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Background

• In response to the input received on its work 
responding to the financial crisis, and following the 
conclusions of the G20 leaders and the 
recommendations of international bodies, 
– the IASB announced an accelerated timetable for 

replacing IAS 39 in April 2009, and
– finally, IFRS 9 Financial Instruments in Nov. 2009

• HKFRS 9 was issued to maintain international 
convergence with the issuance of IFRS 9.
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Background

• It is intended that IFRS 9 will ultimately replace IAS 
39 in its entirety. 
– However in response to requests from interestedHowever, in response to requests from interested 

parties that the accounting for financial instruments 
should be improved quickly, the project to replace IAS 
39 is divided into three main phases. 

• As each phase is completed, as well as its separate 
project on the derecognition of financial 
instruments,
– the relevant portions of IAS 39 will be deleted and
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– chapters in IFRS 9 will be created to replace the 
requirements in HKAS 39. 

• The replacement of IAS 39 in its entirety is aimed to 
be completed by the end of 2010.

Background

• IFRS 9 issued so far includes only the chapters 
relating to the classification and measurement of  
financial assets. 

Financial Assets Financial Assets 
OnlyOnly

– IFRS 9 addressed those matters first because they 
form the foundation of a standard on reporting 
financial instruments. 

– Moreover, many of the concerns expressed during 
the financial crisis arose from the classification and 
measurement requirements for financial assets in 
IAS 39.
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Background

HKAS/IAS 32 HKAS/IAS 39
• Presentation

Li biliti d E it
• Classification of financial 

i t t– Liabilities and Equity
– Compound Financial Instruments
– Offsetting

instruments
• Recognition and derecognition of 

financial instruments
• Measurement of financial 

instruments
• Derivatives and embedded 

derivatives
• Hedging and hedge accounting

HKFRS/IFRS 7
• Disclosure requirements

HKFRS/IFRS 9

© 2008-10 Nelson Consulting Limited 5

• Hedging and hedge accountingHKFRS/IFRS 9
• Classification and measurement

Today’s Agenda

HKFRS/IFRS 9HKFRS/IFRS 9

Update on Financial Update on Financial 
InstrumentsInstruments
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Today’s Agenda

Update on Financial Update on Financial 
InstrumentsInstruments
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Effective Effective for 2010 Dec. Yearfor 2010 Dec. Year--EndEnd
Selected new interpretations and amendments to 
HKFRSs

• HKFRS 1 (Revised) First-time Adoption of HKFRS
• Amendments to HKFRS 1 Additional Exemptions for First time

Effective for periods 
beginning on/after

1 Jul. 2009
1 Jan 2010

Selected new interpretations and amendments to 
HKFRSs

Effective for periods 
beginning on/after

• Amendments to HKFRS 1 Additional Exemptions for First-time 
Adopters

• Amendments to HKFRS 2 Share-based Payment – Group Cash-
settled Share-based Payment Transactions

• HKAS 27 (Revised) Consolidated and Separate Financial 
Statements

• HKFRS 3 (Revised) Business Combination
• Amendments to HKAS 39 Eligible Hedged Items
• HK(IFRIC) 17 Distributions of Non-cash Assets to Owners

HK(IFRIC) 19 E ti i hi Fi i l Li biliti ith E it

1 Jan. 2010

1 Jan. 2010

1 Jul. 2009

1 Jul. 2009
1 Jul. 2009
1 Jul. 2009
1 J l 2010
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• HK(IFRIC) 19 Extinguishing Financial Liabilities with Equity 
Instruments

• Annual Improvements to HKFRSs 2009

• HKFRS for Private Entities (or IFRS for SME)
• Amendments to HK Interpretation 4 Leases – Determination of 

the Length of Lease Term in respect of Hong Kong Land Leases

1 Jul. 2010

1 Jan. 2010
(unless specified)
Effective upon issue
Not specified

Updated from HKICPA, “HKFRS Update”, 6 Nov. 2009
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Effective Effective after 2010 Dec. Yearafter 2010 Dec. Year--EndEnd
Selected new interpretations and amendments to 
HKFRSs

• Amendments to HKAS 32 Classification of Rights Issues

Effective for periods 
beginning on/after

1 Feb.2010

Selected new interpretations and amendments to 
HKFRSs

Effective for periods 
beginning on/after

• HKAS 24(Revised) Related Party Disclosures
• HKFRS 9 Financial Instruments
• Amendments to HK(IFRIC) 14 HKAS 19 —The Limit on a 

Defined Benefit Asset, Minimum Funding Requirements and 
their Interaction

• Amendment to HKFRS 1 First-time Adoption of Hong Kong 
Financial Reporting Standards – Limited Exemption from 
Comparative HKFRS 7 Disclosures for First-time Adopters

• Annual Improvements to HKFRSs 2010

1 Jan. 2011
1 Jan. 2013
1 Jan. 2011

1 Jul. 2010

1 Jan 2011
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• Annual Improvements to HKFRSs 2010 1 Jan. 2011
(unless specified)

Updated from HKICPA, “HKFRS Update”, 6 Nov. 2009

• AB 4 Guidance on the Determination of Realised Profits and Losses in the Context of 
Distributions under the Hong Kong Companies Ordinance

Eligible Hedged Items
(Amendments to HKAS 39)

© 2008-10 Nelson Consulting Limited 10
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HKAS 39 Eligible Hedged Items

• Amendment to HKAS 39 Eligible Hedged Items is 
to clarify:
a The designation of a one-sided risk in a OO Sid d Ri kSid d Ri ka. 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
c. Assessing hedge effectiveness
by adding new paragraphs to HKAS 39.

OneOne--Sided RiskSided Risk

InflationInflation

Assessing Hedge 
Effectiveness

© 2008-10 Nelson Consulting Limited 11

HKAS 39 Eligible Hedged Items

• An entity can designate 
– all changes in the cash flows or fair value of a 

hedged item in a hedging relationship. OO Sid d Ri kSid d Ri khedged item in a hedging relationship. 
– only changes in the cash flows or fair value of a 

hedged item above or below a specified price or 
other variable (i.e. 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 

OneOne--Sided RiskSided Risk

© 2008-10 Nelson Consulting Limited 12

item. (AG99BA)
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OO Sid d Ri kSid d Ri k

HKAS 39 Eligible Hedged Items
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 
OneOne--Sided RiskSided Risk

, y
price above the specified level are designated, for example: 
– The price over $60 are designated.
– The price below $60 are not 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 (HKAS 39.86(b)). (AG99BA)
• As a designated one-sided risk does not contain the time 

© 2008-10 Nelson Consulting Limited 13

value of a purchased option hedging instrument, 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 IASB concluded that a purchased option 

designated in its entirety as the hedging instrument of a 
one-sided risk will not be perfectly effective. (BC172F)

HKAS 39 Eligible Hedged Items

• HKAS 39.81 permits an entity to designate (as 
hedged item) something other than the entire fair 
value change or cash flow variability of a financial g y
instrument.

