to those repricing time periods
because the Standard™ does not permit a hedging relationship to be designated for only a
portion of the time period during which a hedging instrument remains outstanding.

AG121 When the entity measures the change in the fair value of a prepayable item in accordance

with paragraph AG114(g), a change in interest rates affects the fair value of the
prepayable item in two ways: it affects the fair value of the contractual cash flows and the
fair value of the prepayment option that is contained in a prepayable item. Paragraph 81
of the Standard permits an entity to designate a portion of a financial asset or financial
liability, sharing a common risk exposure, as the hedged item, provided effectiveness can
be measured. For prepayable items, paragraph 81A permits this to be achieved by
designating the hedged item in terms of the change in the fair value that is attributable to
changes in the designated interest rate on the basis of expected, rather than contractual,
repricing dates. However, the effect that changes in the hedged interest rate have on those
expected repricing dates shall be included when determining the change in the fair value
of the hedged item. Consequently, if the expected repricing dates are revised (eg to
reflect a change in expected prepayments), or if actual repricing dates differ from those
expected, ineffectiveness will arise as described in paragraph AG126. Conversely,
changes in expected repricing dates that (a) clearly arise from factors other than changes
in the hedged interest rate, (b) are uncorrelated with changes in the hedged interest rate
and (c) can be reliably separated from changes that are attributable to the hedged interest
rate (eg changes in prepayment rates clearly arising from a change in demographic
factors or tax regulations rather than changes in interest rate) are excluded when
determining the change in the fair value of the hedged item, because they are not
attributable to the hedged risk. If there is uncertainty about the factor that gave rise to the
change in expected repricing dates or the entity is not able to separate reliably the
changes that arise from the hedged interest rate from those that arise from other factors,
the change is assumed to arise from changes in the hedged interest rate.

AG122 The Standard does not specify the techniques used to determine the amount referred to in

paragraph AG114(g), namely the change in the fair value of the hedged item that is
attributable to the hedged risk. If statistical or other estimation techniques are used for
such measurement, management must expect the result to approximate closely that which
would have been obtained from measurement of all the individual assets or liabilities that
constitute the hedged item. It is not appropriate to assume that changes in the fair value
of the hedged item equal changes in the value of the hedging instrument.

+

see paragraphs 77 and AG94
see paragraph 75
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AG123 Paragraph 89A requires that if the hedged item for a particular repricing time period is an
asset, the change in its value is presented in a separate line item within assets. Conversely,
if the hedged item for a particular repricing time period is a liability, the change in its
value is presented in a separate line item within liabilities. These are the separate line
items referred to in paragraph AG114(g). Specific allocation to individual assets (or
liabilities) is not required.

AG124 Paragraph AG114(i) notes that ineffectiveness arises to the extent that the change in the
fair value of the hedged item that is attributable to the hedged risk differs from the
change in the fair value of the hedging derivative. Such a difference may arise for a
number of reasons, including:

(@)

(b)
(©)

(d)

actual repricing dates being different from those expected, or expected repricing
dates being revised;

items in the hedged portfolio becoming impaired or being derecognised,;

the payment dates of the hedging instrument and the hedged item being different;
and

other causes (eg when a few of the hedged items bear interest at a rate below the
benchmark rate for which they are designated as being hedged, and the resulting
ineffectiveness is not so great that the portfolio as a whole fails to qualify for
hedge accounting).

Such ineffectiveness” shall be identified and recognised in profit or loss.

AG125 Generally, the effectiveness of the hedge will be improved:

(@)

(b)

(©

(d)

if the entity schedules items with different prepayment characteristics in a way
that takes account of the differences in prepayment behaviour.

when the number of items in the portfolio is larger. When only a few items are
contained in the portfolio, relatively high ineffectiveness is likely if one of the
items prepays earlier or later than expected. Conversely, when the portfolio
contains many items, the prepayment behaviour can be predicted more
accurately.

when the repricing time periods used are narrower (eg 1-month as opposed to
3-month repricing time periods). Narrower repricing time periods reduce the
effect of any mismatch between the repricing and payment dates (within the
repricing time period) of the hedged item and those of the hedging instrument.

the greater the frequency with which the amount of the hedging instrument is
adjusted to reflect changes in the hedged item (eg because of changes in
prepayment expectations).

The same materiality considerations apply in this context as apply throughout HKFRSs.
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AG126 An entity tests effectiveness periodically. If estimates of repricing dates change between
one date on which an entity assesses effectiveness and the next, it shall calculate the
amount of effectiveness either:

@) as the difference between the change in the fair value of the hedging instrument
(see paragraph AG114(h)) and the change in the value of the entire hedged item
that is attributable to changes in the hedged interest rate (including the effect that
changes in the hedged interest rate have on the fair value of any embedded
prepayment option); or

(b) using the following approximation. The entity:

(M calculates the percentage of the assets (or liabilities) in each repricing
time period that was hedged, on the basis of the estimated repricing dates
at the last date it tested effectiveness.

(i) applies this percentage to its revised estimate of the amount in that
repricing time period to calculate the amount of the hedged item based
on its revised estimate.

(iif)  calculates the change in the fair value of its revised estimate of the
hedged item that is attributable to the hedged risk and presents it as set
out in paragraph AG114(g).

(iv) recognises ineffectiveness equal to the difference between the amount
determined in (iii) and the change in the fair value of the hedging
instrument (see paragraph AG114(h)).

AG127 When measuring effectiveness, the entity distinguishes revisions to the estimated
repricing dates of existing assets (or liabilities) from the origination of new assets (or
liabilities), with only the former giving rise to ineffectiveness. All revisions to estimated
repricing dates (other than those excluded in accordance with paragraph AG121),
including any reallocation of existing items between time periods, are included when
revising the estimated amount in a time period in accordance with paragraph AG126(b)(ii)
and hence when measuring effectiveness. Once ineffectiveness has been recognised as set
out above, the entity establishes a new estimate of the total assets (or liabilities) in each
repricing time period, including new assets (or liabilities) that have been originated since
it last tested effectiveness, and designates a new amount as the hedged item and a new
percentage as the hedged percentage. The procedures set out in paragraph AG126(b) are
then repeated at the next date it tests effectiveness.

AG128 Items that were originally scheduled into a repricing time period may be derecognised
because of earlier than expected prepayment or write-offs caused by impairment or sale.
When this occurs, the amount of change in fair value included in the separate line item
referred to in paragraph AG114(g) that relates to the derecognised item shall be removed
from the statement of financial position, and included in the gain or loss that arises on
derecognition of the item. For this purpose, it is necessary to know the repricing time
period(s) into which the derecognised item was scheduled, because this determines the
repricing time period(s) from which to remove it and hence the amount to remove from
the separate line item referred to in paragraph AG114(g). When an item is derecognised,
if it can be determined in which time period it was included, it is removed from that time
period. If not, it is removed from the earliest time period if the derecognition resulted
from higher than expected prepayments, or allocated to all time periods containing the
derecognised item on a systematic and rational basis if the item was sold or became
impaired.
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AG129 In addition, any amount relating to a particular time period that has not been
derecognised when the time period expires is recognised in profit or loss at that time (see
paragraph 89A). For example, assume an entity schedules items into three repricing time
periods. At the previous redesignation, the change in fair value reported in the single line
item in the statement of financial position was an asset of CU25. That amount represents
amounts attributable to periods 1, 2 and 3 of CU7, CU8 and CUL10, respectively. At the
next redesignation, the assets attributable to period 1 have been either realised or
rescheduled into other periods. Therefore, CU7 is derecognised from the statement of
financial position and recognised in profit or loss. CU8 and CU10 are now attributable to
periods 1 and 2, respectively. These remaining periods are then adjusted, as necessary,
for changes in fair value as described in paragraph AG114(Qg).

AG130 As an illustration of the requirements of the previous two paragraphs, assume that an
entity scheduled assets by allocating a percentage of the portfolio into each repricing time
period. Assume also that it scheduled CU100 into each of the first two time periods.
When the first repricing time period expires, CU110 of assets are derecognised because
of expected and unexpected repayments. In this case, all of the amount contained in the
separate line item referred to in paragraph AG114(g) that relates to the first time period is
removed from the statement of financial position, plus 10 per cent of the amount that
relates to the second time period.

AG131 If the hedged amount for a repricing time period is reduced without the related assets (or
liabilities) being derecognised, the amount included in the separate line item referred to
in paragraph AG114(g) that relates to the reduction shall be amortised in accordance with
paragraph 92.

AG132 An entity may wish to apply the approach set out in paragraphs AG114-AG131 to a
portfolio hedge that had previously been accounted for as a cash flow hedge in
accordance with HKAS 39. Such an entity would revoke the previous designation of a
cash flow hedge in accordance with paragraph 101(d), and apply the requirements set out
in that paragraph. It would also redesignate the hedge as a fair value hedge and apply the
approach set out in paragraphs AG114-AG131 prospectively to subsequent accounting
periods.

Transition (paragraphs 103-108C)

AG133 An entity may have designated a forecast intragroup transaction as a hedged item at the
start of an annual period beginning on or after 1 January 2005 (or, for the purpose of
restating comparative information, the start of an earlier comparative period) in a hedge
that would qualify for hedge accounting in accordance with this Standard (as amended by
the last sentence of paragraph 80). Such an entity may use that designation to apply
hedge accounting in consolidated financial statements from the start of the annual period
beginning on or after 1 January 2005 (or the start of the earlier comparative period). Such
an entity shall also apply paragraphs AG99A and AG99B from the start of the annual
period beginning on or after 1 January 2005. However, in accordance with paragraph
108B, it need not apply paragraph AG99B to comparative information for earlier periods.
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Appendix B
Amendments to Other Pronouncements

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

* * *

The amendments contained in this appendix when this Standard was issued have been
incorporated into the relevant Standards.
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Basis for Conclusions on
IAS 39 Financial Instruments: Recognition and Measurement

This Basis for Conclusions accompanies, but is not part of, 1AS 39.

In this Basis for Conclusions the terminology has not been amended to reflect the changes made
by IAS 1 Presentation of Financial Statements (as revised in 2007).

Reference 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 1ASB replaced the
Framework with the Conceptual Framework for Financial Reporting.

IFRS 9 Financial Instruments replaced IAS 39. However the Board did not reconsider most of the
requirements of 1AS 39 relating to scope, classification and measurement of financial liabilities
or derecognition of financial assets and financial liabilities. Accordingly the following were
relocated to IFRS 9: paragraphs BC11C, BC15-BC24Y, BC30-BC79A and BC85-BC104.

HKAS 39 is based on IAS 39 Financial Instruments: Recognition and Measurement. In
approving HKAS 39, the Council of the Hong Kong Institute of Certified Public Accountants
considered and agreed with the IASB’s Basis for Conclusions on IAS 39. Accordingly, there are
no significant differences between HKAS 39 and IAS 39. The IASB’s Basis for Conclusions is
reproduced below. The paragraph numbers of IAS 39 referred to below generally correspond with
those in HKAS 39.

BC1 This Basis for Conclusions summarises the International Accounting Standards Board’s
considerations in reaching the conclusions on revising IAS 39 Financial Instruments:
Recognition and Measurement in 2003. Individual Board members gave greater weight to
some factors than to others.

BC2- [Deleted]
BC130

Hedging

BC131 The Exposure Draft proposed few changes to the hedge accounting guidance in the
original 1AS 39. The comments on the Exposure Draft raised several issues in the area of
hedge accounting suggesting that the Board should consider these issues in the revised
IAS 39. The Board’s decisions with regard to these issues are presented in the following
paragraphs.

Consideration of the shortcut method in SFAS 133

BC132 SFAS 133 Accounting for Derivative Instruments and Hedging Activities issued by the
FASB allows an entity to assume no ineffectiveness in a hedge of interest rate risk using
an interest rate swap as the hedging instrument, provided specified criteria are met (the
‘shortcut method’).

BC133 The original IAS 39 and the Exposure Draft precluded the use of the shortcut method.
Many comments received on the Exposure Draft argued that 1AS 39 should permit use of
the shortcut method. The Board considered the issue in developing the Exposure Draft,
and discussed it in the roundtable discussions that were held in the process of finalising
IAS 39.
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BC134 The Board noted that, if the shortcut method were permitted, an exception would have to

BC135

be made to the principle in IAS 39 that ineffectiveness in a hedging relationship is
measured and recognised in profit or loss. The Board agreed that no exception to this
principle should be made, and therefore concluded that IAS 39 should not permit the
shortcut method.

Additionally, 1AS 39 permits the hedging of portions of financial assets and financial
liabilities in cases when US GAAP does not. The Board noted that under IAS 39 an entity
may hedge a portion of a financial instrument (eg interest rate risk or credit risk), and that
if the critical terms of the hedging instrument and the hedged item are the same, the entity
would, in many cases, recognise no ineffectiveness.

Hedges of portions of financial assets and financial liabilities
(paragraphs 81, 81A, AG99A and AG99B)

BC135AIAS 39 permits a hedged item to be designated as a portion of the cash flows or fair value

BC136

of a financial asset or financial liability. In finalising the Exposure Draft Fair Value
Hedge Accounting for a Portfolio Hedge of Interest Rate Risk, the Board received
comments that demonstrated that the meaning of a ‘portion” was unclear in this context.
Accordingly, the Board decided to amend 1AS 39 to provide further guidance on what
may be designated as a hedged portion, including confirmation that it is not possible to
designate a portion that is greater than the total cash flows of the asset or liability.

Expected effectiveness (paragraphs AG105-AG113)

Qualification for hedge accounting is based on expectations of future effectiveness
(prospective) and evaluation of actual effectiveness (retrospective). In the original 1AS 39,
the prospective test was expressed as ‘almost fully offset’, whereas the retrospective test
was ‘within a range of 80-125 per cent’. The Board considered whether to amend IAS 39
to permit the prospective effectiveness to be within the range of 80-125 per cent rather
than “almost fully offset”. The Board noted that an undesirable consequence of such an
amendment could be that entities would deliberately underhedge a hedged item in a cash
flow hedge so as to reduce recognised ineffectiveness. Therefore, the Board initially
decided to retain the guidance in the original IAS 39.

BC136AHowever, when subsequently finalising the requirements for portfolio hedges of interest

rate risk, the Board received representations from constituents that some hedges would
fail the “almost fully offset” test in IAS 39, including some hedges that would qualify for
the short-cut method in US GAAP and thus be assumed to be 100 per cent effective. The
Board was persuaded that the concern described in the previous paragraph that an entity
might deliberately underhedge would be met by an explicit statement that an entity could
not deliberately hedge less than 100 per cent of the exposure on an item and designate the
hedge as a hedge of 100 per cent of the exposure. Therefore, the Board decided to amend
IAS 39:

@) to remove the words ‘almost fully offset’ from the prospective effectiveness test,
and replace them by a requirement that the hedge is expected to be “highly
effective”. (This amendment is consistent with the wording in US GAAP.)

(b) to include a statement in the Application Guidance in IAS 39 that if an entity
hedges less than 100 per cent of the exposure on an item, such as 85 per cent, it
shall designate the hedged item as being 85 per cent of the exposure and shall
measure ineffectiveness on the basis of the change in the whole of that
designated 85 per cent exposure.
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BC136BAdditionally, comments made in response to the Exposure Draft Fair Value Hedge

BC137

BC138

BC139

BC140

BC141

BC142

Accounting for a Portfolio Hedge of Interest Rate Risk demonstrated that it was unclear
how the prospective effectiveness test was to be applied. The Board noted that the
objective of the test was to ensure there was firm evidence to support an expectation of
high effectiveness. Therefore, the Board decided to amend the Standard to clarify that an
expectation of high effectiveness may be demonstrated in various ways, including a
comparison of past changes in the fair value or cash flows of the hedged item that are
attributable to the hedged risk with past changes in the fair value or cash flows of the
hedging instrument, or by demonstrating a high statistical correlation between the fair
value of cash flows of the hedged item and those of the hedging instrument. The Board
noted that the entity may choose a hedge ratio of other than one to one in order to
improve the effectiveness of the hedge as described in paragraph AG100.

Hedges of portions of non-financial assets and non-financial
liabilities for risk other than foreign currency risk (paragraph 82)

The Board considered comments on the Exposure Draft that suggested that 1AS 39
should permit designating as the hedged risk a risk portion of a non-financial item other
than foreign currency risk.

The Board concluded that IAS 39 should not be amended to permit such designation. It
noted that in many cases, changes in the cash flows or fair value of a portion of a
non-financial hedged item are difficult to isolate and measure. Moreover, the Board noted
that permitting portions of non-financial assets and non-financial liabilities to be
designated as the hedged item for risk other than foreign currency risk would
compromise the principles of identification of the hedged item and effectiveness testing
that the Board has confirmed because the portion could be designated so that no
ineffectiveness would ever arise.

The Board confirmed that non-financial items may be hedged in their entirety when the
item the entity is hedging is not the standard item underlying contracts traded in the
market. In this context, the Board decided to clarify that a hedge ratio of other than
one-to-one may maximise expected effectiveness, and to include guidance on how the
hedge ratio that maximises expected effectiveness can be determined.

Loan servicing rights

The Board also considered whether 1AS 39 should permit the interest rate risk portion of
loan servicing rights to be designated as the hedged item.

The Board considered the argument that interest rate risk can be separately identified and
measured in loan servicing rights, and that changes in market interest rates have a
predictable and separately measurable effect on the value of loan servicing rights. The
Board also considered the possibility of treating loan servicing rights as financial assets
(rather than non-financial assets).

However, the Board concluded that no exceptions should be permitted for this matter.
The Board noted that (a) the interest rate risk and prepayment risk in loan servicing rights
are interdependent, and thus inseparable, (b) the fair values of loan servicing rights do not
change in a linear fashion as interest rates increase or decrease, and (c) concerns exist
about how to isolate and measure the interest rate risk portion of a loan servicing right.
Moreover, the Board expressed concern that in jurisdictions in which loan servicing right
markets are not developed, the interest rate risk portion may not be measurable.
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BC143 The Board also considered whether IAS 39 should be amended to allow, on an elective
basis, the inclusion of loan servicing rights in its scope provided that they are measured at
fair value with changes in fair value recognised immediately in profit or loss. The Board
noted that this would create two exceptions to the general principles in 1AS 39. First, it
would create a scope exception because IAS 39 applies only to financial assets and
financial liabilities; loan servicing rights are non-financial assets. Second, requiring an
entity to measure loan servicing rights at fair value through profit or loss would create a
further exception, because this treatment is optional (except for items that are held for
trading). The Board therefore decided not to amend the scope of IAS 39 for loan
servicing rights.

Whether to permit hedge accounting using cash instruments

BC144 In finalising the amendments to 1AS 39, the Board discussed whether an entity should be
permitted to designate a financial asset or financial liability other than a derivative (ie a
‘cash instrument’) as a hedging instrument in hedges of risks other than foreign currency
risk. The original 1AS 39 precluded such designation because of the different bases for
measuring derivatives and cash instruments. The Exposure Draft did not propose a
change to this limitation. However, some commentators suggested a change, noting that
entities do not distinguish between derivative and non-derivative financial instruments in
their hedging and other risk management activities and that entities may have to use a
non-derivative financial instrument to hedge risk if no suitable derivative financial
instrument exists.

BC145 The Board acknowledged that some entities use non-derivatives to manage risk. However,
it decided to retain the restriction against designating non-derivatives as hedging
instruments in hedges of risks other than foreign currency risk. It noted the following
arguments in support of this conclusion:

@) The need for hedge accounting arises in part because derivatives are measured at
fair value, whereas the items they hedge may be measured at cost or not
recognised at all. Without hedge accounting, an entity might recognise volatility
in profit or loss for matched positions. For non-derivative items that are not
measured at fair value or for which changes in fair value are not recognised in
profit or loss, there is generally no need to adjust the accounting of the hedging
instrument or the hedged item to achieve matched recognition of gains and losses
in profit or loss.

(b) To allow designation of cash instruments as hedging instruments would diverge
from US GAAP: SFAS 133 precludes the designation of non-derivative
instruments as hedging instruments except for some foreign currency hedges.

©) To allow designation of cash instruments as hedging instruments would add
complexity to the Standard. More financial instruments would be measured at an
amount that represents neither amortised cost nor fair value. Hedge accounting is,
and should be, an exception to the normal measurement requirements.
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(d) If cash instruments were permitted to be designated as hedging instruments, there
would be much less discipline in the accounting model because, in the absence of
hedge accounting, a non-derivative may not be selectively measured at fair value.
If the entity subsequently decides that it would rather not apply fair value
measurement to a cash instrument that had been designated as a hedging
instrument, it can breach one of the hedge accounting requirements, conclude
that the non-derivative no longer qualifies as a hedging instrument and
selectively avoid recognising the changes in fair value of the non-derivative
instrument in equity (for a cash flow hedge) or profit or loss (for a fair value
hedge).