• For example:
a) 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 

InflationInflation
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value changes attributable to all or only some risks 
(i.e. a ‘portion’ of the cash flows of the financial 
instrument may be designated for changes 
attributable to all or only some risks). (AG99E)
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HKAS 39 Eligible Hedged Items

• To be eligible for hedge accounting, 
– the designated risks and portions must be 

separately identifiable components of the financialseparately 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. (AG99F)

InflationInflation
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HKAS 39 Eligible Hedged Items

• HKAS 39.AG99F(b) specifically states that:
– inflation 

i t t l id tifi bl d li bl• is not separately identifiable and reliably 
measurable and 

• cannot be designated as a risk or a portion 
of a financial instrument 
unless the following requirements are met
– a contractually specified inflation portion of 

the cash flows of a recognised inflation-
li k d b d ( i th i

InflationInflation

Not eligible for designation
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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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HKAS 39 Eligible Hedged Items

• HKAS 39.74(a) permits an entity to 
– separate the intrinsic value and time value of 

an option contract andan option 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

Assessing Hedge 
Effectiveness

© 2008-10 Nelson Consulting Limited 17

hedged one-sided risk of a forecast transaction, 
– if the principal terms of the forecast 

transaction and hedging instrument are the 
same. (AG110A)

HKAS 39 Eligible Hedged Items

• If an entity designates a purchased option in its 
entirety as the hedging instrument of a one-sided 
risk arising from a forecast transaction, g ,
– the hedging relationship will not be perfectly 

effective. 
• This is because the premium paid for the option 

includes time value and, as stated in HKAS 
39.AG99BA,
– a designated one-sided risk does not include 

the time value of an option

Assessing Hedge 
Effectiveness

© 2008-10 Nelson Consulting Limited 18

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. (AG110B)
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Effective Date and Transition

• An entity shall apply Eligible Hedged Items 
(Amendment to HKAS 39) retrospectively for 
annual periods beginning on or after 1 July 2009, Applied Applied 

R t ti lR t ti l
p g g y ,

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.

RetrospectivelyRetrospectively

© 2008-10 Nelson Consulting Limited 19

Improvements to HKFRSs 2009
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Introduction

• Annual Improvement Project 
– A vehicle for making non-urgent but necessary 

amendments to IFRS (and consequentially HKFRSs)amendments to IFRS (and consequentially HKFRSs)
– Introduced by the IASB in 2007 and issued each year
– Improvement to HKFRSs 2009 is the one finalised in 

2009
• The project has amended

– 10 HKFRSs and 2 HK(IFRIC) Interpretations

© 2008-10 Nelson Consulting Limited 21

Summary

Amendments to
HKFRS 2 Share-based Payment
HKFRS 5 Non current Assets Held for Sale and Discontinued OperationsHKFRS 5 Non-current Assets Held for Sale and Discontinued Operations
HKFRS 8 Operating Segments
HKAS 1 Presentation of Financial Statements
HKAS 7 Statement of Cash Flows
HKAS 17 Leases
HKAS 18 Revenue
HKAS 36 Impairment of Assets

© 2008-10 Nelson Consulting Limited 22

HKAS 38 Intangible Assets
HKAS 39 Financial Instruments: Recognition and Measurement
HK(IFRIC)-Int 9 Reassessment of Embedded Derivatives
HK(IFRIC)-Int 16 Hedges of a Net Investment in a Foreign Operation
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Amendments to HKAS 1

HKAS 1 Presentation of Financial Statements
• An entity shall classify a liability as current when:

a) it expects to settle the liability in its normal operating cycle;a) it expects to settle the liability in its normal operating cycle;
b) it hold the liability primarily for the purpose of trading;
c) The liability is due to be settled within 12 months after the 

reporting period; or
d) It does not have an unconditional right to defer settlement of the 

liability for at least 12 months after the reporting period (see HKAS 
1.73).

© 2008-10 Nelson Consulting Limited 23

• All other liabilities shall be classified as non-current.

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. 

New requirements

Amendments to HKAS 1

HKAS 1 Presentation of Financial Statements
• The IASB concluded that classifying the liability 

th b i f th i t t t f h th t– on the basis of the requirements to transfer cash or other assets 
– rather than on settlement better reflects the liquidity and solvency 

position of an entity, and 
therefore it decided to amend IAS 1 (HKAS 1) accordingly.

© 2008-10 Nelson Consulting Limited 24

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. 

New requirements
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Amendments to HKAS 1

Transition and Effective Date
• HKAS 1.69 was amended by Improvements to 

HKFRSs issued in May 2009

No specific 
transition stated

HKFRSs issued in May 2009.
• An entity shall apply that amendment for annual 

periods beginning on or after 1 January 2010. 
• Earlier application is permitted. 
• If an entity applies the amendment for an earlier 

period it shall disclose that fact

Imply Imply 
RetrospectivelyRetrospectively

Comparatives should 
be reclassified 
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Amendments to HKAS 39

HKAS 39 Financial Instruments: Recognition and Measurement
• HKAS 39 is amended to clarify 3 areas:

1 S ti f b i bi ti S E iS E i1. Scope exemption for business combination 
contracts

2. Cash flow hedge accounting
3. Treating loan prepayment penalties as 

closely related embedded derivatives

Scope ExemptionScope Exemption

Cash Flow Hedge Cash Flow Hedge 
AccountingAccounting

Loan Prepayment 
Penalties

© 2008-10 Nelson Consulting Limited 26
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Amendments to HKAS 39

HKAS 39 Financial Instruments: Recognition and Measurement

S E iS E i

• HKAS 39 shall be applied by all entities to all types 
of financial instruments except: Scope ExemptionScope Exemptionof financial instruments except:

a) ...
g) any forward contracts between an acquirer and a 

selling shareholder to buy or sell an acquiree that 
will result in a business combination at a future 
acquisition date. 
• The term of the forward contract should not 

exceed a reasonable period normally necessary 

© 2008-10 Nelson Consulting Limited 27

to obtain any required approvals and to 
complete the transaction.

Amendments to HKAS 39

HKAS 39 Financial Instruments: Recognition and Measurement
• Qualifying items (not only for cash flow hedge)

For hedge accounting purposes only assets

Cash Flow Hedge Cash Flow Hedge 
AccountingAccounting

‒ For hedge accounting purposes, only assets, 
liabilities, firm commitments or highly probable 
forecast transactions that involve a party external to 
the entity can be designated as hedged items. 

‒ It follows that hedge accounting can be applied to 
transactions between entities or segments in the 
same group only in the individual or separate financial 
statements of those entities or segments and not in 
the consolidated financial statements of the group As

© 2008-10 Nelson Consulting Limited 28

the consolidated financial statements of the group. As 
an exception …
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Amendments to HKAS 39

HKAS 39 Financial Instruments: Recognition and Measurement
• Cash flow hedge

If a hedge of a forecast transaction subsequently

Cash Flow Hedge Cash Flow Hedge 
AccountingAccounting

‒ 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 HKAS 39.95 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 affects profit or loss (such as in the periods that

© 2008-10 Nelson Consulting Limited 29

cash flows affects 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.

Amendments to HKAS 39

HKAS 39 Financial Instruments: Recognition and Measurement
• The economic characteristics and risks of an embedded derivative are 

not closely related to the host contract in the following examples

Loan Prepayment 
Penalties

not closely related to the host contract in the following examples
g) A call, put, or prepayment option embedded in a host debt contract or 

host insurance contract is not closely related to the host contract unless: 
ii) the exercise price of a prepayment option 

reimburses the lender for an amount up 
to the approximate present value of lost 
interest for the remaining term of the host
contract. 

Implies 
“closely 
related”

© 2008-10 Nelson Consulting Limited 30

• Lost interest is the product of the principal amount prepaid 
multiplied by the interest rate differential. 

• The interest rate differential is the excess of the effective 
interest rate of the host contract over the effective interest rate 
the entity would receive at the prepayment date if it reinvested 
the principal amount prepaid in a similar contract for the 
remaining term of the host contract.
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Amendments to HKAS 39

Effective Date and transition
• For scope exemption and hedge, 

an entity shall apply the amendments prospectively

Apply Prospectively

– an entity shall apply the amendments prospectively
to all unexpired contracts for annual periods 
beginning on or after 1 January 2010. 

• For loan repayment penalties, 
– an entity shall apply the amendment for annual 

periods beginning on or after 1 January 2010. 
• Earlier application is permitted.
• If an entity applies the amendment for an earlier

© 2008-10 Nelson Consulting Limited 31

If an entity applies the amendment for an earlier 
period it shall disclose that fact.

Extinguishing Fin. Liabilities with Equity In. 
(HK(IFRIC) Interpretation 19)

© 2008-10 Nelson Consulting Limited 32
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Original HKAS 39

• An entity shall remove a financial liability (or a part of a 
financial liability) from its statement of financial position 
when, and only when, it is extinguished, y , g
– i.e. when the obligation specified in the contract

• is discharged or cancelled or 
• expires. (HKAS 39.39) 

• The following situations shall be accounted for as an 
extinguishment of the original financial liability and the 
recognition of a new financial liability
1 An exchange between an existing borrower and lender of

© 2008-10 Nelson Consulting Limited 33

1. An exchange between an existing borrower and lender of 
debt instruments with substantially different terms

2. A substantial modification of the terms of an existing 
financial liability or a part of it (whether or not attributable 
to the financial difficulty of the debtor) (HKAS 39.40)

Original HKAS 39

• The difference between 
– the carrying amount of a financial liability (or part of 

a financial liability) extinguished or transferred toa financial liability) extinguished or transferred to 
another party and 

– the consideration paid, including any non-cash 
assets transferred or liabilities assumed, 

shall be recognised in profit or loss. (HKAS 39.41) 

© 2008-10 Nelson Consulting Limited 34
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HK(IFRIC) Interpretation 19

• A debtor might renegotiate the terms of a financial 
liability to extinguish the liability fully or partially by 
issuing equity instruments to the creditor. g q y
– These transactions are sometimes referred to as ‘debt for 

equity swaps’.
• HK(IFRIC)-Int 19 addresses the following issues for the 

debtor (i.e. the entity issuing equity instruments):
a. Are an entity’s equity instruments issued to extinguish all 

or part of a financial liability ‘consideration paid’ in 
accordance with HKAS 39.41?

Consideration 
Paid?

© 2008-10 Nelson Consulting Limited 35

b. How should an entity initially measure the equity 
instruments issued to extinguish such a financial liability?

c. How should an entity account for any difference between 
the carrying amount of the financial liability extinguished 
and the initial measurement amount of the equity 
instruments issued?

Initial 
Measurement

Account for 
the Difference

Conclusions

• Yes …… 
– The issue of an entity’s equity instruments to a 

creditor to extinguish all or part of a financial liabilitycreditor to extinguish all or part of a financial liability 
is consideration paid in accordance with HKAS 
39.41. 
• An entity shall remove a financial liability (or part 

of a financial liability) from its statement of 
financial position when, and only when, it is 
extinguished in accordance with HKAS 39.39.

Consideration 
Paid?

© 2008-10 Nelson Consulting Limited 36
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Conclusions

• When equity instruments issued to a creditor to 
extinguish all or part of a financial liability are 
recognised initially,g y,
– an entity shall measure them at the fair value of the 

equity instruments issued, 
• unless that fair value cannot be reliably 

measured.
• If the fair value of the equity instruments issued cannot 

be reliably measured
then the equity instruments shall be measured to

© 2008-10 Nelson Consulting Limited 37

– then the equity instruments shall be measured to 
reflect the fair value of the financial liability 
extinguished.

– In measuring the fair value of a financial liability 
extinguished that includes a demand feature (eg a 
demand deposit), HKAS 39.49 is not applied.

Initial 
Measurement

Conclusions

• If only part of the financial liability is extinguished,
– the entity shall assess whether some of the 

consideration paid relates to a modification of theconsideration paid relates to a modification of the 
terms of the liability that remains outstanding. 

• If part of the consideration paid does relate to a 
modification of the terms of the remaining part of the 
liability,
– the entity shall allocate the consideration paid 

between 
• the part of the liability extinguished and

© 2008-10 Nelson Consulting Limited 38

• the part of the liability extinguished and
• the part of the liability that remains outstanding.

• The entity shall consider all relevant facts and 
circumstances relating to the transaction in making this 
allocation.

Initial 
Measurement
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Conclusions

• The difference between the carrying amount of the 
financial liability (or part of a financial liability) 
extinguished, and the consideration paid, g , p ,
– shall be recognised in profit or loss, in accordance 

with HKAS 39.41. 
• The equity instruments issued 

– shall be recognised initially and measured at the 
date the financial liability (or part of that liability) is 
extinguished.

• An entity shall disclose a gain or loss recognised as a

© 2008-10 Nelson Consulting Limited 39

• An entity shall disclose a gain or loss recognised as a 
separate line item in profit or loss or in the notes.

Account for 
the Difference

Conclusions

• When only part of the financial liability is extinguished, 
consideration shall be allocated in accordance with 
paragraph 8 (as discussed). p g p ( )

• The consideration allocated to the remaining liability 
shall form part of the assessment of whether the terms 
of that remaining liability have been substantially 
modified. 
– If the remaining liability has been substantially modified, 

the entity shall account for the modification as the 
extinguishment of the original liability and the recognition 
f li bilit i d b HKAS 39 40

© 2008-10 Nelson Consulting Limited 40

of a new liability as required by HKAS 39.40.
• An entity shall disclose a gain or loss (recognised in 

accordance with paragraphs 9 and 10 of HK(IFRIC) Int-
19) as a separate line item in profit or loss or in the 
notes.

Account for 
the Difference

Initial 
Measurement
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Effective Date and Transition

• An entity shall apply HK(IFRIC)-Int 19 for annual 
periods beginning on or after 1 July 2010. 

• Earlier application is permittedEarlier application is permitted. 
• If an entity applies this Interpretation for a period 

beginning before 1 July 2010, it shall disclose that fact.
• An entity shall apply a change in accounting policy in 

accordance with HKAS 8 from the beginning of the 
earliest comparative period presented.