(e) The most significant use of cash instruments as hedging instruments is to hedge
foreign currency exposures, which is permitted under 1AS 39.

Whether to treat hedges of forecast transactions as fair value
hedges

The Board considered a suggestion made in some of the comment letters received on the
Exposure Draft that a hedge of a forecast transaction should be treated as a fair value
hedge, rather than as a cash flow hedge. Some argued that the hedge accounting
provisions should be simplified by having only one type of hedge accounting. Some also
raised concern about an entity’s ability, in some cases, to choose between two hedge
accounting methods for the same hedging strategy (ie the choice between designating a
forward contract to sell an existing asset as a fair value hedge of the asset or a cash flow
hedge of a forecast sale of the asset).

The Board acknowledged that the hedge accounting provisions would be simplified, and
their application more consistent in some situations, if the Standard permitted only one
type of hedge accounting. However, the Board concluded that IAS 39 should continue to
distinguish between fair value hedge accounting and cash flow hedge accounting. It noted
that removing either type of hedge accounting would narrow the range of hedging
strategies that could qualify for hedge accounting.

The Board also noted that treating a hedge of a forecast transaction as a fair value hedge
is not appropriate for the following reasons: (a) it would result in the recognition of an
asset or liability before the entity has become a party to the contract; (b) amounts would
be recognised in the balance sheet that do not meet the definitions of assets and liabilities
in the Framework; and (c) transactions in which there is no fair value exposure would be
treated as if there were a fair value exposure.

Hedges of firm commitments (paragraphs 93 and 94)

The previous version of IAS 39 required a hedge of a firm commitment to be accounted
for as a cash flow hedge. In other words, hedging gains and losses, to the extent that the
hedge is effective, were initially recognised in equity and were subsequently ‘recycled’ to
profit or loss in the same period(s) that the hedged firm commitment affected profit or
loss (although, when basis adjustment was used, they adjusted the initial carrying amount
of an asset or liability recognised in the meantime). Some believe this is appropriate
because cash flow hedge accounting for hedges of firm commitments avoids partial
recognition of the firm commitment that would otherwise not be recognised. Moreover,
some believe it is conceptually incorrect to recognise the hedged fair value exposure of a
firm commitment as an asset or liability merely because it has been hedged.
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The Board considered whether hedges of firm commitments should be treated as cash
flow hedges or fair value hedges. The Board concluded that hedges of firm commitments
should be accounted for as fair value hedges.

The Board noted that, in concept, a hedge of a firm commitment is a fair value hedge.
This is because the fair value of the item being hedged (the firm commitment) changes
with changes in the hedged risk.

The Board was not persuaded by the argument that it is conceptually incorrect to
recognise an asset or liability for a firm commitment merely because it has been hedged.
It noted that for all fair value hedges, applying hedge accounting has the effect that
amounts are recognised as assets or liabilities that would otherwise not be recognised.
For example, assume an entity hedges a fixed rate loan asset with a pay-fixed,
receive-variable interest rate swap. If there is a loss on the swap, applying fair value
hedge accounting requires the offsetting gain on the loan to be recognised, ie the carrying
amount of the loan is increased. Thus, applying hedge accounting has the effect of
recognising a part of an asset (the increase in the loan’s value attributable to interest rate
movements) that would otherwise not have been recognised. The only difference in the
case of a firm commitment is that, without hedge accounting, none of the commitment is
recognised, ie the carrying amount is zero. However, this difference merely reflects that
the historical cost of a firm commitment is usually zero. It is not a fundamental difference
in concept.

Furthermore, the Board’s decision converges with SFAS 133, and thus eliminates
practical problems and eases implementation for entities that report under both standards.

However, the Board clarified that a hedge of the foreign currency risk of a firm
commitment may be treated as either a fair value hedge or a cash flow hedge because
foreign currency risk affects both the cash flows and the fair value of the hedged item.
Accordingly a foreign currency cash flow hedge of a forecast transaction need not be
re-designated as a fair value hedge when the forecast transaction becomes a firm
commitment.

Basis adjustments (paragraphs 97-99)

The question of basis adjustment arises when an entity hedges the future purchase of an
asset or the future issue of a liability. One example is that of a US entity that expects to
make a future purchase of a German machine that it will pay for in euro. The entity enters
into a derivative to hedge against possible future changes in the US dollar / euro
exchange rate. Such a hedge is classified as a cash flow hedge under IAS 39, with the
effect that gains and losses on the hedging instrument (to the extent that the hedge is
effective) are initially recognised in equity.” The question the Board considered is what
the accounting should be once the future transaction takes place. In its deliberations on
this issue, the Board discussed the following approaches:

@) to remove the hedging gain or loss from equity and recognise it as part of the
initial carrying amount of the asset or liability (in the example above, the
machine). In future periods, the hedging gain or loss is automatically recognised
in profit or loss by being included in amounts such as depreciation expense (for a
fixed asset), interest income or expense (for a financial asset or financial liability),
or cost of sales (for inventories). This treatment is commonly referred to as ‘basis
adjustment’.

As a consequence of the revision of 1AS 1 Presentation of Financial Statements in 2007 such gains and losses are recognised in
other comprehensive income.
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(b) to leave the hedging gain or loss in equity. In future periods, the gain or loss on
the hedging instrument is ‘recycled’ to profit or loss in the same period(s) as the
acquired asset or liability affects profit or loss. This recycling requires a separate
adjustment and is not automatic.

BC156 It should be noted that both approaches have the same effect on profit or loss and net
assets for all periods affected, so long as the hedge is accounted for as a cash flow hedge.
The difference relates to balance sheet presentation and, possibly, the line item in the
income statement.

BC157 In the Exposure Draft, the Board proposed that the ‘basis adjustment’ approach for
forecast transactions (approach (a)) should be eliminated and replaced by approach (b)
above. It further noted that eliminating the basis adjustment approach would enable IAS
39 to converge with SFAS 133.

BC158 Many of the comments received from constituents disagreed with the proposal in the
Exposure Draft. Those responses argued that it would unnecessarily complicate the
accounting to leave the hedging gain or loss in equity when the hedged forecast
transaction occurs. They particularly noted that tracking the effects of cash flow hedges
after the asset or liability is acquired would be complicated and would require systems
changes. They also pointed out that treating hedges of firm commitments as fair value
hedges has the same effect as a basis adjustment when the firm commitment results in the
recognition of an asset or liability. For example, for a perfectly effective hedge of the
foreign currency risk of a firm commitment to buy a machine, the effect is to recognise
the machine initially at its foreign currency price translated at the forward rate in effect at
the inception of the hedge rather than the spot rate. Therefore, they questioned whether it
is consistent to treat a hedge of a firm commitment as a fair value hedge while precluding
basis adjustments for hedges of forecast transactions.

BC159 Others believe that a basis adjustment is difficult to justify in principle for forecast
transactions, and also argue that such basis adjustments impair comparability of financial
information. In other words, two identical assets that are purchased at the same time and
in the same way, except for the fact that one was hedged, should not be recognised at
different amounts.

BC160 The Board concluded that IAS 39 should distinguish between hedges of forecast
transactions that will result in the recognition of a financial asset or a financial liability
and those that will result in the recognition of a non-financial asset or a non-financial
liability.

Basis adjustments for hedges of forecast transactions that will result in the
recognition of a financial asset or a financial liability

BC161 For hedges of forecast transactions that will result in the recognition of a financial asset
or a financial liability, the Board concluded that basis adjustments are not appropriate. Its
reason was that basis adjustments cause the initial carrying amount of acquired assets (or
assumed liabilities) arising from forecast transactions to move away from fair value and
hence would override the requirement in IAS 39 to measure a financial instrument
initially at its fair value.
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BC161A If a hedged forecast transaction results in the recognition of a financial asset or a financial
liability, paragraph 97 of 1AS 39 required the associated gains or losses on hedging
instruments to be reclassified from equity to profit or loss as a reclassification adjustment
in the same period or periods during which the hedged item affects profit or loss (such as in
the periods that interest income or interest expense is recognised).

BC161B The Board was informed that there was uncertainty about how paragraph 97 should be
applied when the designated cash flow exposure being hedged differs from the financial
instrument arising from the hedged forecast cash flows.

BC161C The example below illustrates the issue:

An entity applies the guidance in the answer to Question F.6.2 of the guidance on
implementing I1AS 39.® On 1 January 20X0 the entity designates forecast cash flows for
the risk of variability arising from changes in interest rates. Those forecast cash flows
arise from the repricing of existing financial instruments and are scheduled for 1 April
20X0. The entity is exposed to variability in cash flows for the three-month period
beginning on 1 April 20XO0 attributable to changes in interest rate risk that occur from 1
January 20X0 to 31 March 20X0.

The occurrence of the forecast cash flows is deemed to be highly probable and all the
other relevant hedge accounting criteria are met.

The financial instrument that results from the hedged forecast cash flows is a five-year
interest-bearing instrument.

(a) IFRS 9 Financial Instruments deletes the guidance in 1AS 39.

BC161D Paragraph 97 required the gains or losses on the hedging instrument to be reclassified from
equity to profit or loss as a reclassification adjustment in the same period or periods during
which the asset acquired or liability assumed affected profit or loss. The financial
instrument that was recognised is a five-year instrument that will affect profit or loss for
five years. The wording in paragraph 97 suggested that the gains or losses should be
reclassified over five years, even though the cash flows designated as the hedged item were
hedged for the effects of interest rate changes over only a three-month period.

BC161E The Board believes that the wording of paragraph 97 did not reflect the underlying
rationale in hedge accounting, ie that the gains or losses on the hedging instrument should
offset the gains or losses on the hedged item, and the offset should be reflected in profit or
loss by way of reclassification adjustments.

BC161F The Board believes that in the example set out above the gains or losses should be
reclassified over a period of three months beginning on 1 April 20X0, and not over a
period of five years beginning on 1 April 20X0.

BC161G Consequently, in Improvements to IFRSs issued in April 2009, the Board amended
paragraph 97 of IAS 39 to clarify that the gains or losses on the hedged instrument should
be reclassified from equity to profit or loss during the period that the hedged forecast
cash flows affect profit or loss. The Board also decided that to avoid similar confusion
paragraph 100 of IAS 39 should be amended to be consistent with paragraph 97.

© Copyright 11



HKAS 39 (August 2020)

Basis adjustments for hedges of forecast transactions that will result in the
recognition of a non-financial asset or a non-financial liability

BC162 For hedges of forecast transactions that will result in the recognition of a non-financial
asset or a non-financial liability, the Board decided to permit entities a choice of whether
to apply basis adjustment.

BC163 The Board considered the argument that changes in the fair value of the hedging
instrument are appropriately included in the initial carrying amount of the recognised
asset or liability because such changes represent a part of the ‘cost’ of that asset or
liability. Although the Board has not yet considered the broader issue of what costs may
be capitalised at initial recognition, the Board believes that its decision to provide an
option for basis adjustments in the case of non-financial items will not pre-empt that
future discussion. The Board also recognised that financial items and non-financial items
are not necessarily measured at the same amount on initial recognition, because financial
items are measured at fair value and non-financial items are measured at cost.

BC164 The Board concluded that, on balance, providing entities with a choice in this case was
appropriate. The Board took the view that allowing basis adjustments addresses the
concern that precluding basis adjustments complicates the accounting for hedges of
forecast transactions. In addition, the number of balance sheet line items that could be
affected is quite small, generally being only property, plant and equipment, inventory and
the cash flow hedge line item in equity. The Board also noted that US GAAP precludes
basis adjustments and that applying a basis adjustment is inconsistent with the accounting
for hedges of forecast transactions that will result in the recognition of a financial asset or
a financial liability. The Board acknowledged the merits of these arguments, and
recognised that by permitting a choice in 1AS 39, entities could apply the accounting
treatment required by US GAAP.

Hedging using internal contracts

BC165 IAS 39 does not preclude entities from using internal contracts as a risk management tool,
or as a tracking device in applying hedge accounting for external contracts that hedge
external positions. Furthermore, IAS 39 permits hedge accounting to be applied to
transactions between entities in the same group in the separate reporting of those entities.
However, IAS 39 does not permit hedge accounting for transactions between entities in
the same group in consolidated financial statements. The reason is the fundamental
requirement of consolidation that the accounting effects of internal contracts should be
eliminated in consolidated financial statements, including any internally generated gains
or losses. Designating internal contracts as hedging instruments could result in
non-elimination of internal gains and losses and have other accounting effects. The
Exposure Draft did not propose any change in this area.

BC166 To illustrate, assume the banking book division of Bank A enters into an internal interest
rate swap with the trading book division of the same bank. The purpose is to hedge the
net interest rate risk exposure in the banking book of a group of similar fixed rate loan
assets funded by floating rate liabilities. Under the swap, the banking book pays fixed
interest payments to the trading book and receives variable interest rate payments in
return. The bank wants to designate the internal interest rate swap in the banking book as
a hedging instrument in its consolidated financial statements.
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If the internal swap in the banking book is designated as a hedging instrument in a cash
flow hedge of the liabilities, and the internal swap in the trading book is classified as held
for trading, internal gains and losses on that internal swap would not be eliminated. This
is because the gains and losses on the internal swap in the banking book would be
recognised in equity” to the extent the hedge is effective and the gains and losses on the
internal swap in the trading book would be recognised in profit or loss.

If the internal swap in the banking book is designated as a hedging instrument in a fair
value hedge of the loan assets and the internal swap in the trading book is classified as
held for trading, the changes in the fair value of the internal swap would offset both in
total net assets in the balance sheet and profit or loss. However, without elimination of
the internal swap, there would be an adjustment to the carrying amount of the hedged
loan asset in the banking book to reflect the change in the fair value attributable to the
risk hedged by the internal contract. Moreover, to reflect the effect of the internal swap
the bank would in effect recognise the fixed rate loan at a floating interest rate and
recognise an offsetting trading gain or loss in the income statement. Hence the internal
swap would have accounting effects.

Some respondents to the Exposure Draft and some participants in the round-tables
objected to not being able to obtain hedge accounting in the consolidated financial
statements for internal contracts between subsidiaries or between a subsidiary and the
parent (as illustrated above). Among other things, they emphasised that the use of internal
contracts is a key risk management tool and that the accounting should reflect the way in
which risk is managed. Some suggested that IAS 39 should be changed to make it
consistent with US GAAP, which allows the designation of internal derivative contracts
as hedging instruments in cash flow hedges of forecast foreign currency transactions in
specified, limited circumstances.

In considering these comments, the Board noted that the following principles apply to
consolidated financial statements:

@) financial statements provide financial information about an entity or group as a
whole (as that of a single entity). Financial statements do not provide financial
information about an entity as if it were two separate entities.

(b) a fundamental principle of consolidation is that intragroup balances and
intragroup transactions are eliminated in full. Permitting the designation of
internal contracts as hedging instruments would require a change to the
consolidation principles.

©) it is conceptually wrong to permit an entity to recognise internally generated
gains and losses or make other accounting adjustments because of internal
transactions. No external event has occurred.

(d) an ability to recognise internally generated gains and losses could result in abuse
in the absence of requirements about how entities should manage and control the
associated risks. It is not the purpose of accounting standards to prescribe how
entities should manage and control risks.

As a consequence of the revision of 1AS 1 Presentation of Financial Statements in 2007 such gains and losses are recognised in
other comprehensive income.
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(e) permitting the designation of internal contracts as hedging instruments violates
the following requirements in 1AS 39:

0] the prohibition against designating as a hedging instrument a
non-derivative financial asset or non-derivative financial liability for
other than foreign currency risk. To illustrate, if an entity has two
offsetting internal contracts and one is the designated hedging instrument
in a fair value hedge of a non-derivative asset and the other is the
designated hedging instrument in a fair value hedge of a non-derivative
liability, from the entity’s perspective the effect is to designate a hedging
relationship between the asset and the liability (ie a non-derivative asset
or non-derivative liability is used as the hedging instrument).

(i) the prohibition on designating a net position of assets and liabilities as
the hedged item. To illustrate, an entity has two internal contracts. One is
designated in a fair value hedge of an asset and the other in a fair value
hedge of a liability. The two internal contracts do not fully offset, so the
entity lays off the net risk exposure by entering into a net external
derivative. In that case, the effect from the entity’s perspective is to
designate a hedging relationship between the net external derivative and
a net position of an asset and a liability.

(iif)  the option to fair value assets and liabilities does not extend to portions
of assets and liabilities.

()] the Board is considering separately whether to make an amendment to IAS 39 to
facilitate fair value hedge accounting for portfolio hedges of interest rate risk.
The Board believes that that is a better way to address the concerns raised about
symmetry with risk management systems than permitting the designation of
internal contracts as hedging instruments.

(0) the Board decided to permit an option to measure any financial asset or financial
liability at fair value with changes in fair value recognised in profit or loss. This
enables an entity to measure matching asset/liability positions at fair value
without a need for hedge accounting.

BC171 The Board reaffirmed that it is a fundamental principle of consolidation that any
accounting effect of internal contracts is eliminated on consolidation. The Board decided
that no exception to this principle should be made in IAS 39. Consistently with this
decision, the Board also decided not to explore an amendment to permit internal
derivative contracts to be designated as hedging instruments in hedges of some forecast
foreign currency transactions, as is permitted by SFAS 138 Accounting for Certain
Derivative Instruments and Certain Hedging Activities.

BC172 The Board also decided to clarify that IAS 39 does not preclude hedge accounting for
transactions between entities in the same group in individual or separate financial
statements of those entities because they are not internal to the entity (ie the individual
entity).

© Copyright 14



HKAS 39 (August 2020)

BC172A Previously, paragraphs 73 and 80 referred to the need for hedging instruments to involve
a party external to the reporting entity. In doing so, #-they used a segment as an example
of a reporting entity. However, IFRS 8 Operating Segments requires disclosure of
information that is reported to the chief operating decision maker even if this is on a
non-IFRS basis. Therefore, the two IFRSs appeared to conflict. In Improvements to IFRSs
issued in May 2008 and April 2009, the Board removed from paragraphs 73 and 80
references to the designation of hedging instruments at the segment level.

Eligible hedged items in particular situations
(paragraphs AG99BA, AG99E, AG99F, AG110A and AG110B)

BC172B The Board amended IAS 39 in July 2008 to clarify the application of the principles that
determine whether a hedged risk or portion of cash flows is eligible for designation in
particular situations. This followed a request by the IFRIC for guidance.

BC172C The responses to the exposure draft Exposures Qualifying for Hedge Accounting
demonstrated that diversity in practice existed, or was likely to occur, in two situations:

@) the designation of a one-sided risk in a hedged item
(b) the designation of inflation as a hedged risk or portion in particular situations.
Designation of a one-sided risk in a hedged item

BC172D The IFRIC received requests for guidance on whether an entity can designate a purchased
option in its entirety as the hedging instrument in a cash flow hedge of a highly probable
forecast transaction in such a way that all changes in the fair value of the purchased option,
including changes in the time value, are regarded as effective and would be recognised in
other comprehensive income. The exposure draft proposed to amend IAS 39 to clarify that
such a designation was not allowed.

BCL172E After considering the responses to the exposure draft, the Board confirmed that the
designation set out in paragraph BC172D is not permitted.

BC172F The Board reached that decision by considering the variability of future cash flow
outcomes resulting from a price increase of a forecast commodity purchase (a one-sided
risk). The Board noted that the forecast transaction contained no separately identifiable
risk that affects profit or loss that is equivalent to the time value of a purchased option
hedging instrument (with the same principal terms as the designated risk). The Board
concluded that the intrinsic value of a purchased option, but not its time value, reflects a
one-sided risk in a hedged item. The Board then considered a purchased option designated
in its entirety as the hedging instrument. The Board noted that hedge accounting is based
on a principle of offsetting changes in fair value or cash flows between the hedging
instrument and the hedged item. Because a designated one-sided risk does not contain the
time value of a purchased option hedging instrument, the Board noted that there will be no
offset between the cash flows relating to the time value of the option premium paid and the
designated hedged risk. Therefore, the Board concluded that a purchased option designated
in its entirety as the hedging instrument of a one-sided risk will not be perfectly effective.
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Designation of inflation in particular situations

BC172G The IFRIC received a request for guidance on whether, for a hedge of a fixed rate financial
instrument, an entity can designate inflation as the hedged item. The exposure draft
proposed to amend IAS 39 to clarify that such a designation was not allowed.

BC172H After considering the responses to the exposure draft, the Board acknowledged that
expectations of future inflation rates can be viewed as an economic component of nominal
interest. However, the Board also noted that hedge accounting is an exception to normal
accounting principles for the hedged item (fair value hedges) or hedging instrument (cash
flow hedges). To ensure a disciplined use of hedge accounting the Board noted that
restrictions regarding eligible hedged items are necessary, especially if something other
than the entire fair value or cash flow variability of a hedged item is designated.