© 2008-10 Nelson Consulting Limited 41

Effective Effective after 2010 Dec. Yearafter 2010 Dec. Year--EndEnd
Selected new interpretations and amendments to 
HKFRSs

• Amendments to HKAS 32 Classification of Rights Issues

Effective for periods 
beginning on/after

1 Feb.2010

Selected new interpretations and amendments to 
HKFRSs

Effective for periods 
beginning on/after

• HKAS 24(Revised) Related Party Disclosures
• HKFRS 9 Financial Instruments
• Amendments to HK(IFRIC) 14 HKAS 19 —The Limit on a 

Defined Benefit Asset, Minimum Funding Requirements and 
their Interaction

• Amendment to HKFRS 1 First-time Adoption of Hong Kong 
Financial Reporting Standards – Limited Exemption from 
Comparative HKFRS 7 Disclosures for First-time Adopters

• Annual Improvements to HKFRSs 2010

1 Jan. 2011
1 Jan. 2013
1 Jan. 2011

1 Jul. 2010

1 Jan 2011

© 2008-10 Nelson Consulting Limited 42

• Annual Improvements to HKFRSs 2010 1 Jan. 2011
(unless specified)

Updated from HKICPA, “HKFRS Update”, 6 Nov. 2009
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Classification of Rights Issues
(Amendments to HKAS 32)

© 2008-10 Nelson Consulting Limited 43

Definitions – Financial Instruments 
Financial liability is any liability that is 
• A contractual right

i) to deliver cash or another financial asset from another entity
ii) h fi i l fi i l li bili i i h hii) to exchange financial assets or financial liabilities with another

entity under conditions that are potentially unfavourable to the entity
• A contract that will or may 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

ii) 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 instruments that are themselves contracts for the future receipt or delivery of the

© 2008-10 Nelson Consulting Limited 44

include instruments that are themselves contracts for the future receipt or delivery of the 
entity’s own equity instruments.)

Financial 
instrument

Financial 
asset

Financial 
liability

Equity 
instrumentor

of one entity

of another entity

Add a new 
sentence …
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Definitions – Financial Instruments 
Financial liability is any liability that is 
• A contractual right

i) to deliver cash or another financial asset from another entity
ii) h fi i l fi i l li bili i i h h

• 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
ii) to exchange financial assets or financial liabilities with another

entity under conditions that are potentially unfavourable to the entity
• A contract that will or may 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

ii) 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 instruments that are themselves contracts for the future receipt or delivery of the

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

ii. 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 ......
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include instruments that are themselves contracts for the future receipt or delivery of the 
entity’s own equity instruments.)

Financial 
instrument

Financial 
asset

Financial 
liability

Equity 
instrumentor

of one entity

of another entity

Add a new 
sentence …

Today’s Agenda

HKFRS/IFRS 9HKFRS/IFRS 9
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Financial Instruments
(HKFRS 9)

Consequential Amendments to 
HKFRS/IFRS 7 Financial Instruments: 

Disclosure

HKFRS/IFRS 9 Financial Instruments

© 2008-10 Nelson Consulting Limited 47

Structure of HKFRS 9

Chapters
1 Objective
2 S2 Scope
3 Recognition and Derecognition
4 Classification
5 Measurement
6 Hedge Accounting (not used yet)
7 Disclosures (not used yet)
8 Eff ti D t d T iti

© 2008-10 Nelson Consulting Limited 48

8 Effective Date and Transition
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Definitions in HKFRS 9

• The definitions in HKFRS 9 same as those used in HKAS 32 or HKAS 
39, including:
a) amortised cost of a financial asset or financial liabilitya) amortised cost of a financial asset or financial liability
b) derivative
c) effective interest method
d) equity instrument
e) fair value
f) financial asset
g) financial instrument
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h) financial liability
i) hedged item
j) hedging instrument
k) held for trading
l) regular way purchase or sale
m) transaction costs

Chapter 1 and 2

Objective
• The objective of HKFRS 9 is to establish principles for 

the financial reporting of financial assets that willthe financial reporting of financial assets that will 
present relevant and useful information to users of 
financial statements for their assessment of the 
amounts, timing and uncertainty of the entity’s future 
cash flows. (para. 1.1)

Scope
• An entity shall apply HKFRS 9 to all assets within the 

scope of HKAS 39 Financial Instruments: Recognition
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scope of HKAS 39 Financial Instruments: Recognition 
and Measurement. (para. 2.1)
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Chapter 3 Recognition & Derecognition

Recognition and Derecognition
• An entity shall recognise a financial asset in its 

statement of financial position when and onlystatement of financial position when, and only 
when, 
– the entity becomes party to the contractual 

provisions of the instrument. 
• When an entity first recognises a financial asset, 

it shall 
– classify it in accordance with paragraphs 4.1-4.5 

and

Amended
(Ch. 4 of HKFRS 9)

Same as before
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and
– measure it in accordance with paragraph 5.1.1.

• A regular way purchase or sale of a financial 
asset
– shall be recognised and derecognised in 

accordance with paragraphs 38 and AG53–AG56 
of HKAS 39. (para. 3.1.1 to 3.1.2)

Same as before

Amended
(Ch. 5 of HKFRS 9)

Chapter 4 Classification

• Unless para. 4.5 of HKFRS 9 (so-called “fair value option”) applies, an 
entity shall classify financial assets as subsequently measured at 
either 
– amortised cost or
– fair value

on the basis of both:
a) the entity’s business model for managing the financial assets; and
b) the contractual cash flow characteristics of the financial asset.

(para. 4.1)
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Amortised cost Fair value
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Chapter 4 Classification
Assets within the scope of HKAS 39 

classified on initial recognition

Held within a business model whose No

Fair value option?
Yes

objective is to hold assets in order to 
collect contractual cash flows?

Yes

No

Asset’s terms give rise on specified 
dates to cash flows that are solely 
payments of principal and interest?

Yes

No
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Through other 
comprehensive income

Amortised cost Fair value

No

Through profit or loss

Chapter 4 Classification
Case

Financial statements 2009 states that:
• In the fourth quarter of 2009 the Group early adopted all new/revised HKFRSsIn the fourth quarter of 2009, the Group early adopted all new/revised HKFRSs 

issued up to 31 December 2009 which were pertinent to its operations where 
early adoption is permitted. 

• The applicable HKFRSs are set out below:
‒ HKFRS 9: Financial Instruments ……

• HKFRS 9 is the first part of a project to replace HKAS 39: Financial 
Instruments: Recognition and Measurement, and it replaces the classification 
and measurement requirements in HKAS 39 for financial assets. 
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Amortised cost Fair value
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Chapter 4 Classification
Case

• Previously financial assets of the Group were classified as financial assets at
Financial statements 2009 states that:

Previously, financial assets of the Group were classified as financial assets at
– fair value through profit or loss, 
– available-for-sale financial assets or 
– loans and receivables (which included bank deposits) ……

• The early adoption of HKFRS 9 has resulted in a change in accounting policy, 
and financial assets are classified into 
– financial assets measured at fair value through profit or loss or

fi i l t d t ti d t
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– financial assets measured at amortised cost.