BC1721 The Board noted that paragraph 81 permits an entity to designate as the hedged item
something other than the entire fair value change or cash flow variability of a financial
instrument. For example, an entity may designate some (but not all) risks of a financial
instrument, or some (but not all) cash flows of a financial instrument (a ‘portion’).

BC172) The Board noted that, to be eligible for hedge accounting, the designated risks and
portions must be separately identifiable components of the financial instrument, and
changes in the fair value or cash flows of the entire financial instrument arising from
changes in the designated risks and portions must be reliably measurable. The Board
noted that these principles were important in order for the effectiveness requirements set
out in paragraph 88 to be applied in a meaningful way. The Board also noted that
deciding whether designated risks and portions are separately identifiable and reliably
measurable requires judgement. However, the Board confirmed that unless the inflation
portion is a contractually specified portion of cash flows and other cash flows of the
financial instrument are not affected by the inflation portion, inflation is not separately
identifiable and reliably measurable and is not eligible for designation as a hedged risk or
portion of a financial instrument.

Fair value hedge accounting for a portfolio hedge of interest rate
risk

Background

BC173 The Exposure Draft of proposed improvements to 1AS 39 published in June 2002 did not
propose any substantial changes to the requirements for hedge accounting as they applied
to a portfolio hedge of interest rate risk. However, some of the comment letters on the
Exposure Draft and participants in the round-table discussions raised this issue. In
particular, some were concerned that portfolio hedging strategies they regarded as
effective hedges would not have qualified for fair value hedge accounting in accordance
with previous versions of IAS 39. Rather, they would have either:

@) not qualified for hedge accounting at all, with the result that reported profit or
loss would be volatile; or

(b) qualified only for cash flow hedge accounting, with the result that reported equity
would be volatile.
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BC174 In the light of these concerns, the Board decided to explore whether and how IAS 39
could be amended to enable fair value hedge accounting to be used more readily for
portfolio hedges of interest rate risk. As a result, in August 2003 the Board published a
second Exposure Draft, Fair Value Hedge Accounting for a Portfolio Hedge of Interest
Rate Risk, with a comment deadline of 14 November 2003. More than 120 comment
letters were received. The amendments proposed in this second Exposure Draft were
finalised in March 2004. Paragraphs BC135A-BC136B and BC175-BC220 summarise
the Board’s considerations in reaching conclusions on the issues raised.

Scope

BC175 The Board decided to limit any amendments to 1AS 39 to applying fair value hedge
accounting to a hedge of interest rate risk on a portfolio of items. In making this decision
it noted that:

@) implementation guidance on IAS 39" explains how to apply cash flow hedge
accounting to a hedge of the interest rate risk on a portfolio of items.

(b) the issues that arise for a portfolio hedge of interest rate risk are different from
those that arise for hedges of individual items and for hedges of other risks. In
particular, the three issues discussed in paragraph BC176 do not arise in
combination for such other hedging arrangements.

The issue: why fair value hedge accounting was difficult to achieve in
accordance with previous versions of 1AS 39

BC176 The Board identified the following three main reasons why a portfolio hedge of interest
rate risk might not have qualified for fair value hedge accounting in accordance with
previous versions of IAS 39.

@) Typically, many of the assets that are included in a portfolio hedge are
prepayable, ie the counterparty has a right to repay the item before its contractual
repricing date. Such assets contain a prepayment option whose fair value changes
as interest rates change. However, the derivative that is used as the hedging
instrument typically is not prepayable, ie it does not contain a prepayment option.
When interest rates change, the resulting change in the fair value of the hedged
item (which is prepayable) differs from the change in fair value of the hedging
derivative (which is not prepayable), with the result that the hedge may not meet
IAS 39’s effectiveness tests.” Furthermore, prepayment risk may have the effect
that the items included in a portfolio hedge fail the requirement’ that a group of
hedged assets or liabilities must be ‘similar’ and the related requirement* that
‘the change in fair value attributable to the hedged risk for each individual item
in the group shall be expected to be approximately proportional to the overall
change in fair value attributable to the hedged risk of the group of items’.

IFRS 9 Financial Instruments deleted the guidance on implementing 1AS 39.
* see IAS 39, paragraph AG105
see |AS 39, paragraph 78
see |AS 39, paragraph 83
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IAS 39¢ prohibits the designation of an overall net position (eg the net of fixed
rate assets and fixed rate liabilities) as the hedged item. Rather, it requires
individual assets (or liabilities), or groups of similar assets (or similar liabilities),
that share the risk exposure equal in amount to the net position to be designated
as the hedged item. For example, if an entity has a portfolio of CU100 of assets
and CUB8O0 of liabilities, 1AS 39 requires that individual assets or a group of
similar assets of CU20 are designated as the hedged item. However, for risk
management purposes, entities often seek to hedge the net position. This net
position changes each period as items are repriced or derecognised and as new
items are originated. Hence, the individual items designated as the hedged item
also need to be changed each period. This requires de- and redesignation of the
individual items that constitute the hedged item, which gives rise to significant
systems needs.

Fair value hedge accounting requires the carrying amount of the hedged item to
be adjusted for the effect of changes in the hedged risk. ~ Applied to a portfolio
hedge, this could involve changing the carrying amounts of many thousands of
individual items. Also, for any items subsequently de-designated from being
hedged, the revised carrying amount must be amortised over the item’s
remaining life." This, too, gives rise to significant systems needs.

BC177 The Board decided that any change to IAS 39 must be consistent with the principles that
underlie TAS 39’s requirements on derivatives and hedge accounting. The three principles
that are most relevant to a portfolio hedge of interest rate risk are:

(@)
(b)
(©)

derivatives should be measured at fair value;
hedge ineffectiveness should be identified and recognised in profit or loss;* and

only items that are assets and liabilities should be recognised as such in the
balance sheet. Deferred losses are not assets and deferred gains are not liabilities.
However, if an asset or liability is hedged, any change in its fair value that is
attributable to the hedged risk should be recognised in the balance sheet.

Prepayment risk

BC178 In considering the issue described in paragraph BC176(a), the Board noted that a
prepayable item can be viewed as a combination of a non-prepayable item and a
prepayment option. It follows that the fair value of a fixed rate prepayable item changes
for two reasons when interest rates move:

(@)

(b)

the fair value of the contracted cash flows to the contractual repricing date
changes (because the rate used to discount them changes); and

the fair value of the prepayment option changes (reflecting, among other things,
that the likelihood of prepayment is affected by interest rates).

@ see |AS 39, paragraph AG101
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BC179 The Board also noted that, for risk management purposes, many entities do not consider
these two effects separately. Instead they incorporate the effect of prepayments by
grouping the hedged portfolio into repricing time periods based on expected repayment
dates (rather than contractual repayment dates). For example, an entity with a portfolio of
25-year mortgages of CU100 may expect 5 per cent of that portfolio to repay in one
year’s time, in which case it schedules an amount of CUS5 into a 12-month time period.
The entity schedules all other items contained in its portfolio in a similar way (ie on the
basis of expected repayment dates) and hedges all or part of the resulting overall net
position in each repricing time period.

BC180 The Board decided to permit the scheduling that is used for risk management purposes, ie
on the basis of expected repayment dates, to be used as a basis for the designation
necessary for hedge accounting. As a result, an entity would not be required to compute
the effect that a change in interest rates has on the fair value of the prepayment option
embedded in a prepayable item. Instead, it could incorporate the effect of a change in
interest rates on prepayments by grouping the hedged portfolio into repricing time
periods based on expected repayment dates. The Board noted that this approach has
significant practical advantages for preparers of financial statements, because it allows
them to use the data they use for risk management. The Board also noted that the
approach is consistent with paragraph 81 of IAS 39, which permits hedge accounting for
a portion of a financial asset or financial liability. However, as discussed further in
paragraphs BC193-BC206, the Board also concluded that if the entity changes its
estimates of the time periods in which items are expected to repay (eg in the light of
recent prepayment experience), ineffectiveness will arise, regardless of whether the
revision in estimates results in more or less being scheduled in a particular time period.

BC181 The Board also noted that if the items in the hedged portfolio are subject to different
amounts of prepayment risk, they may fail the test in paragraph 78 of being similar and
the related requirement in paragraph 83 that the change in fair value attributable to the
hedged risk for each individual item in the group is expected to be approximately
proportional to the overall change in fair value attributable to the hedged risk of the group
of items. The Board decided that, in the context of a portfolio hedge of interest rate risk,
these requirements could be inconsistent with the Board’s decision, set out in the
previous paragraph, on how to incorporate the effects of prepayment risk. Accordingly,
the Board decided that they should not apply. Instead, the financial assets or financial
liabilities included in a portfolio hedge of interest rate risk need only share the risk being
hedged.

Designation of the hedged item and liabilities with a demand feature

BC182 The Board considered two main ways to overcome the issue noted in paragraph
BC176(b). These were:

@) to designate the hedged item as the overall net position that results from a
portfolio containing assets and liabilities. For example, if a repricing time period
contains CU100 of fixed rate assets and CU90 of fixed rate liabilities, the net
position of CU10 would be designated as the hedged item.

(b) to designate the hedged item as a portion of the assets (ie assets of CU10 in the
above example), but not to require individual assets to be designated.
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BC183 Some of those who commented on the Exposure Draft favoured designation of the overall
net position in a portfolio that contains assets and liabilities. In their view, existing
asset-liability management (ALM) systems treat the identified assets and liabilities as a
natural hedge. Management’s decisions about additional hedging focus on the entity’s
remaining net exposure. They observe that designation based on a portion of either the
assets or the liabilities is not consistent with existing ALM systems and would entail
additional systems costs.

BC184 In considering questions of designation, the Board was also concerned about questions of
measurement. In particular, the Board observed that fair value hedge accounting requires
measurement of the change in fair value of the hedged item attributable to the risk being
hedged. Designation based on the net position would require the assets and the liabilities
in a portfolio each to be measured at fair value (for the risk being hedged) in order to
compute the fair value of the net position. Although statistical and other technigues can
be used to estimate these fair values, the Board concluded that it is not appropriate to
assume that the change in fair value of the hedging instrument is equal to the change in
fair value of the net position.

BC185 The Board noted that under the first approach in paragraph BC182 (designating an
overall net position), an issue arises if the entity has liabilities that are repayable on
demand or after a notice period (referred to below as ‘demandable liabilities’). This
includes items such as demand deposits and some types of time deposits. The Board was
informed that, when managing interest rate risk, many entities that have demandable
liabilities include them in a portfolio hedge by scheduling them to the date when they
expect the total amount of demandable liabilities in the portfolio to be due because of net
withdrawals from the accounts in the portfolio. This expected repayment date is typically
a period covering several years into the future (eg 0-10 years hence). The Board was also
informed that some entities wish to apply fair value hedge accounting based on this
scheduling, ie they wish to include demandable liabilities in a fair value portfolio hedge
by scheduling them on the basis of their expected repayment dates. The arguments for
this view are:

@) it is consistent with how demandable liabilities are scheduled for risk
management purposes. Interest rate risk management involves hedging the
interest rate margin resulting from assets and liabilities and not the fair value of
all or part of the assets and liabilities included in the hedged portfolio. The
interest rate margin of a specific period is subject to variability as soon as the
amount of fixed rate assets in that period differs from the amount of fixed rate
liabilities in that period.

(b) it is consistent with the treatment of prepayable assets to include demandable
liabilities in a portfolio hedge based on expected repayment dates.

©) as with prepayable assets, expected maturities for demandable liabilities are
based on the historical behaviour of customers.

(d) applying the fair value hedge accounting framework to a portfolio that includes
demandable liabilities would not entail an immediate gain on origination of such
liabilities because all assets and liabilities enter the hedged portfolio at their
carrying amounts. Furthermore, 1AS 39 requires the carrying amount of a
financial liability on its initial recognition to be its fair value, which normally
equates to the transaction price (ie the amount deposited).”

IFRS 9 Financial Instruments replaced 1AS 39.
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historical analysis shows that a base level of a portfolio of demandable liabilities,
such as chequing accounts, is very stable. Whilst a portion of the demandable
liabilities varies with interest rates, the remaining portion—the base level—does
not. Hence, entities regard this base level as a long-term fixed rate item and
include it as such in the scheduling that is used for risk management purposes.

the distinction between ‘old’ and ‘new’ money makes little sense at a portfolio
level. The portfolio behaves like a long-term item even if individual liabilities do
not.

BC186 The Board noted that this issue is related to that of how to measure the fair value of a
demandable liability. In particular, it interrelates with the requirement in IAS 39 that the
fair value of a liability with a demand feature is not less than the amount payable on
demand, discounted from the first date that the amount could be required to be paid.*
This requirement applies to all liabilities with a demand feature, not only to those
included in a portfolio hedge.

BC187 The Board also noted that:

(@)

(b)

(©

although entities, when managing risk, may schedule demandable liabilities
based on the expected repayment date of the total balance of a portfolio of
accounts, the deposit liabilities included in that balance are unlikely to be
outstanding for an extended period (eg several years). Rather, these deposits are
usually expected to be withdrawn within a short time (eg a few months or less),
although they may be replaced by new deposits. Put another way, the balance of
the portfolio is relatively stable only because withdrawals on some accounts
(which usually occur relatively quickly) are offset by new deposits into others.
Thus, the liability being hedged is actually the forecast replacement of existing
deposits by the receipt of new deposits. 1AS 39 does not permit a hedge of such a
forecast transaction to qualify for fair value hedge accounting. Rather, fair value
hedge accounting can be applied only to the liability (or asset) or firm
commitment that exists today.

a portfolio of demandable liabilities is similar to a portfolio of trade payables.
Both comprise individual balances that usually are expected to be paid within a
short time (eg a few months or less) and replaced by new balances. Also, for both,
there is an amount—the base level—that is expected to be stable and present
indefinitely. Hence, if the Board were to permit demandable liabilities to be
included in a fair value hedge on the basis of a stable base level created by
expected replacements, it should similarly allow a hedge of a portfolio of trade
payables to qualify for fair value hedge accounting on this basis.

a portfolio of similar core deposits is not different from an individual deposit,
other than that, in the light of the ‘law of large numbers’, the behaviour of the
portfolio is more predictable. There are no diversification effects from
aggregating many similar items.

* IFRS 9 Financial Instruments replaced 1AS 39.
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it would be inconsistent with the requirement in IAS 39 that the fair value of a
liability with a demand feature is not less than the amount payable on demand,
discounted from the first date that the amount could be required to be paid, to
schedule such liabilities for hedging purposes using a different date. For example,
consider a deposit of CU100 that can be withdrawn on demand without penalty.
IAS 39 states that the fair value of such a deposit is CU100. That fair value is
unaffected by interest rates and does not change when interest rates move.
Accordingly, the demand deposit cannot be included in a fair value hedge of
interest rate risk—there is no fair value exposure to hedge.

BC188 For these reasons, the Board concluded that demandable liabilities should not be included
in a portfolio hedge on the basis of the expected repayment date of the total balance of a
portfolio of demandable liabilities, ie including expected rollovers or replacements of
existing deposits by new ones. However, as part of its consideration of comments
received on the Exposure Draft, the Board also considered whether a demandable liability,
such as a demand deposit, could be included in a portfolio hedge based on the expected
repayment date of the existing balance of individual deposits, ie ignoring any rollovers or
replacements of existing deposits by new deposits. The Board noted the following.

(@)

(b)

(©

© Copyright

For many demandable liabilities, this approach would imply a much earlier
expected repayment date than is generally assumed for risk management
purposes. In particular, for chequing accounts it would probably imply an
expected maturity of a few months or less. However, for other demandable
liabilities, such as fixed term deposits that can be withdrawn only by the
depositor incurring a significant penalty, it might imply an expected repayment
date that is closer to that assumed for risk management.

This approach implies that the fair value of the demandable liability should also
reflect the expected repayment date of the existing balance, ie that the fair value
of a demandable deposit liability is the present value of the amount of the deposit
discounted from the expected repayment date. The Board noted that it would be
inconsistent to permit fair value hedge accounting to be based on the expected
repayment date, but to measure the fair value of the liability on initial recognition
on a different basis. The Board also noted that this approach would give rise to a
difference on initial recognition between the amount deposited and the fair value
recognised in the balance sheet. This, in turn, gives rise to the issue of what the
difference represents. Possibilities the Board considered include (i) the value of
the depositor’s option to withdraw its money before the expected maturity, (ii)
prepaid servicing costs or (iii) a gain. The Board did not reach a conclusion on
what the difference represents, but agreed that if it were to require such
differences to be recognised, this would apply to all demandable liabilities, not
only to those included in a portfolio hedge. Such a requirement would represent a
significant change from present practice.

If the fair value of a demandable deposit liability at the date of initial recognition
is deemed to equal the amount deposited, a fair value portfolio hedge based on an
expected repayment date is unlikely to be effective. This is because such deposits
typically pay interest at a rate that is significantly lower than that being hedged
(eg the deposits may pay interest at zero or at very low rates, whereas the interest
rate being hedged may be LIBOR or a similar benchmark rate). Hence, the fair
value of the deposit will be significantly less sensitive to interest rate changes
than that of the hedging instrument.
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(d) The question of how to fair value a demandable liability is closely related to
issues being debated by the Board in other projects, including Insurance (phase
1), Revenue Recognition, Leases and Measurement. The Board’s discussions in
these other projects are continuing and it would be premature to reach a
conclusion in the context of portfolio hedging without considering the
implications for these other projects.

As a result, the Board decided:

(@) to confirm the requirement in IAS 39 that ‘the fair value of a financial liability
with a demand feature (eg a demand deposit) is not less than the amount payable
on demand, discounted from the first date that the amount could be required to be
paid’,” and

(b) consequently, that a demandable liability cannot qualify for fair value hedge
accounting for any time period beyond the shortest period in which the
counterparty can demand payment.

The Board noted that, depending on the outcome of its discussions in other projects
(principally Insurance (phase Il), Revenue Recognition, Leases and Measurement), it
might reconsider these decisions at some time in the future.

The Board also noted that what is designated as the hedged item in a portfolio hedge
affects the relevance of this issue, at least to some extent. In particular, if the hedged item
is designated as a portion of the assets in a portfolio, this issue is irrelevant. To illustrate,
assume that in a particular repricing time period an entity has CU100 of fixed rate assets
and CUB80 of what it regards as fixed rate liabilities and the entity wishes to hedge its net
exposure of CU20. Also assume that all of the liabilities are demandable liabilities and
the time period is later than that containing the earliest date on which the items can be
repaid. If the hedged item is designated as CU20 of assets, then the demandable
liabilities are not included in the hedged item, but rather are used only to determine how
much of the assets the entity wishes to designate as being hedged. In such a case, whether
the demandable liabilities can be designated as a hedged item in a fair value hedge is
irrelevant. However, if the overall net position were to be designated as the hedged item,
because the net position comprises CU100 of assets and CU80 of demandable liabilities,
whether the demandable liabilities can be designated as a hedged item in a fair value
hedge becomes critical.

Given the above points, the Board decided that a portion of assets or liabilities (rather
than an overall net position) may be designated as the hedged item, to overcome part of
the demandable liabilities issue. It also noted that this approach is consistent with 1AS
39", whereas designating an overall net position is not. IAS 39" prohibits an overall net
position from being designated as the hedged item, but permits a similar effect to be
achieved by designating an amount of assets (or liabilities) equal to the net position.

IFRS 9 Financial Instruments replaced 1AS 39.
see |AS 39, paragraph 84
T see IAS 39, paragraph AG101
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However, the Board also recognised that this method of designation would not fully
resolve the demandable liabilities issue. In particular, the issue is still relevant if, in a
particular repricing time period, the entity has so many demandable liabilities whose
earliest repayment date is before that time period that (a) they comprise nearly all of what
the entity regards as its fixed rate liabilities and (b) its fixed rate liabilities (including the
demandable liabilities) exceed its fixed rate assets in this repricing time period. In this
case, the entity is in a net liability position. Thus, it needs to designate an amount of the
liabilities as the hedged item. But unless it has sufficient fixed rate liabilities other than
those that can be demanded before that time period, this implies designating the
demandable liabilities as the hedged item. Consistently with the Board’s decision
discussed above, such a hedge does not qualify for fair value hedge accounting. (If the
liabilities are non-interest bearing, they cannot be designated as the hedged item in a cash
flow hedge because their cash flows do not vary with changes in interest rates, ie there is
no cash flow exposure to interest rates. However, the hedging relationship may qualify
for cash flow hedge accounting if designated as a hedge of associated assets.)