Amortised cost Fair value

Through profit or loss

Chapter 4 Classification
Assets within the scope of HKAS 39 

classified on initial recognition

Held within a business model whose 

• A financial asset shall be measured 
at amortised cost if both of the 
following conditions are met:

objective is to hold assets in order to 
collect contractual cash flows?

Yes

Asset’s terms give rise on specified 
dates to cash flows that are solely 
payments of principal and interest?

Yes

g
a. the asset is held within a business 

model whose objective is to hold 
assets in order to collect contractual 
cash flows.

b. the contractual terms of the financial 
asset give rise on specified dates to 
cash flows that are solely payments 
of principal and interest on the
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Amortised cost

of principal and interest on the 
principal amount outstanding. 
(para. 4.2)
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Chapter 4 Classification

Held within a business model whose 

• Assesses the basis of the objective 
of the business model as determined 
by the entity’s key management 

objective is to hold assets in order to 
collect contractual cash flows?

• The entity’s business model does not depend on management’s 
intentions for an individual instrument. 
– Accordingly, this condition is not an instrument-by-instrument approach to 

classification and should be determined on a higher level of aggregation.

y y y g
personnel (as defined in HKAS 24 
Related Party Disclosures).
(para. B4.1)
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classification and should be determined on a higher level of aggregation. 
– However, a single entity may have more than one business model for 

managing its financial instruments. 
– Therefore, classification need not be determined at the reporting entity level. 

(para.B4.2)

Chapter 4 Classification

Held within a business model whose 

• Although the objective of an entity’s business model may be to hold 
financial assets in order to collect contractual cash flows,
– the entity need not hold all of those instruments until maturity.

• Thus an entity’s business model can be to hold financial assets to collect

objective is to hold assets in order to 
collect contractual cash flows?
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• Thus an entity s business model can be to hold financial assets to collect 
contractual cash flows even when sales of financial assets occur.

• However, if more than an infrequent number of sales are made out of a 
portfolio,
– the entity needs to assess whether and how such sales are 

consistent with an objective of collecting contractual cash flows. 
(para. B4.3)
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Chapter 4 Classification
Example

• Examples that the entity may sell a 
financial asset (but it can still be held 
to collect contractual cash flows):Held within a business model whose to collect contractual cash flows):
a) the financial asset no longer meets 

the entity’s investment policy
e.g. the credit rating of the asset 

declines below that required by 
the entity’s investment policy;

b) an insurer adjusts its investment 
portfolio to reflect a change in 

objective is to hold assets in order to 
collect contractual cash flows?
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expected duration (i.e. the expected 
timing of payouts); or

c) an entity needs to fund capital 
expenditures.

Chapter 4 Classification
Example

Held within a business model whose 

• Examples that an asset is not held to collect contractual cash flows:
a) an entity manages the performance of a portfolio of financial assets with the 

objective of realising cash flows through the sale of the assets;
b) an entity actively manages a portfolio of assets in order to realise fair value

objective is to hold assets in order to 
collect contractual cash flows?
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b) an entity actively manages a portfolio of assets in order to realise fair value 
changes arising from changes in credit spreads and yield curves

c) a portfolio of financial assets that is managed and whose performance is 
evaluated on a fair value basis

d) a portfolio of financial assets that meets the definition of held for trading.
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Chapter 4 Classification

Held within a business model whose 

Asset’s terms give rise on specified 
dates to cash flows that are solely 
payments of principal and interest?

• Interest is consideration 
– for the time value of money and 
– for the credit risk associated with the 

principal amount outstanding during a 
particular period of time. (para. 4.3)

objective is to hold assets in order to 
collect contractual cash flows?

Yes
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• Contractual cash flows are assessed 
on the currency in which the financial 
asset is denominated. (para. B4.8)

Chapter 4 Classification

• Financial assets including leverage
do not meet this condition and cannot 
be subsequently measured at 

Asset’s terms give rise on specified 
dates to cash flows that are solely 
payments of principal and interest?

q y
amortised cost.
– Leverage increases the variability of 

the contractual cash flows with the 
result that they do not have the 
economic characteristics of interest. 

– Stand-alone option, forward and swap 
contracts are examples of financial 
assets that include leverage
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assets that include leverage. 
(para. B4.9)
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Chapter 4 Classification
Example

• The following examples illustrate contractual cash flows that are solely 
payments of principal and interest on the principal amount outstanding:

Instrument A is a bond with a stated maturity date– Instrument A is a bond with a stated maturity date. 
• Payments of principal and interest on the principal amount outstanding are linked 

to an inflation index of the currency in which the instrument is issued. 
• The inflation link is not leveraged and the principal is protected.

– Instrument B is a variable interest rate instrument with a stated maturity date 
that permits the borrower to choose the market interest rate on an ongoing 
basis. 
• For example, at each interest rate reset date, the borrower can choose to pay 
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three-month LIBOR for a three-month term or one-month LIBOR for a one-month 
term.

– Instrument C is a bond with a stated maturity date and pays a variable 
market interest rate. That variable interest rate is capped.

– Instrument D is a full recourse loan and is secured by collateral. (para. B4.13)

Chapter 4 Classification
Example

• The following examples illustrate contractual cash flows that are not 
payments of principal and interest on the principal amount outstanding:

Instrument E (convertible bond) is a bond that is convertible into equity– Instrument E (convertible bond) is a bond that is convertible into equity 
instruments of the issuer

– Instrument F (inverse floater) is a loan that pays an inverse floating interest 
rate (i.e. the interest rate has an inverse relationship to market interest 
rates).

– Instrument G is a perpetual instrument but the issuer may call the instrument 
at any point and pay the holder the par amount plus accrued interest due.
• Instrument G pays a market interest rate but payment of interest cannot be made 
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unless the issuer is able to remain solvent immediately afterwards.
• Deferred interest does not accrue additional interest. (para. B4.14)
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Chapter 4 Classification
Assets within the scope of HKAS 39 

classified on initial recognition

Held within a business model whose No
objective is to hold assets in order to 

collect contractual cash flows?
Yes

No

Asset’s terms give rise on specified 
dates to cash flows that are solely 
payments of principal and interest?

No

• A financial asset shall be measured at 
fair value
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Fair value

– unless it is measured at amortised cost 
in accordance with para. 4.2.
(para. 4.4)

Chapter 4 Classification
Assets within the scope of HKAS 39 

classified on initial recognition

Held within a business model whose 

• Notwithstanding para. 4.1-4.4, an 
entity may, at initial recognition, 
designate a financial asset as 

Fair value option?
Yes

objective is to hold assets in order to 
collect contractual cash flows?

Yes

Asset’s terms give rise on specified 
dates to cash flows that are solely 
payments of principal and interest?