What portion of assets should be designated and the impact on
ineffectiveness

Having decided that a portion of assets (or liabilities) could be designated as the hedged
item, the Board considered how to overcome the systems problems noted in paragraph
BC176(b) and (c). The Board noted that these problems arise from designating individual
assets (or liabilities) as the hedged item. Accordingly, the Board decided that the hedged
item could be expressed as an amount (of assets or liabilities) rather than as individual
assets or liabilities.

The Board noted that this decision—that the hedged item may be designated as an
amount of assets or liabilities rather than as specified items—gives rise to the issue of
how the amount designated should be specified. The Board considered comments
received on the Exposure Draft that it should not specify any method for designating the
hedged item and hence measuring effectiveness. However, the Board concluded that if it
provided no guidance, entities might designate in different ways, resulting in little
comparability between them. The Board also noted that its objective, when permitting an
amount to be designated, was to overcome the systems problems associated with
designating individual items whilst achieving a very similar accounting result.
Accordingly, it concluded that it should require a method of designation that closely
approximates the accounting result that would be achieved by designating individual
items.

Additionally, the Board noted that designation determines how much, if any,
ineffectiveness arises if actual repricing dates in a particular repricing time period vary
from those estimated or if the estimated repricing dates are revised. Taking the above
example of a repricing time period in which there are CU100 of fixed rate assets and the
entity designates as the hedged item an amount of CU20 of assets, the Board considered
two approaches (a layer approach and a percentage approach) that are summarised below.

Layer approach

The first of these approaches, illustrated in figure 1, designates the hedged item as a
‘layer’ (eg (a) the bottom layer, (b) the top layer or (c) a portion of the top layer) of the
assets (or liabilities) in a repricing time period. In this approach, the portfolio of CU100
in the above example is considered to comprise a hedged layer of CU20 and an unhedged
layer of CU8O.
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Figure 1: llustrating the designation of an amount of assets as a layer

Hedged Unhedged
layer (| layer
Unhedged | | Hedged
layer (| layer
___________________ Unhedged
Hedged layer Unhedged
layer layer
(a) Bottom layer (b) Top layer (c) Portion of
top layer

BC197 The Board noted that the layer approach does not result in the recognition of
ineffectiveness in all cases when the estimated amount of assets (or liabilities) changes.
For example, in a bottom layer approach (see figure 2), if some assets prepay earlier than
expected so that the entity revises downward its estimate of the amount of assets in the
repricing time period (eg from CU100 to CU90), these reductions are assumed to come
first from the unhedged top layer (figure 2(b)). Whether any ineffectiveness arises
depends on whether the downward revision reaches the hedged layer of CU20. Thus, if
the bottom layer is designated as the hedged item, it is unlikely that the hedged (bottom)
layer will be reached and that any ineffectiveness will arise. Conversely, if the top layer
is designated (see figure 3), any downward revision to the estimated amount in a
repricing time period will reduce the hedged (top) layer and ineffectiveness will arise
(figure 3(b)).

Figure 2: Hlustrating the effect on changes in prepayments in a bottom layer approach

= Designated hedged item

o ‘decrease | increase
Assets Assets of CU10 Assets of CU10
CU110
CuU100 CU90
""" Hedged | ~ Hedged | | Hedged
amount CU20 amount CU20 amount CU20
(a)Original (b) CU10 assets (c) CU10 assets
expectation prepay earlier prepay later
than expected than expected
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Figure 3: Hlustrating the effect on changes in prepayments in a top layer approach

= Designated hedged item

———————————————————————

Assets
CuU90

(@) Original
expectation

(b) CU 10 assets

prepay earlier

= Amount on which ineffectiveness arises

___________________ increase
decrease Hedged of CU10
of CUL10 | _ amount

Assets
CuU90

(c) CU10 assets
prepay later

BC198

BC199

than expected than expected

Finally, if some assets prepay later than expected so that the entity revises upward its
estimate of the amount of assets in this repricing time period (eg from CU100 to CU110,
see figures 2(c) and 3(c)), no ineffectiveness arises no matter how the layer is designated,
on the grounds that the hedged layer of CU20 is still there and that was all that was being
hedged.

Percentage approach

The percentage approach, illustrated in figure 4, designates the hedged item as a
percentage of the assets (or liabilities) in a repricing time period. In this approach, in the
portfolio in the above example, 20 per cent of the assets of CUL100 in this repricing time
period is designated as the hedged item (figure 4(a)). As a result, if some assets prepay
earlier than expected so that the entity revises downwards its estimate of the amount of
assets in this repricing time period (eg from CU100 to CU90, figure 4(b)), ineffectiveness
arises on 20 per cent of the decrease (in this case ineffectiveness arises on CU2).
Similarly, if some assets prepay later than expected so that the entity revises upwards its
estimate of the amount of assets in this repricing time period (eg from CU100 to CU110,
figure 4(c)), ineffectiveness arises on 20 per cent of the increase (in this case
ineffectiveness arises on CU2).
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Figure 4: lllustrating the designation of an amount of assets as a percentage

= Designated hedged item = Amount on which ineffectiveness arises
20% increase
20% 20 of CU10
decrease
of CU10
Assets Assets Assets
CU100 CuU90 CuU100
(@) Original (b) CU 10 assets (c) CU10 assets
expectation prepay earlier prepay later
than expected than expected

Arguments for and against the layer approach

BC200 The arguments for the layer approach are as follows:

(@)

(b)

(©)

(d)

Designating a bottom layer would be consistent with the answers to Questions
F.6.1 and F.6.2 of the Guidance on Implementing IAS 39, which allow, for a
cash flow hedge, the ‘bottom’ portion of reinvestments of collections from assets
to be designated as the hedged item.”

The entity is hedging interest rate risk rather than prepayment risk. Any changes
to the portfolio because of changes in prepayments do not affect how effective
the hedge was in mitigating interest rate risk.

The approach captures all ineffectiveness on the hedged portion. It merely allows
the hedged portion to be defined in such a way that, at least in a bottom layer
approach, the first of any potential ineffectiveness relates to the unhedged
portion.

It is correct that no ineffectiveness arises if changes in prepayment estimates
cause more assets to be scheduled into that repricing time period. So long as
assets equal to the hedged layer remain, there is no ineffectiveness and upward
revisions of the amount in a repricing time period do not affect the hedged layer.

IFRS 9 Financial Instruments deleted the guidance on implementing 1AS 39.
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A prepayable item can be viewed as a combination of a non-prepayable item and
a prepayment option. The designation of a bottom layer can be viewed as
hedging a part of the life of the non-prepayable item, but none of the prepayment
option. For example, a 25-year prepayable mortgage can be viewed as a
combination of (i) a non-prepayable, fixed term, 25-year mortgage and (ii) a
written prepayment option that allows the borrower to repay the mortgage early.
If the entity hedges this asset with a 5-year derivative, this is equivalent to
hedging the first five years of component (i). If the position is viewed in this way,
no ineffectiveness arises when interest rate changes cause the value of the
prepayment option to change (unless the option is exercised and the asset prepaid)
because the prepayment option was not hedged.

BC201 The arguments against the layer approach are as follows:

(@)

(b)

(©)

(d)

()
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The considerations that apply to a fair value hedge are different from those that
apply to a cash flow hedge. In a cash flow hedge, it is the cash flows associated
with the reinvestment of probable future collections that are hedged. In a fair
value hedge it is the fair value of the assets that currently exist.

The fact that no ineffectiveness is recognised if the amount in a repricing time
period is re-estimated upwards (with the effect that the entity becomes
underhedged) is not in accordance with IAS 39. For a fair value hedge, IAS 39
requires that ineffectiveness is recognised both when the entity becomes
overhedged (ie the derivative exceeds the hedged item) and when it becomes
underhedged (ie the derivative is smaller than the hedged item).

As noted in paragraph BC200(e), a prepayable item can be viewed as a
combination of a non-prepayable item and a prepayment option. When interest
rates change, the fair value of both of these components changes.

The objective of applying fair value hedge accounting to a hedged item
designated in terms of an amount (rather than as individual assets or liabilities) is
to obtain results that closely approximate those that would have been obtained if
individual assets or liabilities had been designated as the hedged item. If
individual prepayable assets had been designated as the hedged item, the change
in both the components noted in (c) above (to the extent they are attributable to
the hedged risk) would be recognised in profit or loss, both when interest rates
increase and when they decrease. Accordingly, the change in the fair value of the
hedged asset would differ from the change in the fair value of the hedging
derivative (unless that derivative includes an equivalent prepayment option) and
ineffectiveness would be recognised for the difference. It follows that in the
simplified approach of designating the hedged item as an amount, ineffectiveness
should similarly arise.

All prepayable assets in a repricing time period, and not just a layer of them,
contain a prepayment option whose fair value changes with changes in interest
rates. Accordingly, when interest rates change, the fair value of the hedged assets
(which include a prepayment option whose fair value has changed) will change
by an amount different from that of the hedging derivative (which typically does
not contain a prepayment option), and ineffectiveness will arise. This effect
occurs regardless of whether interest rates increase or decrease— ie regardless of
whether re-estimates of prepayments result in the amount in a time period being
more or less.
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Interest rate risk and prepayment risk are so closely interrelated that it is not
appropriate to separate the two components referred to in paragraph BC200(e)
and designate only one of them (or a part of one of them) as the hedged item.
Often the biggest single cause of changes in prepayment rates is changes in
interest rates. This close relationship is the reason why IAS 39 prohibits a
held-to-maturity asset” from being a hedged item with respect to either interest
rate risk or prepayment risk. Furthermore, most entities do not separate the two
components for risk management purposes. Rather, they incorporate the
prepayment option by scheduling amounts based on expected maturities. When
entities choose to use risk management practices—based on not separating
prepayment and interest rate risk—as the basis for designation for hedge
accounting purposes, it is not appropriate to separate the two components
referred to in paragraph BC200(e) and designate only one of them (or a part of
one of them) as the hedged item.

If interest rates change, the effect on the fair value of a portfolio of prepayable
items will be different from the effect on the fair value of a portfolio of otherwise
identical but non-prepayable items. However, using a layer approach, this
difference would not be recognised—if both portfolios were hedged to the same
extent, both would be recognised in the balance sheet at the same amount.

BC202 The Board was persuaded by the arguments in paragraph BC201 and rejected layer
approaches. In particular, the Board concluded that the hedged item should be designated
in such a way that if the entity changes its estimates of the repricing time periods in
which items are expected to repay or mature (eg in the light of recent prepayment
experience), ineffectiveness arises. It also concluded that ineffectiveness should arise
both when estimated prepayments decrease, resulting in more assets in a particular
repricing time period, and when they increase, resulting in fewer.

Arguments for a third approach—measuring directly the change in fair value of
the entire hedged item

BC203 The Board also considered comments on the Exposure Draft that:

(@)

(b)

some entities hedge prepayment risk and interest rate risk separately, by hedging
to the expected prepayment date using interest rate swaps, and hedging possible
variations in these expected prepayment dates using swaptions.

the embedded derivatives provisions of 1AS 39 require some prepayable assets to
be separated into a prepayment option and a non-prepayable host contract (unless
the entity is unable to measure separately the prepayment option, in which case it
treats the entire asset as held for trading). This seems to conflict with the view in
the Exposure Draft that the two risks are too difficult to separate for the purposes
of a portfolio hedge.”

+

IFRS 9 eliminated the category of held-to-maturity.

*IFRS 9 replaced 1AS 39.
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In considering these arguments, the Board noted that the percentage approach described
in paragraph AG126(b) is a proxy for measuring the change in the fair value of the entire
asset (or liability)—including any embedded prepayment option—that is attributable to
changes in interest rates. The Board had developed this proxy in the Exposure Draft
because it had been informed that most entities (a) do not separate interest rate risk and
prepayment risk for risk management purposes and hence (b) were unable to value the
change in the value of the entire asset (including any embedded prepayment option) that
is attributable to changes in the hedged interest rates. However, the comments described
in paragraph BC203 indicated that in some cases, entities may be able to measure this
change in value directly. The Board noted that such a direct method of measurement is
conceptually preferable to the proxy described in paragraph AG126(b) and, accordingly,
decided to recognise it explicitly. Thus, for example, if an entity that hedges prepayable
assets using a combination of interest rate swaps and swaptions is able to measure
directly the change in fair value of the entire asset, it could measure effectiveness by
comparing the change in the value of the swaps and swaptions with the change in the fair
value of the entire asset (including the change in the value of the prepayment option
embedded in them) that is attributable to changes in the hedged interest rate. However,
the Board also decided to permit the proxy proposed in the Exposure Draft for those
entities that are unable to measure directly the change in the fair value of the entire asset.

Consideration of systems requirements

Finally, the Board was informed that, to be practicable in terms of systems needs, any
approach should not require tracking of the amount in a repricing time period for multiple
periods. Therefore it decided that ineffectiveness should be calculated by determining the
change in the estimated amount in a repricing time period between one date on which
effectiveness is measured and the next, as described more fully in paragraphs AG126 and
AG127. This requires the entity to track how much of the change in each repricing time
period between these two dates is attributable to revisions in estimates and how much is
attributable to the origination of new assets (or liabilities). However, once ineffectiveness
has been determined as set out above, the entity in essence starts again, ie it establishes
the new amount in each repricing time period (including new items that have been
originated since it last tested effectiveness), designates a new hedged item, and repeats
the procedures to determine ineffectiveness at the next date it tests effectiveness. Thus
the tracking is limited to movements between one date when effectiveness is measured
and the next. It is not necessary to track for multiple periods. However, the entity will
need to keep records relating to each repricing time period (a) to reconcile the amounts
for each repricing time period with the total amounts in the two separate line items in the
balance sheet (see paragraph AG114(f)), and (b) to ensure that amounts in the two
separate line items are derecognised no later than when the repricing time period to
which they relate expires.

The Board also noted that the amount of tracking required by the percentage approach is
no more than what would be required by any of the layer approaches. Thus, the Board
concluded that none of the approaches was clearly preferable from the standpoint of
systems needs.
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The carrying amount of the hedged item

BC207 The last issue noted in paragraph BC176 is how to present in the balance sheet the
change in fair value of the hedged item. The Board noted the concern of respondents that
the hedged item may contain many—even thousands of—individual assets (or liabilities)
and that to change the carrying amounts of each of these individual items would be
impracticable. The Board considered dealing with this concern by permitting the change
in value to be presented in a single line item in the balance sheet. However, the Board
noted that this could result in a decrease in the fair value of a financial asset (financial
liability) being recognised as a financial liability (financial asset). Furthermore, for some
repricing time periods the hedged item may be an asset, whereas for others it may be a
liability. The Board concluded that it would be incorrect to present together the changes
in fair value for such repricing time periods, because to do so would combine changes in
the fair value of assets with changes in the fair value of liabilities.

BC208 Accordingly, the Board decided that two line items should be presented, as follows:

@) for those repricing time periods for which the hedged item is an asset, the change
in its fair value is presented in a single separate line item within assets; and

(b) for those repricing time periods for which the hedged item is a liability, the
change in its fair value is presented in a single separate line item within
liabilities.

BC209 The Board noted that these line items represent changes in the fair value of the hedged
item. For this reason, the Board decided that they should be presented next to financial
assets or financial liabilities.

Derecognition of amounts included in the separate line items
Derecognition of an asset (or liability) in the hedged portfolio

BC210 The Board discussed how and when amounts recognised in the separate balance sheet
line items should be removed from the balance sheet. The Board noted that the objective
is to remove such amounts from the balance sheet in the same periods as they would have
been removed had individual assets or liabilities (rather than an amount) been designated
as the hedged item.

BC211 The Board noted that this objective could be fully met only if the entity schedules
individual assets or liabilities into repricing time periods and tracks both for how long the
scheduled individual items have been hedged and how much of each item was hedged in
each time period. In the absence of such scheduling and tracking, some assumptions
would need to be made about these matters and, hence, about how much should be
removed from the separate balance sheet line items when an asset (or liability) in the
hedged portfolio is derecognised. In addition, some safeguards would be needed to
ensure that amounts included in the separate balance sheet line items are removed from
the balance sheet over a reasonable period and do not remain in the balance sheet
indefinitely. With these points in mind, the Board decided to require that:

@) whenever an asset (or liability) in the hedged portfolio is derecognised—whether
through earlier than expected prepayment, sale or write-off from
impairment—any amount included in the separate balance sheet line item
relating to that derecognised asset (or liability) should be removed from the
balance sheet and included in the gain or loss on derecognition.
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(b) if an entity cannot determine into which time period(s) a derecognised asset (or
liability) was scheduled:

(M it should assume that higher than expected prepayments occur on assets
scheduled into the first available time period; and

(i) it should allocate sales and impairments to assets scheduled into all time
periods containing the derecognised item on a systematic and rational
basis.

© the entity should track how much of the total amount included in the separate line
items relates to each repricing time period, and should remove the amount that
relates to a particular time period from the balance sheet no later than when that
time period expires.

Amortisation

BC212 The Board also noted that if the designated hedged amount for a repricing time period is
reduced, IAS 39" requires that the separate balance sheet line item described in paragraph
89A relating to that reduction is amortised on the basis of a recalculated effective interest
rate. The Board noted that for a portfolio hedge of interest rate risk, amortisation based
on a recalculated effective interest rate could be complex to determine and could demand
significant additional systems requirements. Consequently, the Board decided that in the
case of a portfolio hedge of interest rate risk (and only in such a hedge), the line item
balance may be amortised using a straight-line method when a method based on a
recalculated effective interest rate is not practicable.

The hedging instrument

BC213 The Board was asked by commentators to clarify whether the hedging instrument may be
a portfolio of derivatives containing offsetting risk positions. Commentators noted that
previous versions of IAS 39 were unclear on this point.

BC214 The issue arises because the assets and liabilities in each repricing time period change
over time as prepayment expectations change, as items are derecognised and as new
items are originated. Thus the net position, and the amount the entity wishes to designate
as the hedged item, also changes over time. If the hedged item decreases, the hedging
instrument needs to be reduced. However, entities do not normally reduce the hedging
instrument by disposing of some of the derivatives contained in it. Instead, entities adjust
the hedging instrument by entering into new derivatives with an offsetting risk profile.

BC215 The Board decided to permit the hedging instrument to be a portfolio of derivatives
containing offsetting risk positions for both individual and portfolio hedges. It noted that
all of the derivatives concerned are measured at fair value. It also noted that the two ways
of adjusting the hedging instrument described in the previous paragraph can achieve
substantially the same effect. Therefore the Board clarified paragraph 77 to this effect.

see paragraph 92
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Hedge effectiveness for a portfolio hedge of interest rate risk

BC216 Some respondents to the Exposure Draft questioned whether IAS 39’s effectiveness
tests” should apply to a portfolio hedge of interest rate risk. The Board noted that its
objective in amending IAS 39 for a portfolio hedge of interest rate risk is to permit fair
value hedge accounting to be used more easily, whilst continuing to meet the principles
of hedge accounting. One of these principles is that the hedge is highly effective. Thus,
the Board concluded that the effectiveness requirements in IAS 39 apply equally to a
portfolio hedge of interest rate risk.

BC217 Some respondents to the Exposure Draft sought guidance on how the effectiveness tests
are to be applied to a portfolio hedge. In particular, they asked how the prospective
effectiveness test is to be applied when an entity periodically ‘rebalances’ a hedge (ie
adjusts the amount of the hedging instrument to reflect changes in the hedged item). The
Board decided that if the entity’s risk management strategy is to change the amount of the
hedging instrument periodically to reflect changes in the hedged position, that strategy
affects the determination of the term of the hedge. Thus, the entity needs to demonstrate
that the hedge is expected to be highly effective only for the period until the amount of
the hedging instrument is next adjusted. The Board noted that this decision does not
conflict with the requirement in paragraph 75 that “a hedging relationship may not be
designated for only a portion of the time period during which a hedging instrument
remains outstanding”. This is because the entire hedging instrument is designated (and
not only some of its cash flows, for example, those to the time when the hedge is next
adjusted). However, expected effectiveness is assessed by considering the change in the
fair value of the entire hedging instrument only for the period until it is next adjusted.

BC218 A third issue raised in the comment letters was whether, for a portfolio hedge, the
retrospective effectiveness test should be assessed for all time buckets in aggregate or
individually for each time bucket. The Board decided that entities could use any method
to assess retrospective effectiveness, but noted that the chosen method would form part of
the documentation of the hedging relationship made at the inception of the hedge in
accordance with paragraph 88(a) and hence could not be decided at the time the
retrospective effectiveness test is performed.

Transition to fair value hedge accounting for portfolios of interest rate risk

BC219 In finalising the amendments to IAS 39, the Board considered whether to provide
additional guidance for entities wishing to apply fair value hedge accounting to a
portfolio hedge that had previously been accounted for using cash flow hedge accounting.
The Board noted that such entities could apply paragraph 101(d) to revoke the
designation of a cash flow hedge and re-designate a new fair value hedge using the same
hedged item and hedging instrument, and decided to clarify this in the Application
Guidance. Additionally, the Board concluded that clarification was not required for
first-time adopters because IFRS 1 already contained sufficient guidance.

BC220 The Board also considered whether to permit retrospective designation of a portfolio
hedge. The Board noted that this would conflict with the principle in paragraph 88(a) that
‘at the inception of the hedge there is formal designation and documentation of the
hedging relationship’ and accordingly, decided not to permit retrospective designation.

see paragraph AG105
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Novation of derivatives and continuation of hedge accounting

BC220A The IASB received an urgent request to clarify whether an entity is required to discontinue
hedge accounting for hedging relationships in which a derivative has been designated as a
hedging instrument in accordance with IAS 39 when that derivative is novated to a central
counterparty (CCP) due to the introduction of a new law or regulation.

BC220B The IASB considered the derecognition requirements of 1AS 39 to determine whether the
novation in such a circumstance leads to the derecognition of an existing derivative that has
been designated as a hedging instrument. The IASB noted that a derivative should be
derecognised only when it meets both the derecognition criteria for a financial asset and the
derecognition criteria for a financial liability in circumstances in which the derivative
involves two-way payments between parties (ie the payments are or could be from and to
each of the parties).

BC220C The IASB observed that paragraph 17(a) of IAS 39 requires that a financial asset is
derecognised when the contractual rights to the cash flows from the financial asset expire.
The IASB noted that through novation to a CCP, a party (Party A) to the original derivative
has new contractual rights to cash flows from a (new) derivative with the CCP, and this
new contract replaces the original contract with a counterparty (Party B). Thus the original
derivative with Party B has expired and as a consequence the original derivative through
which Party A has engaged with Party B shall meet the derecognition criteria for a
financial asset.”

BC220D The IASB also observed that paragraph AG57(b) of IAS 39 states that a financial liability
is extinguished when the debtor is legally released from primary responsibility for the
liability. The IASB noted that the novation to the CCP would release Party A from the
responsibility to make payments to Party B and also would oblige Party A to make
payments to the CCP. Consequently, the original derivative through which Party A has
transacted with Party B also meets the derecognition criteria for a financial liability.”

BC220E Consequently, the IASB concluded that the novation of a derivative to a CCP would be
accounted for as the derecognition of the original derivative and the recognition of the
(new) novated derivative.

BC220F Taking into account the conclusion of the assessment on the derecognition requirements,
the IASB considered paragraphs 91(a) and 101(a) of IAS 39, which require an entity to
discontinue hedge accounting prospectively if the hedging instrument expires or is sold,
terminated or exercised. The IASB noted that novation to a CCP would require the entity to
discontinue hedge accounting because the derivative that was designated as a hedging
instrument has been derecognised and consequently the hedging instrument in the existing
hedging relationship no longer exists.

In this context, the term 'novation' indicates that the parties to a derivative agree that one or more clearing counterparties replace
their original counterparty to become the new counterparty to each of the parties. For this purpose, a clearing counterparty is a
central counterparty or an entity or entities, for example, a clearing member of a clearing organisation or a client of a clearing
member of a clearing organisation, that are acting as counterparty in order to effect clearing by a central counterparty.

IFRS 9 replaced IAS 39.

*IFRS 9 replaced 1AS 39.
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The IASB, however, was concerned about the financial reporting effects that would arise
from novations that result from new laws or regulations. The IASB noted that the
requirement to discontinue hedge accounting meant that although an entity could designate
the new derivative as the hedging instrument in a new hedging relationship, this could
result in more hedge ineffectiveness, especially for cash flow hedges, compared to a
continuing hedging relationship. This is because the derivative that would be newly
designated as the hedging instrument would be on terms that would be different from a new
derivative, ie it was unlikely to be 'at-market' (for example, a non-option derivative such as
a swap or forward might have a significant fair value) at the time of the novation. The
IASB also noted that there would be an increased risk that the hedging relationship would
fail to fall within the 80—125 per cent hedge effectiveness range required by 1AS 39.

BC220H The IASB, taking note of these financial reporting effects, was convinced that accounting

BC2201

BC220J

for the hedging relationship that existed before the novation as a continuing hedging
relationship, in this specific situation, would provide more useful information to users of
financial statements. The IASB also considered the feedback from outreach that involved
the members of the International Forum of Accounting Standard Setters (IFASS) and
securities regulators and noted that this issue is not limited to a specific jurisdiction
because many jurisdictions have introduced, or are expected to mandate, laws or
regulations that encourage or require the novation of derivatives to a CCP.

The IASB noted that the widespread legislative changes across jurisdictions were
prompted by a G20 commitment to improve transparency and regulatory oversight of
over-the-counter (OTC) derivatives in an internationally consistent and
non-discriminatory way. Specifically, the G20 agreed to improve OTC derivatives
markets so that all standardised OTC derivatives contracts are cleared through a CCP.

The 1ASB also considered the draft requirements of the forthcoming hedge accounting
chapter of IFRS 9. The IASB noted that those draft requirements also would require hedge
accounting to be discontinued if the novation to a CCP occurs.

BC220K Consequently, the IASB decided to publish, in January 2013, the Exposure Draft Novation

BC220L

of Derivatives and Continuation of Hedge Accounting ('ED/2013/2"), which proposed
amendments to IAS 39 and IFRS 9. In ED/2013/2, the IASB proposed to amend
paragraphs 91(a) and 101(a) of IAS 39 to provide relief from discontinuing hedge
accounting when the novation to a CCP is required by new laws or regulations and meets
certain criteria. The IASB decided to set the comment period for those proposals to 30
days. The IASB noted that the reduced comment period was necessary because the
amendments should be completed urgently because the new laws or regulations to effect
CCP clearing of OTC derivatives would come into force within a short period; the
contents of the proposed amendments were short; and there was likely to be a broad
consensus on the topic.

When developing ED/2013/2, the IASB tentatively decided that the terms of the novated
derivative should be unchanged other than the change in counterparty, however, the IASB
noted that, in practice, other changes may arise as a direct consequence of the novation.
For example, in order to enter into a derivative with a CCP it may be necessary to make
adjustments to the collateral arrangements. Such narrow changes that are a direct
consequence of or are incidental to the novation were acknowledged in the proposed
amendments. However, this would not include changes to, for example, the maturity of
the derivatives, the payment dates, or the contractual cash flows or the basis of their
calculation, except for charges that may arise as a consequence of transacting with a CCP.
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BC220M When developing ED/2013/2, the IASB also discussed whether to require an entity to

BC220N

BC2200

BC220P

disclose that it has been able to continue hedge accounting by applying the relief provided
by these proposed amendments to IAS 39 and IFRS 9. The IASB tentatively decided that it
was not appropriate to mandate specific disclosure in this situation because, from the
perspective of a user of financial statements, the hedge accounting would be continuing.

A total of 78 respondents commented on ED/2013/2. The vast majority of respondents
agreed that the proposed amendments are necessary. However, a few respondents
expressed disagreement with the proposal on the basis that they disagreed with the IASB's
conclusion that hedge accounting would be required to be discontinued as a result of such
novations. In expressing such disagreement some noted that IAS 39 expressly
acknowledges that certain replacements or rollovers of hedging instruments are not
expirations or terminations for the purposes of discontinuing hedge accounting. The IASB
noted that this exception applies if '[a] replacement or rollover is part of the entity's
documented hedging strategy'(IAS 39.91(a) and 1AS 39.101(a)). The 1ASB questioned
whether replacement of a contract as a result of unforeseen legislative changes (even if
documented) fits the definition of a replacement that is part of a 'documented hedging
strategy'.

Even though the vast majority of respondents agreed with the proposal, a considerable
majority of respondents disagreed with the scope of the proposed amendments. They
believed that the proposed scope of 'novation required by laws or regulations' is too
restrictive and that the scope therefore should be expanded by removing this criterion. In
particular, they argued that voluntary novation to a CCP should be provided with the same
relief as novation required by laws or regulations. A few respondents further requested that
the scope should not be limited to novation to a central counterparty and that novation in
other circumstances should also be considered.

In considering respondents' comments, the IASB noted that voluntary novation to a CCP
could be prevalent in some circumstances such as novation in anticipation of regulatory
changes, novation due to operational ease, and novation induced but not actually mandated
by laws or regulations as a result of the imposition of charges or penalties. The IASB also
noted that many jurisdictions would not require the existing stock of outstanding historical
derivatives to be moved to CCPs, although this was encouraged by the G20 commitment.

BC220Q The IASB observed, however, that for hedge accounting to continue voluntary novation to

BC220R

a CCP should be associated with laws or regulations that are relevant to central clearing of
derivatives. The 1ASB noted that while a novation need not be required by laws or
regulations for hedge accounting to be allowed to continue, allowing all novations to CCPs
to be accommodated was broader than the IASB had intended. In addition, the |ASB
agreed that hedge accounting should continue when novations are performed as a
consequence of laws or regulations or the introduction of laws of regulations but noted that
the mere possibility of laws or regulations being introduced was not a sufficient basis for
the continuation of hedge accounting.

Some respondents were concerned that restricting the relief to novation directly to a CCP
was too narrow. In considering respondents' comments, the IASB noted that in some cases
a CCP has a contractual relationship only with its ‘clearing members', and therefore an
entity must have a contractual relationship with a clearing member in order to transact with
a CCP; a clearing member of a CCP provides a clearing service to its client who cannot
access a CCP directly. The IASB also noted that some jurisdictions are introducing a
so-called 'indirect clearing' arrangement in their laws or regulations to effect clearing with
a CCP, by which a client of a clearing member of a CCP provides a (indirect) clearing
service to its client in the same way as a clearing member of a CCP provides a clearing
service to its client. In addition, the IASB observed that an intragroup novation also can
occur in order to access a CCP; for example, if only particular group entities can transact
directly with a CCP.
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BC220S On the basis of respondents’ comments, the IASB decided to expand the scope of the
amendments by providing relief for novations to entities other than a CCP if such novation
is undertaken with the objective of effecting clearing with a CCP rather than limiting relief
to situations in which novation is directly to a CCP. The IASB decided that in these
circumstances the novation had occurred in order to effect clearing through a CCP, albeit
indirectly. The IASB thus decided also to include such novations in the scope of the
amendments because they are consistent with the objective of the proposed
amendments—they enable hedge accounting to continue when novations occur as a
consequence of laws or regulations or the introduction of laws or regulations that increase
the use of CCPs. However, the IASB noted that when parties to a hedging instrument enter
into novations with different counterparties (for example, with different clearing members),
these amendments only apply if each of those parties ultimately effects clearing with the
same central counterparty.

BC220T Respondents raised a concern about the phrase 'if and only if' that was used in ED/2013/2
when describing that the relief is provided 'if and only if' the criteria are met. In considering
respondents' comments, the IASB noted that ED/2013/2 was intended to address a narrow
issue—novation to CCPs—and therefore changing the phrase 'if and only if' to 'if' would
target the amendment on the fact patterns that the IASB sought to address. The IASB noted
that this would have the effect of requiring an analysis of whether the general conditions
for continuation of hedge accounting are satisfied in other cases (for example, as was
raised by some respondents, in determining the effect of intragroup novations in
consolidated financial statements).

BC220U The IASB decided to make equivalent amendments to the forthcoming chapter on hedge
accounting that will be incorporated into IFRS 9, as proposed in ED/2013/2; no
respondents opposed this proposal.

BC220v ED/2013/2 did not propose any additional disclosures. The vast majority of respondents
agreed with this. The IASB confirmed that additional disclosures are not required.
However, the IASB noted that an entity may consider disclosures in accordance with IFRS
7 Financial Instruments: Disclosures, which requires qualitative and quantitative
disclosures about credit risk.

BC220W The IASB also decided to retain in the final amendments the transition requirements
proposed in ED/2013/2 so that the amendments should apply retrospectively and early
application should be permitted. The IASB noted that even with retrospective application,
if an entity had previously discontinued hedge accounting, as a result of a novation, that
(pre-novation) hedge accounting relationship could not be reinstated because doing so
would be inconsistent with the requirements for hedge accounting (ie hedge accounting
cannot be applied retrospectively).

BC221-[Deleted]
BC222
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Amendments for Interest Rate Benchmark Reform (September

2019)

BC223 Interest rate benchmarks such as interbank offered rates (IBORs) play an important role
in global financial markets. These interest rate benchmarks index trillions of dollars and
other currencies in a wide variety of financial products, from derivatives to residential
mortgages. However, cases of attempted market manipulation of some interest rate
benchmarks, together with the post-crisis decline in liquidity in interbank unsecured
funding markets, have undermined confidence in the reliability and robustness of some
interest rate benchmarks. Against this background, the G20 asked the Financial Stability
Board (FSB) to undertake a fundamental review of major interest rate benchmarks.
Following the review, the FSB published a report setting out its recommended reforms
of some major interest rate benchmarks such as IBORs. Public authorities in many
jurisdictions have since taken steps to implement those recommendations. In some
jurisdictions, there is already clear progress towards the reform of interest rate
benchmarks, or the replacement of interest rate benchmarks with alternative, nearly
risk-free interest rates that are based, to a greater extent, on transaction data (alternative
benchmark rates). This has in turn led to uncertainty about the long-term viability of
some interest rate benchmarks. In these amendments, the term ‘interest rate benchmark
reform’ refers to the market-wide reform of an interest rate benchmark including its
replacement with an alternative benchmark rate, such as that resulting from the FSB’s
recommendations set out in its July 2014 report ‘Reforming Major Interest Rate
Benchmarks’ (the reform).”*

BC224 In 2018 the Board noted the increasing levels of uncertainty about the long-term viability
of some interest rate benchmarks and decided to address as a priority the issues affecting
financial reporting in the period before the reform (referred to as pre-replacement

issues).

BC225 As part of the pre-replacement issues, the Board considered the implications for specific
hedge accounting requirements in IFRS 9 and IAS 39, which require forward-looking
analysis. As a result of the reform, contractual cash flows of hedged items and hedging
instruments based on an existing interest rate benchmark will likely change when that
interest rate benchmark is subject to the reform—in these amendments, contractual cash
flows encompass both contractually specified and non-contractually specified cash flows.

The same uncertainty arising from the reform regarding the timing and the amount of
future cash flows will likely affect the changes in fair value of hedged items and hedging
instruments in a fair value hedge of the interest rate benchmark exposure. Until decisions
are made about what the alternative benchmark rate is, and when and how the reform
will occur, including specifying its effects on particular contracts, uncertainties will exist
regarding the timing and the amount of future cash flows of the hedged item and the
hedging instrument.

The report, 'Reforming Major Interest Rate Benchmarks', is available at http://www.fsb.org/wp-content/uploads/r 140722.pdf.
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The Board noted that the hedge accounting requirements in IFRS 9 and IAS 39 provide a

BC227

clear basis for accounting for such uncertainties. In applying these requirements, the
uncertainties about the timing and the amount of future cash flows could affect an
entity’s ability to meet those specific forward-looking hedge accounting requirements in
the period when uncertainty is created by the reform. In some cases, solely due to such
uncertainties, entities could be required to discontinue hedge accounting for hedging
relationships that would otherwise qualify for hedge accounting. Also, because of the
uncertainties arising from the reform, entities may not be able to designate new hedging
relationships that would otherwise qualify for hedge accounting applying IFRS 9 and
IAS 39. In some cases, discontinuation of hedge accounting would require an entity to
recognise gains or losses in profit or loss.

In the Board’s view, discontinuation of hedge accounting solely due to such

BC228

uncertainties before the reform’s economic effects on hedged items and hedging
instruments are known would not provide useful information to users of financial
statements. Therefore, the Board decided to publish in May 2019 the Exposure Draft
Interest Rate Benchmark Reform (2019 Exposure Draft), which proposed exceptions to
IFRS 9 and IAS 39 to provide relief during this period of uncertainty.

The 2019 Exposure Draft proposed exceptions to specific hedge accounting

BC229

requirements such that entities would apply those requirements assuming the interest rate
benchmark on which the hedged risk and/or cash flows of the hedged item or of the
hedging instrument are based is not altered as a result of the reform. The proposed
exceptions applied only to the hedge accounting requirements specified in that Exposure
Draft and were not intended to provide relief from all consequences arising from the
reform.

Almost all respondents to the 2019 Exposure Draft agreed with the Board’s decision to

BC230

address pre-replacement issues. Many highlighted the urgency of these issues, especially
in some jurisdictions where there is already clear progress towards the reform or
replacement of interest rate benchmarks with alternative benchmark rates.

In September 2019 the Board amended IFRS 9, IAS 39 and IFRS 7 by issuing Interest

BC231

Rate Benchmark Reform, which confirmed with modifications the proposals in the 2019
Exposure Draft. In the amendments issued in September 2019, the Board added
paragraphs 102A-102N and 108G to IAS 39.

The Board decided to propose amendments to IAS 39 as well as IFRS 9 because when

BC232

entities first apply IFRS 9, they are permitted to choose as an accounting policy to
continue to apply the hedge accounting requirements of 1AS 39. The Board understands
that a significant number of IFRS preparers—financial institutions in particular—have
made such an accounting policy choice.

Scope of the exceptions

In the 2019 Exposure Draft, the Board noted that the hedge accounting issues being

addressed arise in the context of interest rate benchmark reform, and, therefore, the
proposed exceptions would apply only to hedging relationships of interest rate risk that
are affected by the reform. However, some respondents expressed the view that the
scope of the exceptions, as set out in the 2019 Exposure Draft, would not include other
types of hedging relationships that may be affected by uncertainties arising from the
reform such as hedging relationships in which an entity designates cross-currency
interest rate swaps to hedge its exposure to both foreign currency and interest rate risk.
These respondents asked the Board to clarify whether the scope of the exceptions was
meant to include such hedging relationships.
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In its redeliberations on the 2019 Exposure Draft, the Board clarified that it did not

BC234

intend to exclude from the scope of the amendments hedging relationships in which
interest rate risk is not the only designated hedged risk. The Board agreed with
respondents that other hedging relationships could be directly affected by the reform
when the reform gives rise to uncertainties about the timing or the amount of interest rate
benchmark-based cash flows of the hedged item or of the hedging instrument. Therefore,
the Board confirmed that the exceptions would apply to the interest rate
benchmark-based cash flows in these situations. The Board noted that many derivatives,
designated in hedging relationships in which there is no uncertainty about the timing or
the amount of interest rate benchmark-based cash flows, could be indirectly affected by
the reform. For example, this would be the case when the valuation of the derivatives is
affected by general uncertainty in the market caused by the reform. The Board
confirmed that the exceptions do not apply to these hedging relationships, despite the
indirect effect the uncertainties arising from the reform could have on the valuation of
derivatives.

Consequently, the Board clarified the wording in paragraph 102A of IAS 39 to refer to

BC235

all hedging relationships that are directly affected by interest rate benchmark reform.
Paragraph 102A of IAS 39 explains that a hedging relationship is directly affected by
interest rate benchmark reform only if the reform gives rise to uncertainties about the
interest rate benchmark (contractually or non-contractually specified) designated as a
hedged risk and/or the timing or the amount of interest rate benchmark-based cash flows
of the hedged item or of the hedging instrument. The scope of the exceptions does not
exclude hedging relationships in which interest rate risk is not the only hedged risk.

Highly probable requirement

The Board noted that if an entity designates a forecast transaction as the hedged item in a

BC236

cash flow hedge, applying paragraph 88(c) of 1AS 39, that transaction must be highly
probable (highly probable requirement). This requirement is intended to ensure that
changes in the fair value of designated hedging instruments are recognised in other
comprehensive income only for those hedged forecast transactions that are highly
probable to occur. This requirement is an important discipline in applying hedge
accounting to forecast transactions. The Board noted that the requirements in 1AS 39
provide a clear basis to account for the effects of the reform—that is, if the effects of the
reform are such that the hedged cash flows are no longer highly probable, hedge
accounting should be discontinued. As set out in paragraph BC227. in the Board’s view,
discontinuing all affected hedging relationships solely due to such uncertainty would not
provide useful information to users of financial statements.