Yes

g
measured at fair value through profit 
or loss 
– if doing so eliminates or significantly 

reduces a measurement or 
recognition inconsistency (i.e. an 
“accounting mismatch”). (para. 4.5)
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Amortised cost Fair value

No

Through profit or loss
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Chapter 4 Classification

• If a hybrid contract contains a host that is within the scope of HKFRS 9, 
– an entity shall apply the requirements in para. 4.1-4.5 (as discussed above) 

to the entire hybrid contract. (para. 4.7)to the entire hybrid contract. (para. 4.7)

• If a hybrid contract contains a host that is not within the scope of HKFRS 
9,
– an entity shall apply the requirements in para. 11–13 and AG27–AG33B of 

HKAS 39 (as before) to determine whether it must separate the embedded 
derivative from the host. 

• If the embedded derivative must be separated from the host, the entity 
shall:
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a. classify the derivative in accordance with either
• para. 4.1-4.4 for derivative assets or 
• para. 9 of HKAS 39 for all other derivatives; and

b. account for the host in accordance with other HKFRSs. (para.4.8)

Chapter 4 Classification
Assets within the scope of HKAS 39 

classified on initial recognition

Held within a business model whose No

Reclassification Reclassification 
restricted to change in restricted to change in 

business modelbusiness model

Fair value option?
Yes

objective is to hold assets in order to 
collect contractual cash flows?

Yes

No

Asset’s terms give rise on specified 
dates to cash flows that are solely 
payments of principal and interest?

Yes

No
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Amortised cost Fair value

No

• When, and only when, an entity changes its business model for managing 
financial assets it shall reclassify all affected financial assets in accordance with 
para. 4.1–4.4. (para. 4.9)
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Chapter 4 Classification

• HKFRS 9 requires an entity to reclassify financial assets if the objective 
of the entity’s business model for managing those financial assets 
changes. g
– Such changes are expected to be very infrequent. 
– Such changes

• must be determined by the entity’s senior management as a result of 
external or internal changes and

• must be significant to the entity’s operations and demonstrable to external 
parties. (para. B5.9)

© 2008-10 Nelson Consulting Limited 69

Amortised cost Fair value

Chapter 4 Classification
Example

• Examples of a change in business model include the following:
a. An entity has a portfolio of commercial loans that it holds to sell in the short 

term.term. 
• The entity acquires a company that manages commercial loans and has 

a business model that holds the loans in order to collect the contractual 
cash flows. 

• The portfolio of commercial loans is no longer for sale, and the portfolio 
is now managed together with the acquired commercial loans and all 
are held to collect the contractual cash flows.

b. A financial services firm decides to shut down its retail mortgage business. 
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Amortised cost Fair value

• That business no longer accepts new business and the financial 
services firm is actively marketing its mortgage loan portfolio for sale.
(para. B5.9)
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Chapter 4 Classification
Example

• The following are not changes in business model:
a. a change in intention related to particular financial assets (even in 

circumstances of significant changes in market conditions).circumstances of significant changes in market conditions).
b. a temporary disappearance of a particular market for financial assets.
c. a transfer of financial assets between parts of the entity with different 

business models. (para. B5.11)
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Amortised cost Fair value

Chapter 4 Classification
Case

• Following the adoption of HKFRS 9 investments and other financial assets of
Financial statements 2009 states that:

Following the adoption of HKFRS 9, investments and other financial assets of 
the Group extant at 31 December 2009 are classified under the following 
categories:

Financial assets measured at amortised cost
Investments are classified under this category if they satisfy both of the following 
conditions:
• the assets are held within a business model whose objective is to hold assets in 

order to collect contractual cash flows for managing liquidity and generating income 
on its investment, but not for the purpose of realising fair value gains; and
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o ts est e t, but ot o t e pu pose o ea s g a a ue ga s; a d
• the contractual terms of the financial assets give rise on specified dates to cash 

flows that are solely payments of principal and interest on the principal amount 
outstanding, with interest being the consideration for the time value of money and 
for the credit risk associated with the principal amount outstanding during a 
particular period of time and are unleveraged.

Bank deposits, trade and accounts receivable and other deposits are also classified 
under this category.
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Chapter 4 Classification
Case

Financial assets measured at fair value through profit or loss
Financial statements 2009 states that:

Financial assets measured at fair value through profit or loss
Investments and other financial assets are classified under this category if they do not 
meet the conditions to be measured at amortised cost.
Securities or bank deposits with embedded derivatives are classified in their entirety as 
measured at fair value through profit or loss, where the economic characteristics and 
risks of the embedded derivatives are dissimilar to those of the host contracts and 
modify the contractual cash flows, such that they are not solely payments of principal 
and interest on the principal amount outstanding or the interest rate does not reflect 
only consideration for the time value of money and credit risk.
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Chapter 5 Measurement

Initial measurement (same as HKAS 39)
• At initial recognition, an entity shall measure a financial asset at 

it f i l l– its fair value plus,
– in the case of a financial asset not at fair value through profit or loss, 

transaction costs that are directly attributable to the acquisition of the 
financial asset. (para. 5.1.1)
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Initial Measurement
Fair Value

Transaction Cost
+
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Chapter 5 Measurement

Subsequent Measurement
• After initial recognition, an entity shall measure financial assets in 

accordance with para 4 1 -4 5 (as discussed above) ataccordance with para. 4.1 -4.5 (as discussed above) at 
– fair value or 
– amortised cost. (para. 5.2.1)

• An entity shall apply the impairment requirements of HKAS 39 to all 
financial assets measured at amortised cost. (para. 5.2.2)

No impairment requirements on financial assets measured at fair value
• An entity shall apply the hedge accounting requirements of HKAS 39 to 
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financial assets that are designated as hedged items. (para. 5.2.3)

Amortised cost Fair value

Reclassification
• If an entity reclassifies financial assets in accordance with para. 4.9 (as 

discussed)

Chapter 5 Measurement

discussed), 
– it shall apply the reclassification prospectively from the reclassification date
– the entity shall not restate any previously recognised gains, losses or 

interest. (para. 5.3.1)
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Amortised cost Fair value
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Reclassification

Chapter 5 Measurement

• A change in the objective of the entity’s business model must be 
effected before the reclassification date (para B5 10)effected before the reclassification date. (para. B5.10)

– Reclassification date is defined as:
• The first day of the first reporting period following the change in business 

model that results in an entity reclassifying financial assets.
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Amortised cost Fair value

Chapter 5 Measurement
Example

• If a financial services firm decides on 15 February to shut down its retail 
mortgage business and it has a reporting period ended on 31 March, 
what is the reclassification date?

• If a financial services firm decides on 15 February to shut down its retail 
mortgage business
– The must reclassify all affected financial assets on 1 April (i.e. the 

first day of the entity’s next reporting period), 
– The entity must not accept new retail mortgage business or 

otherwise engage in activities consistent with its former business
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Amortised cost Fair value

otherwise engage in activities consistent with its former business 
model after 15 February. (para. B5.10)
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Chapter 5 Measurement

• If, in accordance with para. 4.9, an entity reclassifies a financial asset so 
that it is measured at fair value

Reclassification

that it is measured at fair value,
– its fair value is determined at the reclassification date
– any gain or loss arising from a difference between the previous carrying 

amount and fair value is recognised in profit or loss. (para. 5.3.2 )

• If, in accordance with para. 4.9, an entity reclassifies a financial asset so 
that it is measured at amortised cost, 
– its fair value at the reclassification date becomes its new carrying amount.