Therefore, the Board amended IAS 39 to provide an exception to the highly probable

requirement that would provide targeted relief during this period of uncertainty. More
specifically, applying the exception, if the hedged future cash flows are based on an
interest rate benchmark that is subject to the reform, an entity assumes that the interest
rate benchmark on which the hedged cash flows are based is not altered when assessing
whether the future cash flows are highly probable. If the hedged future cash flows are
based on a highly probable forecast transaction, by applying the exception in paragraph
102D of IAS 39 when performing the assessment of the highly probable requirement for
that forecast transaction, the entity would assume that the interest rate benchmark on
which the hedged cash flows are based will not be altered in the future contract as a
result of the reform. For example, for a future issuance of a London Interbank Offered
Rate (LIBOR)-referenced debt instrument, the entity would assume that the LIBOR
benchmark rate on which the hedged cash flows are based will not be altered as a result
of the reform.
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BC237 The Board noted that this exception does not necessarily result in an entity determining that
the hedged cash flows are highly probable. In the example described in paragraph BC236,
the entity assumed that the interest rate benchmark in the future contract would not be altered
as_a result of the reform when determining whether that forecast transaction is highly
probable. However, if the entity decides not to issue the debt instrument because of
uncertainty arising from the reform or for any other reason, the hedged future cash flows
are no longer highly probable (and are no longer expected to occur). The exception
would not permit or require the entity to assume otherwise. In this case, the entity would
conclude that the LIBOR-based cash flows are no longer highly probable (and are no
longer expected to occur).

BC238 The Board also included an exception for discontinued hedging relationships. Applying
this exception, any amount remaining in other comprehensive income when a hedging
relationship is discontinued would be reclassified to profit or loss in the same period(s)
during which the hedged cash flows affect profit or loss, based on the assumption that
the interest rate benchmark on which the hedged cash flows are based is not altered as a
result of the reform. If, however, the hedged future cash flows are no longer expected to
occur for other reasons, the entity is required to immediately reclassify to profit or loss
any amount remaining in other comprehensive income. In addition, the exception would
not exempt entities from reclassifying the amount that is not expected to be recovered
into profit or loss as required by paragraph 97 of 1AS 39.

Effectiveness assessment

BC239 Applying IAS 39, a hedging relationship qualifies for hedge accounting only if the
conditions in paragraph 88 are met. Two of the conditions in that paragraph—the
prospective assessment and the retrospective assessment—require that the hedging
relationship is highly effective in achieving offsetting changes in fair value or cash flows
attributable to the hedged risk. If either of these conditions is not met, paragraphs 91(b)
and 101(b) require the entity to discontinue hedge accounting prospectively.

Prospective assessment

BC240 When applying paragraph 88(b) of IAS 39, demonstrating that a hedging relationship is
expected to be highly effective requires the estimation of future cash flows because the
assessment _is_prospective in nature. Interest rate benchmark reform could affect this
assessment for hedging relationships that may extend beyond the timing of the reform.
That is because entities would have to consider possible changes to the fair value or
future cash flows of hedged items and hedging instruments in determining whether a
hedging relationship is expected to be highly effective. Consequently, at some point in
time, it is possible that entities would not be able to meet the condition in paragraph 88(b)

of 1AS 39 solely because of uncertainties arising from the reform.

BC241 The Board considered the usefulness of the information that would result from the
potential discontinuation of hedge accounting for affected hedging relationships and
decided to amend the requirement in IAS 39 to provide an exception for the prospective
assessment for the same reasons as discussed in paragraph BC227.

BC242 Applying this exception, an entity shall assess whether the hedge is expected to be
highly effective in achieving offsetting as required by IAS 39, based on the assumption
that the hedged risk or the interest rate benchmark on which the hedged item or the
hedging instrument is based is not altered as a result of the reform. Similarly, if an entity
designates a highly probable forecast transaction as the hedged item, the entity shall
perform the prospective assessment based on the assumption that the interest rate
benchmark on which the hedged cash flows are based will not change as a result of the
reform.
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The Board noted that an offset between the hedged item and the hedging instrument is a

BC244

fundamental principle of the hedge accounting model in IAS 39 and, therefore, the
Board considered it critical to maintain this principle. The exception addresses only the
uncertainties arising from the reform. Therefore, if an entity is unable to demonstrate
that a hedging relationship is expected to be highly effective for other reasons, the entity
shall discontinue hedge accounting as required by IAS 39.

Retrospective assessment

When developing the 2019 Exposure Draft, the Board decided not to propose an

BC245

exception to the retrospective assessment required by paragraph 88(e) and AG105(b) of
IAS 39 for the effects of the reform. As described in the 2019 Exposure Draft, that
assessment is based on the actual results of the hedging relationship based on the extent
to which hedging gains or losses on the hedged item attributable to the hedged risk offset
changes in the fair value of the hedging instrument. The Board noted that existing IFRS
Standards already provide an adequate basis for measuring ineffectiveness.

Most respondents disagreed with the Board’s decision not to propose an exception to the

BC246

retrospective assessment. Respondents noted that due to the inherent interaction between
the assessment of the forward-looking cash flows of the hedged item and its effect on
both prospective and retrospective assessments, the proposed amendments would not
achieve their intended effect unless an exception is also provided for the retrospective
assessment.

Furthermore, these respondents expressed the view that the discontinuation of hedge

BC247

accounting because hedging relationships do not meet the requirements in paragraph
AG105(b) of IAS 39, as a result of the temporary ineffectiveness caused by the reform,
would not reflect an entity’s risk management strategy and, therefore, would not provide
useful information to users of financial statements.

In its redeliberations on the amendments to IAS 39, the Board considered the feedback

BC248

received. The Board discussed three approaches that it could apply for providing an
exception to the retrospective assessment for the impact of the uncertainty arising from
the reform.

The Board observed that one possible approach would be to require entities to assume

that the interest rate benchmark is not altered similar to the prospective assessment.
Applying this approach would require entities to separate the assessment of retrospective
effectiveness from the measurement of hedge ineffectiveness. More specifically, the
Board considered that the objective of this approach would be to exclude the uncertainty
arising from the reform from the assessment of whether a hedge is considered to be
highly effective and that hedge accounting is continued when the results of this
assessment are within the range of 80—125 per cent as required in paragraph AG105(b)
of 1AS 39, even if the measurement of actual ineffectiveness is outside that range. The
Board was of the view that even though this approach is consistent with the other
exceptions provided in the amendments to IAS 39, the requirement to perform two
effectiveness calculations based on different assumptions could be burdensome on
preparers. The Board therefore rejected this approach.
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BC249 The Board also considered an approach that was recommended by respondents to the
2019 Exposure Draft, in which entities would be required, for the purposes of the
retrospective assessment, to demonstrate the existence of an economic relationship
between the hedged item and hedging instrument similar to the requirements in IFRS 9.
However, the Board noted that the existence of an economic relationship between the
hedged item and the hedging instrument, is only one of the requirements in IFRS 9 for a
hedging relationship to be highly effective. The Board considered that the requirements
in paragraph 6.4.1(c) of IFRS 9 are inherently linked and the application of the economic
relationship in isolation might not achieve the intended objective and could result in
unintended consequences. The Board therefore rejected this approach.

BC250 The Board decided on an approach whereby an entity could continue to apply hedge
accounting for hedging relationships directly affected by the reform, even if the actual
results of the hedging relationship do not meet the requirements in paragraph AG105(b)
of 1AS 39, if the ineffectiveness arose from uncertainty arising from the reform or other
sources, subject to satisfying the other conditions in paragraph 88 of 1AS 39, including
the prospective assessment (as amended by paragraph 102F of 1AS 39).

BC251 The Board acknowledged that such an approach might provide less discipline compared
to the approach described in paragraph BC248, which would introduce additional
requirements to mitigate the risk of continuing hedge accounting for hedging
relationships that failed the retrospective assessment for reasons other than the reform.
However, the Board noted that its approach still maintains a level of discipline around
the application of the IAS 39 hedge accounting model through the prospective
assessment and neither imposes additional costs or burden for preparers nor introduces
new requirements in 1AS 39.

BC252 The Board noted that any exception to the retrospective assessment will apply only to a
well-defined population of hedging relationships during the period of uncertainty on the
hedged items and hedging instruments arising from the reform. Furthermore, the Board
noted that the risk of allowing hedge accounting to be applied for hedging relationships
that would not otherwise qualify for hedge accounting is mitigated by the required
prospective assessment as only the uncertainty arising from the reform is excluded from
that assessment. Any other sources of ineffectiveness would continue to be included in
the assessment of whether the hedge is expected to be highly effective in future periods.
The Board noted that any high level of ineffectiveness arising in a hedging relationship
is expected to be captured by the prospective assessment. The Board also noted that all
ineffectiveness would be recognised and measured and thus be transparent in financial
reporting. The Board, therefore, decided to provide an exception from the requirement to
discontinue hedge accounting as a result of paragraph 88(e) of IAS 39 because the actual
results of the hedge do not meet the requirements in paragraph AG105(b) of 1AS 39.

Measurement of ineffectiveness

BC253 The Board noted that the exceptions were not intended to change the requirement that
entities measure and recognise hedge ineffectiveness. The Board considered that the
actual results of the hedging relationships would provide useful information to users of
financial statements during the period of uncertainty arising from the reform. Therefore,
the Board decided that entities should continue to measure and recognise hedge
ineffectiveness as required by IFRS Standards.
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BC254 The Board also considered whether any exceptions should be made to the measurement
of hedged items or hedging instruments because of the uncertainty arising from the
reform. However, the Board noted that such an exception would be inconsistent with the
decision not to change the requirements to measure and recognise hedge ineffectiveness
in the financial statements. Therefore, the Board decided not to provide an exception
from the measurement of hedging instruments and hedged items. This means that the fair
value of a derivative designated as the hedging instrument should continue to be
measured using the assumptions that market participants would use when pricing that
derivative as required by IFRS 13 Fair Value Measurement.

BC255 For a hedged item designated in a fair value hedge, 1AS 39 requires an entity to
remeasure the hedged item for changes in fair value attributable to the hedged risk and
recognise the gain or loss related to that fair value hedge adjustment in profit or loss. In
doing so, the entity uses the assumptions that market participants would use when
pricing the hedged item for changes in fair value attributable to the hedged risk. This
would include a risk premium for uncertainty inherent in the hedged risk that market
participants would consider. For example, to measure changes in fair value attributable
to the hedged risk such as the IBOR component of a fixed-rate loan, an entity needs to
reflect the uncertainty caused by the reform. When applying a present value technigue to
calculate the changes in fair value attributable to the designated risk component, such
measurement should reflect market participants’ assumptions about the uncertainty
arising from the reform.

BC256 When an entity designates interest rate benchmark-based cash flows as the hedged item
in a cash flow hedge, to calculate the change in the value of the hedged item for the
purpose of measuring hedge ineffectiveness, the entity may use a derivative that would
have terms that match the critical terms of the designated cash flows and the hedged risk
(this is commonly referred to as a ‘hypothetical derivative’). As the Board decided that
entities should continue to measure and recognise hedge ineffectiveness as required by
IFRS Standards, entities should continue to apply assumptions that are consistent with
those applied to the hedged risk of the hedged item. For example, if an entity designated
interest rate benchmark-based cash flows as the hedged item in a cash flow hedge, the
entity would not assume for the purpose of measuring hedge ineffectiveness that the
expected replacement of the interest rate benchmark with an alternative benchmark rate
will result in zero cash flows after the replacement. The hedging gain or loss on the
hedged item should be measured using the interest rate benchmark-based cash flows
(that is, the cash flows on which the hypothetical derivative is based) when applying a
present value technigue, discounted at a market-based discount rate that reflects market
participants’ assumptions about the uncertainty arising from the reform. The Board
concluded that reflecting market participants’ assumptions when measuring hedge
ineffectiveness provides useful information to users of financial statements about the
effects of the uncertainty arising from the reform on an entity’s hedging relationships.
Therefore, the Board decided that no exceptions are needed for the measurement of
actual ineffectiveness.

Hedges of designated portions

BC257 The Board noted that in accordance with IAS 39 an entity may designate an item in its
entirety or only a portion thereof, as the hedged item in a hedging relationship. For
example, an entity that issues a 5-year floating-rate debt instrument that bears interest at
3-month LIBOR + 1%, could designate as the hedged item either the entire debt
instrument (that is, all of the cash flows) or only the 3-month LIBOR portion of the
floating-rate debt instrument. Specifically, paragraphs 81 and AG99F of IAS 39 allow
entities to designate only changes in the cash flows or fair value of an item attributable
to a specific risk or risks (designated portion), provided that the designated portion is
separately identifiable and reliably measurable.
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BC258 The Board observed that an entity’s ability to conclude that an interest rate benchmark is
a separately identifiable designated portion in accordance with paragraph 81 of 1AS 39
requires a continuous assessment over the duration of the hedging relationship and could
be affected by the reform. For example, if the outcome of the reform affects the market
structure of an interest rate benchmark, it could affect an entity’s assessment of whether
a_non-contractually specified LIBOR portion is separately identifiable and, therefore, an
eligible hedged item in a hedging relationship. The Board considered only those
designated portions that are implicit in the fair value or the cash flows of an item of
which they are a part (referred to as non-contractually specified) because the same issue
does not arise for designated portions that are explicitly specified in the contract.

BC259 For the reasons outlined in paragraph BC227, the Board noted that discontinuing
hedging relationships due to uncertainty arising from the reform would not provide
useful information. Consequently, the Board decided to propose amending IAS 39 so
that entities would not discontinue hedge accounting solely because the designated
portion is no longer separately identifiable as a result of the reform. In the 2019
Exposure Draft, the Board proposed that the separately identifiable requirement for
hedges of the benchmark portion of interest rate risk be applied only at the inception of
those hedging relationships affected by the reform.

BC260 The Board proposed not to extend the relief to allow entities to designate the benchmark
portion of interest rate risk as the hedged item in a new hedging relationship if the
designated portion is not separately identifiable at the inception of the hedging
relationship. In the Board’s view, allowing hedge accounting for designated portions that
are not separately identifiable at the inception would be inconsistent with the objective
of the exception. The Board noted that such circumstances are different from allowing
continued designation as the hedged item for designated portions that had met the
requirement at the inception of the hedging relationship.

BC261 Furthermore, the Board did not propose any exception from the requirement that changes
in the fair value or cash flows of the designated portion must be reliably measurable. As
noted in paragraph BC243. in the Board’s view. an offset between the hedged item and
the hedging instrument is a fundamental principle of the hedge accounting model in IAS
39 and, therefore, the Board considered reliable measurement of the hedged item and the
hedging instrument to be critical to maintain this principle.

BC262 Almost all respondents agreed with the exception proposed in the 2019 Exposure Draft
to apply the separately identifiable requirement only at the inception of a hedging
relationship. However, some respondents noted that the proposed exception did not
provide equivalent relief to hedging relationships that frequently reset (ie discontinue
and restart). In those hedging relationships both the hedging instrument and the hedged
item frequently change (ie the entity uses a dynamic process in which both the hedged
items and the hedging instruments used to manage that exposure do not remain the same
for long). As hedging instruments and hedged items are being added or removed from a
portfolio, entities are de-designating and redesignating hedging relationships regularly to
adjust the exposure. If each redesignation of the hedging relationship is considered to be
the inception of a new hedging relationship (even though it is still the same hedging
strategy), then the separately identifiable requirement would need to be assessed for all
hedged items at each redesignation even if they have been assessed previously. For the
same reasons as those noted in paragraph BC258, this could affect an entity’s ability to
conclude that a non-contractually specified risk component remains separately
identifiable and, therefore, an eligible hedged item for hedge accounting purposes.
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BC263 The Board noted that the exception proposed in the 2019 Exposure Draft has the effect
that if a non-contractually specified designated portion meets the separately identifiable
requirement at the inception of a hedging relationship, then that requirement would not
be reassessed subseguently. Hence, providing a similar exception for hedging
relationships that frequently reset (ie discontinue and restart) would be consistent with
the objective of the exception originally provided in the 2019 Exposure Draft.

BC264 Thus, the Board confirmed the proposal that a designated portion is only required to be
separately identifiable at the inception of the hedging relationship. In addition, to
respond to the feedback described in paragraph BC262, the Board added the exception in
paragraph 102] of IAS 39 for hedging relationships that, consistent with an entity’s
hedge documentation, frequently reset (ie discontinue and restart) because both the
hedging instrument and the hedged item frequently change. Applying that paragraph, an
entity shall determine whether the designated portion is separately identifiable only
when it initially designates an item as a hedged item in the hedging relationship. The
hedged item is not reassessed at any subsequent redesignation in the same hedging

relationship.

BC265 In reaching its decision for the exception in paragraph 1021 of IAS 39 the Board
considered an example when an entity applies hedge accounting for a portfolio hedge of
interest rate risk under IAS 39 and designates the LIBOR portion of floating-rate loans
as the hedged risk. At the inception of the relationship, the entity assesses whether
LIBOR is a separately identifiable designated portion for all loans designated within the
hedging relationship. As the entity updates the risk position with the origination of new
loans and the maturity or repayment of existing loans, the hedging relationship is
adjusted by de-designating the ‘old’ hedging relationship and redesignating a ‘new’
hedging relationship for the updated amount of the hedged items. Applying the
exception in paragraph 1021 of 1AS 39 requires the entity to assess whether LIBOR is a
separately identifiable designated portion only for the new loans added to the hedging
relationship. The entity would not reassess the separately identifiable requirement for the
loans that have been redesignated.

Mandatory application

BC266 The Board decided to require entities to apply the exceptions in paragraphs 102D-102N
of IAS 39 to all hedging relationships to which the exceptions are applicable. In other
words, the Board decided that an entity is required to apply the exceptions to all hedging
relationships that are directly affected by the uncertainties arising from the reform and
continue to apply the exceptions until required to cease their application as specified in
paragraphs 102J-102N of I1AS 39.

BC267 The Board considered but rejected alternatives that would have allowed entities to apply
the exceptions voluntarily. In the Board’s view, voluntary application of these
exceptions could give rise to selective discontinuation of hedge accounting and selective
reclassification of the amounts recorded in other comprehensive income related to
previously discontinued hedging relationships. The Board does not expect that requiring
entities to apply the exceptions would entail significant cost for preparers and other
affected parties because the exceptions require entities to assume that the interest rate
benchmark, on which the hedged risk and the hedged cash flows and cash flows of the
hedging instrument are based, is not altered as a result of the reform.

© Copyright 46



HKAS 39 (August 2020)

BC268 In addition, the Board observed that in some circumstances the exceptions in paragraphs
102D-102N of 1AS 39 may not be applicable. For example, for a particular interest rate
benchmark not subject to the reform or replacement with an alternative benchmark rate,
there is no uncertainty affecting the timing or the amount of the interest rate
benchmark-based cash flows arising from a hedged item or a hedging instrument. The
exceptions set out in paragraphs 102D—-102N of 1AS 39 would not be applicable to such
a hedging relationship.

BC269 Furthermore, for a particular hedging relationship the exceptions may be applicable to
some but not all aspects of the hedging relationship. For example, if an entity designates
a hedged item that is based on LIBOR against a hedging instrument that is already
referenced to an alternative benchmark rate (assuming the entity can demonstrate that
hedging relationship meets the qualifying criteria for hedge accounting in IAS 39), the
exceptions in paragraphs 102D and 102F of IAS 39 would apply for the hedged item
because there is uncertainty related to its future cash flows. However, there is no
uncertainty regarding how the reform would impact the cash flows of the hedging
instrument and, therefore, the exception in paragraph 102F of IAS 39 is not applicable
for _the hedging instrument. Similarly, the exception applicable to non-contractually
specified designated portions would not be relevant for hedging relationships that do not
involve the designation of non-contractually specified portions.

End of application

BC270 As described in paragraph BC227, the Board decided to amend IAS 39 to address
specific aspects of hedge accounting affected by uncertainties in relation to the hedged
items and hedging instruments about when the interest rate benchmarks will change to
alternative benchmark rates, when any spread adjustment between the interest rate
benchmark and the alternative benchmark rate will be determined (collectively, timing)
and what the cash flows based on the alternative benchmark rate will be, including their
frequency of reset, and any spread adjustment between the interest rate benchmark and
the alternative benchmark rate (collectively, amount). Therefore, the Board intended the
exceptions set out in paragraphs 102D-102N of IAS 39 to be available only while these
uncertainties are present.

BC271 The Board considered whether to provide an explicit end date for the exceptions but
decided not to do so. The reform is following different timelines in different markets and
jurisdictions and contracts are being modified at different times and, therefore, at this
stage, it is not possible to define a period of applicability for the exceptions.

BC272 The Board decided that an entity ceases applying the exceptions at the earlier of (a)
when the uncertainty regarding the timing and the amount of interest rate
benchmark-based cash flows is no longer present as it relates to a hedged item and/or
hedging instrument (depending on the particular exception) and (b) the discontinuation
of the hedging relationship.” The exceptions require entities to apply specific hedge
accounting requirements assuming the interest rate benchmark on which the hedged risk,
hedged cash flows or the cash flows of the hedging instrument are based is not altered as
a result of the reform. The end of applicability of the exceptions means that entities
would from that date apply all hedge accounting requirements in IAS 39 without
applying these exceptions.