(para 5 3 3)
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(para. 5.3.3)

Amortised cost Fair value

Chapter 5 Measurement
Assets within the scope of HKAS 39 

classified on initial recognition

Held within a business model whose 

• A gain or loss on a financial asset that 
is measured at amortised cost and is 
not part of a hedging relationship 

Fair value option?

objective is to hold assets in order to 
collect contractual cash flows?

Yes

Asset’s terms give rise on specified 
dates to cash flows that are solely 
payments of principal and interest?

Yes

p g g p
– shall be recognised in profit or loss

• when the financial asset is 
derecognised, impaired or 
reclassified, and through the 
amortisation process. (para. 5.4.2)
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Amortised cost

No
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For those classified as measured at fair 
value

Chapter 5 Measurement

Part of hedging relationship
Yes Hedge accounting

Fair value option?
Yes

Equity instrument?

Elected to present gains and losses in

No

Yes

No

No

Part of hedging relationship

No
(IAS 39.89 to 102)
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Elected to present gains and losses in 
other comprehensive income?

Held for trading?

Yes

Fair value through
profit or loss

Fair value through 
other comprehensive income

No

Yes

No

Chapter 5 Measurement

• All investments in equity instruments and 
contracts on those instruments must be 
measured at fair value. 

Equity instrument?

• However, in limited circumstances, cost 
may be an appropriate estimate of fair 
value. 
– That may be the case 

• if insufficient more recent 
information is available to determine 
fair value, or 
if there is a wide range of possible
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• if there is a wide range of possible 
fair value measurements and cost 
represents the best estimate of fair 
value within that range. (para. B5.5)
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Chapter 5 Measurement
Example

• Indicators that cost might not be representative of fair value include:
a. a significant change in the performance of the investee compared with 

budgets, plans or milestones.

Equity instrument?

budgets, plans or milestones.
b. changes in expectation that the investee’s technical product milestones will 

be achieved.
c. a significant change in the market for the investee’s equity or its products or 

potential products.
d. a significant change in the global economy or the economic environment in 

which the investee operates.
e. a significant change in the performance of comparable entities, or in the 
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valuations implied by the overall market.
f. internal matters of the investee such as fraud, commercial disputes, 

litigation, changes in management or strategy.
g. evidence from external transactions in the investee’s equity, either by the 

investee (such as a fresh issue of equity), or by transfers of equity 
instruments between third parties. (para. B5.6)

For those classified as measured at fair 
value

Chapter 5 Measurement

Part of hedging relationship

• A gain or loss on a financial asset 
that is measured at fair value and is 
not part of a hedging relationship

Fair value option?

Equity instrument?

Elected to present gains and losses in

Yes

No

Part of hedging relationship

No

p g g p
– shall be recognised in profit or loss
– unless :

• the financial asset is an investment 
in an equity instrument and 

• the entity has elected to present
gains and losses on that 
investment in other comprehensive 
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Elected to present gains and losses in 
other comprehensive income?

Held for trading?

Yes

Fair value through
profit or loss

Fair value through 
other comprehensive income

No

income. (para. 5.4.1)
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Chapter 5 Measurement

• A gain or loss on financial assets that are
a. hedged items

shall be recognised in accordance with para S b f• shall be recognised in accordance with para. 
89-102 of HKAS 39

b. accounted for using settlement date 
accounting 
• shall be recognised in accordance with para. 

57 of HKAS 39. (para.5.4.3)

Same as before

Same as before
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Chapter 5 Measurement

• At initial recognition, an entity may make an irrevocable election to
– present in other comprehensive income subsequent changes in the fair value 

of an investment in an equity instrument within the scope of HKFRS 9 that 

Equity instrument?

Elected to present gains and losses in

Yes

q y p
are not held for trading. (para. 5.4.4)

• If an entity makes such election, it shall recognise in profit or loss dividends from 
that investment when the entity’s right to receive payment of the dividend is 
established in accordance with HKAS 18 Revenue. (para. 5.4.5)

No

No
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Elected to present gains and losses in 
other comprehensive income?

Held for trading?

Yes

Fair value through
profit or loss

Fair value through 
other comprehensive income

No

Yes

No



44

Chapter 5 Measurement

• Such irrevocable election (presenting fair 
value changes in other comprehensive 
income)

Equity instrument?

Elected to present gains and losses in

Yes

– is made on an instrument-by-
instrument (ie share-by-share) basis. 

• Amounts presented in other 
comprehensive income shall not be 
subsequently transferred to profit or loss. 
– However, the entity may transfer the 

cumulative gain or loss within equity 
(e g transfer between reserves)
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Elected to present gains and losses in 
other comprehensive income?

Held for trading?

Yes

Fair value through 
other comprehensive income

No

(e.g.. transfer between reserves).
• Dividends on such investments are 

recognised in profit or loss in accordance 
with HKAS 18 Revenue 
– unless the dividend clearly represents 

a recovery of part of the cost of the 
investment. (para. B5.12)

Chapter 5 Measurement

• Under HKFRS 9, amount presented in other comprehensive income shall not be 
subsequently transferred to profit or loss
– Implies that 

Equity instrument?

p
• no recycling of any fair value change on those financial assets measured at fair 

value through other comprehensive income to profit or loss (or income statement)
• no gain or loss will be recognised in profit or loss (or income statement) on 

derecognition of such investments in equity instruments
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Fair value through
profit or loss

Fair value through 
other comprehensive income
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Chapter 5 Measurement
Case

• For financial assets extant at 31 December 2009
Financial statements 2009 states that:

For financial assets extant at 31 December 2009
Financial assets measured at fair value through profit or loss
– Financial assets under this category are investments carried at fair value. 

• Unrealised gains and losses arising from changes in the fair value are included in 
profit or loss in the period in which they arise.

• Upon disposal, the differences between the net sale proceeds and the carrying 
values are included in profit or loss.

– Interest income is recognised using the effective interest method and included in net 
realised and unrealised gains/(losses) and interest income from these financial assets
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realised and unrealised gains/(losses) and interest income from these financial assets.
– Dividend income is recognised when the right to receive a dividend is established and 

is disclosed separately as dividend income.