For the purpose of applying the exception in paragraph 102E of 1AS 39 to a discontinued hedging relationship, the amendments
require an entity to cease applying the exception at the earlier of (a) as described above and (b) when the entire amount that had
been recognised in other comprehensive income with respect to the hedging relationship has been reclassified to profit or loss.
See paragraph 102K of IAS 39.
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BC273 In the Board’s view, for uncertainty regarding the timing and the amount of cash flows
arising from a change in an interest rate benchmark to be eliminated, the underlying
contracts are generally required to be amended to specify the timing and the amount of
cash flows based on the alternative benchmark rate (and any spread adjustment between
the interest rate benchmark and the alternative benchmark rate). The Board noted that, in
some cases, a contract may be amended to include reference to the alternative
benchmark rate without actually altering the interest rate benchmark-based cash flows in
the contract. Such an amendment may not eliminate the uncertainty regarding the timing
and the amount of interest rate benchmark-based cash flows in the contract. The Board
considered the following scenarios to assess the robustness of the end of application
requirements. However, these scenarios are not exhaustive and other scenarios may exist
in which the uncertainties arising from the reform regarding the timing and the amount
of cash flows would no longer be present.

BC274 Scenario A—a contract is amended to include a clause that specifies (a) the date the
interest rate benchmark will be replaced by an alternative benchmark rate and (b) the
alternative benchmark rate on which the cash flows will be based and the relevant spread
adjustment between the interest rate benchmark and the alternative benchmark rate. In
this case, the uncertainty regarding the timing and the amount of cash flows for this
contract is eliminated when the contract is amended to include this clause.

BC275 Scenario B—a contract is amended to include a clause that states modifications of
contractual cash flows will occur due to the reform but that specifies neither the date that
the interest rate benchmark will be replaced nor the alternative benchmark rate on which
the amended cash flows will be based. In this case, the uncertainty regarding the timing
and the amount of cash flows for this contract has not been eliminated by amending the
contract to include this clause.

BC276 Scenario C—a contract is amended to include a clause which states that conditions
specifying the amount and timing of interest rate benchmark-based cash flows will be
determined by a central authority at some point in the future. But the clause does not
specify those conditions. In this case, the uncertainty regarding the timing and the
amount of the interest rate benchmark-based cash flows for this contract has not been
eliminated by including this clause in the contract. Uncertainty regarding both the timing
and the amount of cash flows for this contract will be present until the central authority
specifies when the replacement of the benchmark will become effective and what the
alternative benchmark rate and any related spread adjustment will be.

BC277 Scenario D—a contract is amended to include a clause in anticipation of the reform that
specifies the date the interest rate benchmark will be replaced and any spread adjustment
between the interest rate benchmark and the alternative benchmark rate will be
determined. However, the amendment does not specify the alternative benchmark rate or
the spread adjustment between the interest rate benchmark and the alternative
benchmark rate on which the cash flows will be based. In this scenario, by amending the
contract to include this clause, uncertainty regarding the timing has been eliminated but
uncertainty about the amount remains.

BC278 Scenario E—a contract is amended to include a clause in anticipation of the reform that
specifies the alternative benchmark rate on which the cash flows will be based and the
spread adjustment between the interest rate benchmark and the alternative benchmark
rate but does not specify the date from which the amendment to the contract will become
effective. In this scenario, by amending the contract to include this clause, uncertainty
about the amount has been eliminated but uncertainty with respect to timing remains.
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BC279 Scenario F—in preparation for the reform, a central authority in its capacity as the
administrator of an interest rate benchmark undertakes a multi-step process to replace an
interest rate benchmark with an alternative benchmark rate. The objective of the reform
is to cease the publication of the current interest rate benchmark and replace it with an
alternative benchmark rate. As part of the reform, the administrator introduces an interim
benchmark rate and determines a fixed spread adjustment based on the difference
between the interim benchmark rate and the current interest rate benchmark. Uncertainty
about the timing or the amount of the alternative benchmark rate-based cash flows will
not be eliminated during the interim period because the interim benchmark rate
(including the fixed spread adjustment determined by the administrator) represent an
interim _measure in_progressing towards the reform but it does not represent the
alternative benchmark rate (or any related spread adjustment agreed between parties to

the contract).

BC280 For reasons similar to those described in paragraph BC269, the Board noted that there
could be situations in which the uncertainty for particular elements of a single hedging
relationship could end at different times. For example, assume an entity is required to
apply the relevant exceptions to both the hedged item and the hedging instrument. If the
hedging instrument in that hedging relationship is subsequently amended through market
protocols covering all derivatives in that market, and will be based on an alternative
benchmark rate such that the uncertainty about the timing and the amount of interest rate
benchmark-based cash flows of the hedging instrument is eliminated, the relevant
exceptions would continue to apply to the hedged item but would no longer apply to the
hedging instrument. ™

BC281 The Board observed that continuing to apply the exception after the uncertainty was
resolved would not faithfully represent the actual characteristics of the elements of the
hedging relationship in which the uncertainty arising from the reform is eliminated. The
Board considered whether it should extend the relief provided such that the exceptions
would apply at the hedging relationship level for as long as any element of that hedging
relationship was affected by the uncertainties arising from the reform. The Board agreed
that doing so would be beyond the objective of addressing only those issues directly
affected by the uncertainty arising from the reform. This is also because the exceptions
in paragraphs 102D-102N of IAS 39 and the respective requirements in 1AS 39 apply to
the same elements of the hedging relationship. Therefore, applying each exception at the
hedging relationship level would be inconsistent with how the underlying requirements

are applied.

BC282 The Board decided that the end of application requirement would also apply to hedges of
a forecast transaction. The Board noted that IAS 39 requires an entity to identify and
document a forecast transaction with sufficient specificity so that, when the transaction
occurs, the entity is able to determine whether the transaction is the hedged transaction.
For example, if an entity designates a future issuance of a LIBOR-based debt instrument
as the hedged item, although there may be no contract at the time of designation, the
hedge documentation would refer specifically to LIBOR. Consequently, the Board
concluded that entities should be able to identify when the uncertainty regarding the
timing and the amount of the resulting cash flows of a forecast transaction is no longer

present.

In this scenario, the entity would first consider the accounting consequences of amending the contractual terms of the hedging
instrument. The Board will consider the accounting consequences of the actual amendment of financial instruments as a result of
interest rate benchmark reform in the next phase of this project (ie the replacement phase).
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BC283 In addition, the Board decided not to require end of application with respect to the
exception for the separately identifiable requirements set out in paragraphs 102H and
1021 of IAS 39. Applying these exceptions, entities would continue applying hedge
accounting _when an_interest rate benchmark meets the separately identifiable
requirement at the inception of the hedging relationship (assuming all other hedge
accounting requirements continue to be met). If the Board included an end date for these
exceptions, an entity may be required to immediately discontinue hedge accounting
because, at some point, as the reform progresses, the designated portion based on the
interest rate benchmark may no longer be separately identifiable (for example, as the
market for the alternative benchmark rate is established). Such immediate
discontinuation of hedge accounting would be inconsistent with the objective of the
exception. The Board noted that linking the end of application for these exceptions to
contract amendments would not achieve the Board’s intention either because, by
definition, non-contractually specified designated portions are not explicitly stated in a
contract and, therefore, these contracts may not be amended for the reform. This is
particularly relevant for fair value hedges of a fixed-rate debt instrument. Therefore, the
Board decided that an entity should cease applying the exceptions to a hedging
relationship only when the hedging relationship is discontinued applying IAS 39.

BC284 Some respondents to the 2019 Exposure Draft noted that the Board had not addressed
when an entity ceases applying the proposed exceptions to a group of items designated
as the hedged item or a combination of financial instruments designated as the hedging
instrument. Specifically, when assessing whether the uncertainty arising from the reform
is no longer present, these respondents asked whether that assessment should be
performed on an individual basis (that is, for each individual item within the group or
financial instrument within the combination) or on a group basis (that is, for all items in
the group or all financial instruments in the combination until there is no uncertainty
surrounding any of the items or financial instruments).

BC285 Consequently, the Board decided to add paragraph 102N of IAS 39 to clarify that, when
designating a group of items as the hedged item or a combination of financial
instruments as the hedging instrument, entities assess when the uncertainty arising from
the reform with respect to the hedged risk and/or the timing and amount of the interest
rate benchmark-based cash flows of that item or financial instrument is no longer present
on an individual basis—that is, for each individual item in the group or financial
instrument in the combination.

Effective date and transition

BC286 The Board decided that entities shall apply the amendments for annual periods beginning
on or after 1 January 2020, with earlier application permitted.

BC287 The Board decided that the amendments apply retrospectively. The Board highlighted
that retrospective application of the amendments would not allow reinstating hedge
accounting that has already been discontinued. Nor would it allow designation in
hindsight. If an entity had not designated a hedging relationship, the exceptions, even
though applied retrospectively, would not allow the entity to apply hedge accounting in
prior periods to items that were not designated for hedge accounting. Doing so would be
inconsistent with the requirement that hedge accounting applies prospectively.
Retrospective application of the exceptions would enable entities to continue hedge
accounting for a hedging relationship that the entity had previously designated and that
gualifies for hedge accounting applying 1AS 39.
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BC288 Many respondents to the 2019 Exposure Draft commented on the clarity of the proposed
retrospective application and suggested that further explanation be provided in the
Standard. Consequently, the Board amended the transition paragraph to specify that
retrospective application applies only to those hedging relationships that existed at the
beginning of the reporting period in which an entity first applies these amendments or
were designated thereafter, and to the gain or loss recognised in other comprehensive
income that existed at the beginning of the reporting period in which an entity first
applies these amendments. The Board used this wording to permit an entity to apply the
amendments from the beginning of the reporting period in which an entity first applies
these amendments even if the reporting period is not an annual period.
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Dissent of John T Smith from the issue in March 2004 of Fair
Value Hedge Accounting for a Portfolio Hedge of Interest Rate Risk
(Amendment to 1AS 39)

DO1  Mr Smith dissents from these Amendments to IAS 39 Financial Instruments: Recognition
and Measurement Fair Value Hedge Accounting for a Portfolio Hedge of Interest Rate
Risk. He agrees with the objective of finding a macro hedging solution that would reduce
systems demands without undermining the fundamental accounting principles related to
derivative instruments and hedging activities. However, Mr Smith believes that some
respondents’ support for these Amendments and their willingness to accept IAS 39 is
based more on the extent to which the Amendments reduce recognition of ineffectiveness,
volatility of profit or loss, and volatility of equity than on whether the Amendments
reduce systems demands without undermining the fundamental accounting principles.

DO2 Mr Smith believes some decisions made during the Board’s deliberations result in an
approach to hedge accounting for a portfolio hedge that does not capture what was
originally intended, namely a result that is substantially equivalent to designating an
individual asset or liability as the hedged item. He understands some respondents will not
accept 1AS 39 unless the Board provides still another alternative that will further reduce
reported volatility. Mr Smith believes that the Amendments already go beyond their
intended objective. In particular, he believes that features of these Amendments can be
applied to smooth out ineffectiveness and achieve results substantially equivalent to the
other methods of measuring ineffectiveness that the Board considered when developing
the Exposure Draft. The Board rejected those methods because they did not require the
immediate recognition of all ineffectiveness. He also believes those features could be
used to manage earnings.
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IAS 39 Financial Instruments: Recognition and Measurement
Illustrative example

This example accompanies, but is not part of, 1AS 39.

Facts

IE1

IE2

IE3

IE4

IE5

On 1 January 20X1, Entity A identifies a portfolio comprising assets and liabilities
whose interest rate risk it wishes to hedge. The liabilities include demandable deposit
liabilities that the depositor may withdraw at any time without notice. For risk
management purposes, the entity views all of the items in the portfolio as fixed rate
items.

For risk management purposes, Entity A analyses the assets and liabilities in the portfolio
into repricing time periods based on expected repricing dates. The entity uses monthly
time periods and schedules items for the next five years (ie it has 60 separate monthly
time periods).” The assets in the portfolio are prepayable assets that Entity A allocates
into time periods based on the expected prepayment dates, by allocating a percentage of
all of the assets, rather than individual items, into each time period. The portfolio also
includes demandable liabilities that the entity expects, on a portfolio basis, to repay
between one month and five years and, for risk management purposes, are scheduled into
time periods on this basis. On the basis of this analysis, Entity A decides what amount it
wishes to hedge in each time period.

This example deals only with the repricing time period expiring in three months’ time, ie
the time period maturing on 31 March 20X1 (a similar procedure would be applied for
each of the other 59 time periods). Entity A has scheduled assets of CU100 million" and
liabilities of CU80 million into this time period. All of the liabilities are repayable on
demand.

Entity A decides, for risk management purposes, to hedge the net position of CU20
million and accordingly enters into an interest rate swap  on 1 January 20x1 to pay a
fixed rate and receive LIBOR, with a notional principal amount of CU20 million and a
fixed life of three months.

This example makes the following simplifying assumptions:
@) the coupon on the fixed leg of the swap is equal to the fixed coupon on the asset;

(b) the coupon on the fixed leg of the swap becomes payable on the same dates as
the interest payments on the asset; and

©) the interest on the variable leg of the swap is the overnight LIBOR rate. As a
result, the entire fair value change of the swap arises from the fixed leg only,
because the variable leg is not exposed to changes in fair value due to changes in
interest rates.

In this example principal cash flows have been scheduled into time periods but the related interest cash flows have been included
when calculating the change in the fair value of the hedged item. Other methods of scheduling assets and liabilities are also
possible. Also, in this example, monthly repricing time periods have been used. An entity may choose narrower or wider time
periods.

In this example monetary amounts are denominated in ‘currency units (CU)’.

The example uses a swap as the hedging instrument. An entity may use forward rate agreements or other derivatives as hedging
instruments.
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In cases when these simplifying assumptions do not hold, greater ineffectiveness will
arise. (The ineffectiveness arising from (a) could be eliminated by designating as the
hedged item a portion of the cash flows on the asset that are equivalent to the fixed leg of
the swap.)

IE6 It is also assumed that Entity A tests effectiveness on a monthly basis.
IE7 The fair value of an equivalent non-prepayable asset of CU20 million, ignoring changes
in value that are not attributable to interest rate movements, at various times during the

period of the hedge is as follows.

1Jan20X1 31 Jan 20X1 1Feb20X1 28 Feb20X1 31 Mar 20X1
Fair value (asset) (CU) 20,000,000 20,047,408 20,047,408 20,023,795 Nil

IE8 The fair value of the swap at various times during the period of the hedge is as follows.

1Jan 20X1 31 Jan 20X1 1Feb20X1 28 Feb20X1 31 Mar 20X1
Fair value (liability) Nil (47,408) (47,408) (23,795) Nil
(CU)

Accounting treatment

IE9 On 1 January 20X1, Entity A designates as the hedged item an amount of CU20 million
of assets in the three-month time period. It designates as the hedged risk the change in the
value of the hedged item (ie the CU20 million of assets) that is attributable to changes in
LIBOR. It also complies with the other designation requirements set out in paragraphs
88(d) and AG119 of the Standard.

IE1I0 Entity A designates as the hedging instrument the interest rate swap described in
paragraph 1E4.

End of month 1 (31 January 20X1)

IE11 On 31 January 20X1 (at the end of month 1) when Entity A tests effectiveness, LIBOR
has decreased. Based on historical prepayment experience, Entity A estimates that, as a
consequence, prepayments will occur faster than previously estimated. As a result it
re-estimates the amount of assets scheduled into this time period (excluding new assets
originated during the month) as CU96 million.

IE12 The fair value of the designated interest rate swap with a notional principal of CU20
million is (CU47,408)" (the swap is a liability).

IE13 Entity A computes the change in the fair value of the hedged item taking into account the
change in estimated prepayments, as follows.

@) First, it calculates the percentage of the initial estimate of the assets in the time
period that was hedged. This is 20 per cent (CU20 million = CU100 million).

(b) Second, it applies this percentage (20 per cent) to its revised estimate of the
amount in that time period (CU96 million) to calculate the amount that is the
hedged item based on its revised estimate. This is CU19.2 million.

see paragraph IE8
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(© Third, it calculates the change in the fair value of this revised estimate of the
hedged item (CU19.2 million) that is attributable to changes in LIBOR. This is
CU45,511 (CU47,408* x (CU19.2 million + CU20 million)).

Entity A makes the following accounting entries relating to this time period:

Dr Cash CU172,097
Cr  Profit or loss (interest income)” CU172,097

To recognise the interest received on the hedged amount (CU19.2 million).

Dr  Profit or loss (interest expense) CU179,268
Cr  Profit or loss (interest income) CU179,268
Cr Cash Nil

To recognise the interest received and paid on the swap designated
as the hedging instrument.

Dr  Profit or loss (loss) CU47,408
Cr  Derivative liability CuU47,408

To recognise the change in the fair value of the swap.

Dr  Separate line item in
the statement of financial position CuU45,511
Cr  Profit or loss (gain) CuU45,511

To recognise the change in the fair value of the hedged amount.

The net result on profit or loss (excluding interest income and interest expense) is to
recognise a loss of (CUL1,897). This represents ineffectiveness in the hedging relationship
that arises from the change in estimated prepayment dates.

Beginning of month 2

On 1 February 20X1 Entity A sells a proportion of the assets in the various time periods.
Entity A calculates that it has sold 8 1/3 per cent of the entire portfolio of assets. Because
the assets were allocated into time periods by allocating a percentage of the assets (rather
than individual assets) into each time period, Entity A determines that it cannot ascertain
into which specific time periods the sold assets were scheduled. Hence it uses a
systematic and rational basis of allocation. Based on the fact that it sold a representative
selection of the assets in the portfolio, Entity A allocates the sale proportionately over all
time periods.

On this basis, Entity A computes that it has sold 8 1/3 per cent of the assets allocated to
the three-month time period, ie CU8 million (8 1/3 per cent of CU96 million). The
proceeds received are CU8,018,400, equal to the fair value of the assets.” On
derecognition of the assets, Entity A also removes from the separate line item in the
statement of financial position an amount that represents the change in the fair value of
the hedged assets that it has now sold. This is 8 1/3 per cent of the total line item balance
of CU45,511, ie CU3,793.

* e CU20,047,408 — CU20,000,000. See paragraph IE7

“ This example does not show how amounts of interest income and interest expense are calculated.
The amount realised on sale of the asset is the fair value of a prepayable asset, which is less than the fair value of the equivalent
non-prepayable asset shown in paragraph IE7.
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Entity A makes the following accounting entries to recognise the sale of the asset and the
removal of part of the balance in the separate line item in the statement of financial
position.

Dr Cash Cu8,018,400

Cr  Asset Cus8,000,000
Cr  Separate line item in the statement of financial position CU3,793
Cr  Profit or loss (gain) CuU14,607

To recognise the sale of the asset at fair value and to recognise a gain on sale.

Because the change in the amount of the assets is not attributable to a change in the
hedged interest rate no ineffectiveness arises.

Entity A now has CU88 million of assets and CU80 million of liabilities in this time
period. Hence the net amount Entity A wants to hedge is now CU8 million and,
accordingly, it designates CU8 million as the hedged amount.

Entity A decides to adjust the hedging instrument by designating only a proportion of the
original swap as the hedging instrument. Accordingly, it designates as the hedging
instrument CU8 million or 40 per cent of the notional amount of the original swap with a
remaining life of two months and a fair value of CU18,963.* It also complies with the
other designation requirements in paragraphs 88(a) and AG119 of the Standard. The
CU12 million of the notional amount of the swap that is no longer designated as the
hedging instrument is either classified as held for trading with changes in fair value
recognised in profit or loss, or is designated as the hedging instrument in a different
hedge.”

As at 1 February 20X1 and after accounting for the sale of assets, the separate line item
in the statement of financial position is CU41,718 (CU45,511 — CU3,793), which
represents the cumulative change in fair value of CU17.6" million of assets. However, as
at 1 February 20X1, Entity A is hedging only CU8 million of assets that have a
cumulative change in fair value of CU18,963.* The remaining separate line item in the
statement of financial position of CU22,755 " relates to an amount of assets that Entity A
still holds but is no longer hedging. Accordingly Entity A amortises this amount over the
remaining life of the time period, ie it amortises CU22,755 over two months.

Entity A determines that it is not practicable to use a method of amortisation based on a
recalculated effective yield and hence uses a straight-line method.

*  CUA47,408 x 40 per cent

“ The entity could instead enter into an offsetting swap with a notional principal of CU12 million to adjust its position and
designate as the hedging instrument all CU20 million of the existing swap and all CU12 million of the new offsetting swap.

T CU19.2 million - (8 1/3% x CU19.2 million)

* CU41,718 x (CU8 million + CU17.6 million)

™ CU41,718 - CU18,963

(@]
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End of month 2 (28 February 20X1)

IE23  On 28 February 20X1 when Entity A next tests effectiveness, LIBOR is unchanged.
Entity A does not revise its prepayment expectations. The fair value of the designated
interest rate swap with a notional principal of CU8 million is (CU9,518)® (the swap is a
liability). Also, Entity A calculates the fair value of the CU8 million of the hedged assets
as at 28 February 20x1 as CU8,009,518%,

IE24  Entity A makes the following accounting entries relating to the hedge in this time period:

Dr Cash CuU71,707
Cr  Profit or loss (interest income) CuU71,707

To recognise the interest received on the hedged amount (CU8 million).

Dr  Profit or loss (interest expense) CuU71,707
Cr  Profit or loss (interest income) CuU62,115
Cr Cash CU9,592

To recognise the interest received and paid on the portion of the swap designated as the
hedging instrument (CU8 million).

Dr  Derivative liability Cu9,445
Cr  Profit or loss (gain) CuU9,445

To recognise the change in the fair value of the portion of the swap designated as the
hedging instrument (CU8 million)
(CU9,518 — CU18,963).

Dr  Profit or loss (loss) CuU9,445
Cr  Separate line item in the statement
of financial position CuU9,445

To recognise the change in the fair value of the hedged amount
(CU8,009,518-CU8,018,963).

IE25 The net effect on profit or loss (excluding interest income and interest expense) is nil
reflecting that the hedge is fully effective.

IE26  Entity A makes the following accounting entry to amortise the line item balance for this

time period:
Dr  Profit or loss (loss) CuU11,378
Cr  Separate line item in the statement
of financial position CuU11,378"

To recognise the amortisation charge for the period.

©  CU23,795 [see paragraph IE8] x(CU8 million = CU20 million)

X CU20,023,795 [see paragraph IE7] x (CU8 million + CU20 million)
CU22,755 = 2
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End of month 3

IE27  During the third month there is no further change in the amount of assets or liabilities in
the three-month time period. On 31 March 20X1 the assets and the swap mature and all
balances are recognised in profit or loss.

IE28  Entity A makes the following accounting entries relating to this time period:

Dr Cash CuU8,071,707
Cr  Asset (statement of financial position) CU8,000,000
Cr  Profit or loss (interest income) CuU71,707
To recognise the interest and cash received on maturity of the hedged amount (CU8
million).
Dr  Profit or loss (interest expense) CuU71,707
Cr  Profit or loss (interest income) CuU62,115
Cr  Cash CU9,592
To recognise the interest received and paid on the portion of the swap designated as the
hedging instrument (CU8 million).
Dr  Derivative liability CU9,518
Cr  Profit or loss (gain) CuU9,518
To recognise the expiry of the portion of the swap designated as the hedging instrument
(CU8 million).
Dr  Profit or loss (loss) CuU9,518
Cr  Separate line item in the statement

of financial position CuU9,518
To remove the remaining line item balance on expiry of the time period.

IE29 The net effect on profit or loss (excluding interest income and interest expense) is nil
reflecting that the hedge is fully effective.

IE30 Entity A makes the following accounting entry to amortise the line item balance for this
time period:

Dr  Profit or loss (loss) CuU11,377
Cr  Separate line item in the statement
of financial position CuU11,377"
To recognise the amortisation charge for the period.
CU22,755 + 2
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IE31  The tables below summarise:

@) changes in the separate line item in the statement of financial position;

(b) the fair value of the derivative;
(© the profit or loss effect of the hedge for the entire three-month period of the

hedge; and
(d) interest income and interest expense relating to the amount designated as hedged.
1 Jan 31 Jan 1 Feb 28 Feb 31 Mar
Description 20X1 20X1 20X1 20X1 20X1
Cu Cu Cu Cu CuU
Amount of 20,000,000 19,200,000 8,000,000 8,000,000 8,000,000
asset hedged
(a) Changes in the separate line item in the statement of financial position
Brought forward:
Balance to be
amortised Nil Nil Nil 22,755 11,377
Remaining balance Nil Nil 45,511 18,963 9,518
Less: Adjustment on sale of
asset Nil Nil (3,793) Nil Nil
Adjustment for change in fair
value of the
hedged asset Nil 45,511 Nil (9,445) (9,518)
Amortisation Nil Nil Nil (11,378)  (11,377)
Carried forward:
Balance to be
amortised Nil Nil 22,755 11,377 Nil
Remaining balance Nil 45511 18,963 9,518 Nil
(b) The fair value of the derivative
1 Jan 31 Jan 1 Feb 28 Feb 31 Mar
20X1 20X1 20X1 20X1 20X1
CU20,000,000 Nil 47,408 - - -
CU12,000,000 Nil - 28,445 No longer designated
as the hedging
instrument.
CU8,000,000 Nil - 18,963 9,518 Nil
Total Nil 47,408 47,408 9,518 Nil
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(c) Profit or loss effect of the hedge

1 Jan 31 Jan 1 Feb 28 Feb 31 Mar
20X1 20X1 20X1 20X1 20X1
Change in line item: Nil 45,511 N/A (9,445) (9,518)
asset
Change in derivative
fair value Nil (47,408) N/A 9,445 9,518
Net effect Nil (1,897) N/A Nil Nil
Amortisation Nil Nil N/A (11,378)  (11,377)

In addition, there is a gain on sale of assets of CU14,607 at 1 February 20X1.

(d) Interest income and interest expense relating to the amount designated as hedged

Profit or loss
recognised for the 1 Jan 31 Jan 1 Feb 28 Feb 31 Mar
amount hedged 20X1 20X1 20X1 20X1 20X1

Interest income
- on the asset Nil 172,097 N/A 71,707 71,707
- on the swap Nil 179,268 N/A 62,115 62,115

Interest expense
- on the swap Nil (179,268) N/A (71,707)  (71,707)
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Gains and Losses on Remeasurement to Fair Value

B63 Some commentators argued that there should be either a requirement or an option to recognise
changes in the fair value of investment property in equity, on the grounds that:

(a) the market for property is not liquid enough and market values are uncertain and
variable. Investment property is not as liquid as financial instruments and IAS 39 allows
an option for available-for-sale investments;”

(b) until performance reporting issues are resolved more generally, it is premature to
require recognition of fair value changes in the income statement;

(c) recognition of unrealised gains and losses in the income statement increases volatility
and does not enhance transparency, because revaluation changes will blur the
assessment of an entity’s operating performance. It may also cause a presumption that
the unrealised gains are available for distribution as dividends;

(d) recognition in equity is more consistent with the historical cost and modified historical
cost conventions that are a basis for much of today’s accounting. For example, it is
consistent with IASC’s treatment of revaluations of property, plant and equipment
un%er IAS 16 and with the option available for certain financial instruments under 1AS
39;

(e) for properties financed by debt, changes in the fair value of the properties resulting
from interest rate changes should not be recognised in the income statement, since the
corresponding changes in the fair value of the debt are not recognised under IAS 39;

)] under paragraphs 92 and 93 of the Framework,” income should be recognised only
when it can be measured with sufficient certainty. For example, IAS 11 Construction
Contracts® requires certain conditions before an entity can use the
percentage-of-completion method. These conditions are not normally met for
investment property; and

(9) results from operations should be distinguished from changes in values. For example,
under IAS 21, unrealised exchange differences on a foreign entity are recognised in
equity.

B64 Some commentators suggested that increases should be recognised in equity and decreases
should be recognised in profit or loss. This is similar to the revaluation model that forms the
allowed alternative treatmenttin IAS 16 (except for the lack of depreciation).

B65 As proposed in E64, the Board concluded that, in a fair value model, changes in the fair value of
investment property should be recognised in the income statement as part of profit or loss for
the period. The arguments for this approach include the following:

() the conceptual case for the fair value model is built largely on the view that this
provides the most relevant and transparent view of the financial performance of
investment property. Given this, it would be inconsistent to permit or require
recognition in equity;

(b) recognition of fair value changes in equity would create a mismatch because net rental
income would be recognised in the income statement, whereas the related
consumption of the service potential (recognised as depreciation under I1AS 16) would
be recognised in equity. Similarly, maintenance expenditure would be recognised as
an expense while related increases in fair value would be recognised in equity;

(c) using this approach, there is no need to resolve some difficult and controversial issues
that would arise if changes in the fair value of investment property were recognised in
equity. These issues include the following:

IFRS 9 Financial Instruments eliminated the category of available-for-sale financial assets.

P IFRS 9 Financial Instruments replaced IAS 39. IFRS 9 applies to all items that were previously within the scope of
IAS 39. This paragraph refers to maters relevant when IAS 40 was issued.

The reference to the Framework is to the IASC's Framework for the Preparation and Presentation of Financial
Statements, adopted by the tASBBoard in 2001_and in effect when the Standard was developed. tr-September

4, replaced IAS 11 Construction Contracts.
In IAS 21 The Effects of Changes in Foreign Exchange Rates, as revised by the IASB in 2003, the term ‘foreign
entity’ was replaced by ‘foreign operation’.

IAS 16 Property, Plant and Equipment as revised by the IASB in 2003 eliminated all references to ‘benchmark’
treatment and ‘allowed alternative’ treatments.

© Copyright 34



HKAS 41 BC
Revised September—2018August 2020

Basis for Conclusions
Hong Kong Accounting Standard 41

Agriculture

CPA Hong Kong Institute of
Certified Public Accountants
-y EESTMAE




B17

B18

B19

HKAS 41 BC (Junre—2014August 2020)

(c) relatively long and continuous production cycles, with volatility in both the production
and market environment, mean that the accounting period often does not depict a full
cycle. Therefore, period-end measurement (as opposed to time of transaction)
assumes greater significance in deriving a measure of current period financial
performance or position. The less significant current year harvest is in relation to total
biological transformation, the greater the significance of period-end measures of asset
change (growth and degeneration). In relatively high turnover, short production cycle,
highly controlled agricultural systems (for example, broiler chicken or mushroom
production) in which the majority of biological transformation and harvesting occurs
within a year, the relationship between cost and future economic benefits appears
more stable. This apparent stability does not alter the relationship between current
market value and future economic benefits, but it makes the difference in
measurement method less significant; and

(d) different sources of replacement animals and plants (home-grown or purchased) give
rise to different costs in a historical cost approach. Similar assets should give rise to
similar expectations with regard to future benefits.  Considerably enhanced
comparability and understandability result when similar assets are measured and
reported using the same basis.

Those who oppose measuring biological assets at fair value believe there is superior reliability
in cost measurement because historical cost is the result of arm’s length transactions, and
therefore provides evidence of an open-market value at that point in time, and is independently
verifiable. More importantly, they believe fair value is sometimes not reliably measurable and
that users of financial statements may be misled by presentation of numbers that are indicated
as being fair value but are based on subjective and unverifiable assumptions. Information
regarding fair value can be provided other than in a single number in the financial statements.
They believe the scope of the Standard is too broad. They also argue that:

(@ market prices are often volatile and cyclical and not appropriate as a basis of
measurement;
(b) it may be onerous to require fair valuation at each balance sheet date, especially if

interim reports are required;

(c) the historical cost convention is well established and commonly used. The use of any
other basis should be accompanied by a change in the IASC Framework for the
Preparation and Presentation of Financial Statements® (the ‘Framework’). For
consistency with other International Accounting Standards and other activities,
biological assets should be measured at their cost;

(d) cost measurement provides more objective and consistent measurement;

(e) active markets may not exist for some biological assets in some countries. In such
cases, fair value cannot be measured reliably, especially during the period of growth in
the case of a biological asset that has a long growth period (for example, trees in a
plantation forest);

® fair value measurement results in recognition of unrealised gains and losses and
contradicts principles in International Accounting Standards on recognition of revenue;
and

(9) market prices at a balance sheet date may not bear a close relationship to the prices at

which assets will be sold, and many biological assets are not held for sale.

The Framework is neutral with respect to the choice of measurement basis, identifying that a
number of different bases are employed to different degrees and in varying combinations,
though noting that historical cost is most commonly adopted. The alternatives specifically
identified are historical cost, current cost, realisable value, and present value. Precedents for
fair value measurement exist in other International Accounting Standards.

The Board concluded that the Standard should require a fair value model for biological assets
related to agricultural activity because of the unique nature and characteristics of agricultural
activity. However, the Board also concluded that, in some cases, fair value cannot be
measured reliably. Some respondents to the questionnaire, as well as some commentators on

References to the Framework in this Basis for Conclusions are to the IASC's Framework for the Preparation and

Presentation of Financial Statements, wh+eh—wa.5—adopted by the I-AsBBoard in 2001 and in effect When the

Standard was developed.
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A first-time adopter may choose either (i) or (ii) above to measure its investment in each
subsidiary, joint venture or associate that it elects to measure using a deemed cost.

D15A If afirst-time adopter accounts for such an investment using the equity method procedures as
described in HKAS 28:

€) the first-time adopter applies the exemption for past business combinations
(Appendix C) to the acquisition of the investment.

(b) if the entity becomes a first-time adopter for its separate financial statements earlier than
for its consolidated financial statements, and

M later than its parent, the entity shall apply paragraph D16 in its separate financial
statements.
(i) later than its subsidiary, the entity shall apply paragraph D17 in its separate

financial statements.
Assets and liabilities of subsidiaries, associates and joint ventures

D16 If a subsidiary becomes a first-time adopter later than its parent, the subsidiary shall, in its financial
statements, measure its assets and liabilities at either:

€)] the carrying amounts that would be included in the parent’s consolidated financial
statements, based on the parent’s date of transition to HKFRSs, if no adjustments were
made for consolidation procedures and for the effects of the business combination in which
the parent acquired the subsidiary (this election is not available to a subsidiary of an
investment entity, as defined in HKFRS 10, that is required to be measured at fair value
through profit or loss); or

(b) the carrying amounts required by the rest of this HKFRS, based on the subsidiary’s date of
transition to HKFRSs. These carrying amounts could differ from those described in (a):

® when the exemptions in this HKFRS result in measurements that depend on the
date of transition to HKFRSs.

(i) when the accounting policies used in the subsidiary’s financial statements differ
from those in the consolidated financial statements. For example, the subsidiary
may use as its accounting policy the cost model in HKAS 16 Property, Plant and
Equipment, whereas the group may use the revaluation model.

A similar election is available to an associate or joint venture that becomes a first-time adopter later
than an entity that has significant influence or joint control over it.

D17  However, if an entity becomes a first-time adopter later than its subsidiary (or associate or joint
venture) the entity shall, in its consolidated financial statements, measure the assets and liabilities
of the subsidiary (or associate or joint venture) at the same carrying amounts as in the financial
statements of the subsidiary (or associate or joint venture), after adjusting for consolidation and
equity accounting adjustments and for the effects of the business combination in which the entity
acquired the subsidiary. Notwithstanding this requirement, a non-investment entity parent shall not
apply the exception to consolidation that is used by any investment entity subsidiaries. Similarly, if
a parent becomes a first-time adopter for its separate financial statements earlier or later than for its
consolidated financial statements, it shall measure its assets and liabilities at the same amounts in
both financial statements, except for consolidation adjustments.

© Copyright 28 HKFRS 1 (Revised) (September2048August 2020)
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Basic concepts

BC7

BC8

BC9

BC10

Useful information for users

In developing recognition and measurement requirements for an entity’s opening IFRS balance
sheet, the Board referred to the objective of financial statements, as set out in the Framework for
the Preparation and Presentation of Financial Statements. 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 that is useful to a wide range of users in making
economic decisions.

The Framework identifies four qualitative characteristics that make information in financial
statements useful to users. In summary, the information should be:

€) readily understandable by users.
(b) relevant to the decision-making needs of users.
(c) reliable, in other words financial statements should:
® represent faithfully the transactions and other events they either purport to

represent or could reasonably be expected to represent;

(i) represent transactions and other events in accordance with their substance and
economic reality and not merely their legal form;

(iii) be neutral, that is to say, free from bias;

(iv) contend with the uncertainties that inevitably surround many events and
circumstances by the exercise of prudence; and

V) be complete within the bounds of materiality and cost.

(d) comparable with information provided by the entity in its financial statements through time
and with information provided in the financial statements of other entities.

Comparability

The previous paragraph notes the need for comparability. Ideally, a regime for first-time adoption
of IFRSs would achieve comparability:

(@ within an entity over time;
(b) between different first-time adopters; and
(c) between first-time adopters and entities that already apply IFRSs.

SIC-8 gave priority to ensuring comparability between a first-time adopter and entities that already
applied IASs. It was based on the principle that a first-time adopter should comply with the same
standards as an entity that already applied 1ASs. However, the Board decided that it is more
important to achieve comparability over time within a first-time adopter’s first IFRS financial
statements and between different entities adopting IFRSs for the first time at a given date;
achieving comparability between first-time adopters and entities that already apply IFRSs is a
secondary objective.

References to the Framework_in this Basis for Conclusions are to the IASC's Framework for the Preparation and Presentation of

Financial Statements, adopted by the tASB-Board in 2001_and

in effect when th

e Standard was developed. tr-September2010
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analytical models to make the best use of information presented using IFRSs. The required
disclosures relate to both:

(a) the most recent information published in accordance with previous GAAP, so that
users have the most up-to-date information; and

(b) the date of transition to IFRSs. This is an important focus of attention for users,
preparers and auditors because the opening IFRS balance sheet is the starting point
for accounting in accordance with IFRSs.

BC92 Paragraph 24(a) and (b) of the IFRS requires reconciliations of equity and total comprehensive
income. The Board concluded that users would also find it helpful to have information about the
other adjustments that affect the opening IFRS balance sheet but do not appear in these
reconciliations. Because a reconciliation could be voluminous, the IFRS requires disclosure of
narrative information about these adjustments, as well as about adjustments to the cash flow
statement (paragraph 25 of the IFRS).

BC92A The Board decided to require a first-time adopter to include in its first IFRS financial statements
a reconciliation of total comprehensive income (or, if an entity did not report such a total, profit
or loss) in accordance with previous GAAP to total comprehensive income in accordance with
IFRSs for the latest period reported in accordance with previous GAAP.

BC92B The Board observed that the amendments to IAS 1 in 2007 regarding the presentation of
income and expense might result in users having to change their analytical models to include
both income and expense that are recognised in profit or loss and those recognised outside
profit or loss. Accordingly, the Board concluded that it would be helpful to those users to
provide information on the effect and implication of the transition to IFRSs on all items of
income and expense, not only those recognised in profit or loss.

BC92C The Board acknowledged that GAAP in other jurisdictions might not have a notion of total
comprehensive income. Accordingly, it decided that an entity should reconcile to total
comprehensive income in accordance with IFRSs from the previous GAAP equivalent of total
comprehensive income. The previous GAAP equivalent might be profit or loss.

BC93 Paragraph 26 of the IFRS states that the reconciliations should distinguish changes in
accounting policies from the correction of errors. Some respondents to ED 1 argued that
complying with this requirement could be difficult or costly. However, the Board concluded that
both components are important and their disclosure should be required because:

@) information about changes in accounting policies helps explain the transition to
IFRSs.
(b) information about errors helps users assess the reliability of financial information.

Furthermore, a failure to disclose the effect of material errors would obscure the
‘results of the stewardship of management, or the accountability of management for
the resources entrusted to it’ (Framework, paragraph 14).

BC94 For impairment losses (and reversals) recognised in preparing the opening IFRS balance
sheet, paragraph 24(c) of the IFRS requires the disclosures that IAS 36 would require if those
impairment losses (and reversals) were recognised during the period beginning with the date
of transition to IFRSs. The rationale for this requirement is that there is inevitably subjectivity
about impairment losses. This disclosure provides transparency about impairment losses
recognised on transition to IFRSs. These losses might otherwise receive less attention than
impairment losses recognised in earlier or later periods.
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among group entities.

(b) the revised definitions in Appendix A of the following terms:

. cash-settled share-based payment transaction,

. equity-settled share-based payment transaction,
. share-based payment arrangement, and

. share-based payment transaction.

If the information necessary for retrospective application is not available, an entity
shall reflect in its separate or individual financial statements the amounts previously
recognised in the group’s consolidated financial statements. Earlier application is
permitted. If an entity applies the amendments for a period beginning before 1
January 2010, it shall disclose that fact.

HKFRS 10 Consolidated Financial Statements and HKFRS 11, issued in June 2011,
amended paragraph 5 and Appendix A. An entity shall apply those amendments when
it applies HKFRS 10 and HKFRS 11.

Annual Improvements to HKFRSs 2010-2012 Cycle, issued in January 2014,
amended paragraphs 15 and 19. In Appendix A, the definitions of ‘vesting conditions’
and ‘