Chapter 5 Measurement
Case

• For financial assets extant at 31 December 2009
Financial statements 2009 states that:

For financial assets extant at 31 December 2009
Financial assets measured at amortised cost
– Financial assets under this category are carried at amortised cost using the effective 

interest method less provision for impairment. 
• Gains and losses arising from disposal, being the differences between the net sale 

proceeds and the carrying values, are recognised in profit or loss.
– Interest income is recognised using the effective interest method and disclosed as 

interest income.
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Chapter 6 and 7

• Chapter 6 and 7 not yet used
– As hedge accounting and disclosure not yet 

introducedintroduced
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Chapter 8 Effective Date & Transition

Effective date
• An entity shall apply HKFRS 9 for annual periods 

beginning on or after 1 January 2013beginning on or after 1 January 2013. 
• Earlier application is permitted. 
• If an entity applies HKFRS 9 in its financial 

statements for a period beginning before 1 January 
2013, 
– it shall disclose that fact and at the same time apply 

the amendments in Appendix C (i.e. Amendments to 
other HKFRSs) (para 8 1 1)
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other HKFRSs). (para. 8.1.1)
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Chapter 8 Effective Date & Transition

Transition
• An entity shall apply HKFRS 9 retrospectively, in 

accordance with HKAS 8 except as specified inaccordance with HKAS 8, except as specified in 
paragraphs 8.2.4–8.2.13.

• HKFRS 9 shall not be applied to financial assets 
that have already been derecognised at the date of 
initial application. (para. 8.2.1)
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Chapter 8 Effective Date & Transition

• The date of initial application is the date when an entity first applies the 
requirements of HKFRS 9

Transition

requirements of HKFRS 9. 
• The date of initial application may be:

a. For entities initially applying HKFRS 9 before 1 January 2011
any date between the issue of HKFRS 9 and 31 December 2010,; or

b. For entities initially applying HKFRS 9 on or after 1 January 2011
the beginning of the first reporting period in which the entity adopts 
HKFRS 9. (para. 8.2.2)
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• If the date of initial application is not at the beginning
of a reporting period, 
– the entity shall disclose 

• that fact and
• the reasons for using that date of initial application.
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Chapter 8 Effective Date & Transition

• At the date of initial application, an entity shall 
assess whether a financial asset meets the

Transition

assess whether a financial asset meets the 
condition in para. 4.2(a) on the basis of the facts and 
circumstances that exist at the date of initial 
application. 

The resulting classification shall be applied 
retrospectively irrespective of the entity’s 
business model in prior reporting periods.
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Chapter 8 Effective Date & Transition

• At the date of initial application, an entity may 
designate:

Transition

designate:
a. a financial asset as measured at fair value through 

profit or loss in accordance with para. 4.5; or
b. an investment in an equity instrument as at fair value 

through other comprehensive income in accordance 
with para. 5.4.4.

• Such designation shall be made on the basis of the 
facts and circumstances that exist at the date of 
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initial application. 
• That classification shall be applied retrospectively. 

(para.8.2.7)
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Chapter 8 Effective Date & Transition

• Notwithstanding the requirement in paragraph 8.2.1, 
an entity that adopts HKFRS 9 for reporting periods

Transition

an entity that adopts HKFRS 9 for reporting periods 
beginning before 1 January 2012

need not restate prior periods.
• If an entity does not restate prior periods, the entity 

shall recognise any difference between 
– the previous carrying amount and 
– the carrying amount at the beginning of the 
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annual reporting period that includes the date of 
initial application 

in the opening retained earnings (or other 
component of equity, as appropriate) of the reporting 
period that includes the date of initial application. 
(para. 8.2.12)

Chapter 8 Effective Date & Transition
Case

• As HKFRS 9 was only issued in November 2009 the Group first applied the
Financial statements 2009 states that:

As HKFRS 9 was only issued in November 2009, the Group first applied the 
requirements of HKFRS 9 on 31 December 2009, which was not at the 
beginning of the reporting period …… 

• Under the transitional provisions, HKFRS 9 was applied to financial assets 
extant at the date of initial application (i.e., 31 December 2009) and 
comparative figures were not restated. 

• No adjustments to retained earnings or revaluation reserves were required as 
at 1 January 2009 because the available-for-sale financial assets as at 31 
December 2009 solely comprised those assets purchased during 2009 and
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December 2009 solely comprised those assets purchased during 2009 and 
– there was no reclassification from financial assets at fair value through profit 

or loss to financial assets measured at amortised cost or from loans and 
receivables to financial assets measured at fair value through profit or loss 
at that date. 

• There are consequential amendments to certain provisions of HKFRS 7, which 
the Group has also early adopted in the accounts.
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Chapter 8 Effective Date & Transition
Case
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Financial Instruments
(HKFRS 9)

Consequential Amendments to 
HKFRS/IFRS 7 Financial Instruments: 

Disclosure
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Additional Disclosures in HKFRS 7

• In addition to the amended disclosures 
resulted from the amended classification of 
financial assets in HKFRS 9, ,
– HKFRS 7 is mainly amended to require 

additional disclosure in respect of 
1. Financial assets measured at fair value 

through other comprehensive income 
(OCI)

2. Reclassification
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Additional Disclosures in HKFRS 7

• If an entity has designated investments in equity instruments to be 
measured at fair value through other comprehensive income as

For Financial Assets Measured at Fair Value Through OCI

measured at fair value through other comprehensive income, as 
permitted by para. 5.4.4 of HKFRS 9, it shall disclose:
a. which investments in equity instruments have been designated to be 

measured at fair value through other comprehensive income.
b. the reasons for using this presentation alternative.
c. the fair value of each such investment at the end of the reporting period.
d. dividends recognised during the period, showing separately

those related to investments derecognised during the reporting period

© 2008-10 Nelson Consulting Limited 102

• those related to investments derecognised during the reporting period 
and 

• those related to investments held at the end of the reporting period.
e. any transfers of the cumulative gain or loss within equity during the period 

including the reason for such transfers. (HKFRS 7.11A)
Fair value through 

other comprehensive income
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Additional Disclosures in HKFRS 7

• If an entity derecognised investments in equity instruments measured 
at fair value through other comprehensive income during the reporting

For Financial Assets Measured at Fair Value Through OCI

at fair value through other comprehensive income during the reporting 
period, it shall disclose:
a. the reasons for disposing of the investments.
b. the fair value of the investments at the date of derecognition.
c. the cumulative gain or loss on disposal. (HKFRS 7.11B)
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Fair value through 
other comprehensive income

Additional Disclosures in HKFRS 7

• An entity shall disclose if, in the current or previous reporting periods, it 
has reclassified any financial assets in accordance with para 4 9 of

For Reclassification

has reclassified any financial assets in accordance with para. 4.9 of 
HKFRS 9. 

• For each such event, an entity shall disclose:
a. the date of reclassification.
b. a detailed explanation of the change in business model and a qualitative 

description of its effect on the entity’s financial statements.
c. the amount reclassified into and out of each category. (HKFRS 7.12B)
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Amortised cost Fair value
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Additional Disclosures in HKFRS 7

• For each reporting period following reclassification until derecognition, 
an entity shall disclose for assets reclassified so that they are

For Reclassification

an entity shall disclose for assets reclassified so that they are 
measured at amortised cost in accordance with para. 4.9 of HKFRS 9:
a. the effective interest rate determined on the date of reclassification; and
b. the interest income or expense recognised. (HKFRS 7.12C)
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Amortised cost Fair value

Additional Disclosures in HKFRS 7

• If an entity has reclassified financial assets so that they are measured 
at amortised cost since its last annual reporting date it shall disclose:

For Reclassification

at amortised cost since its last annual reporting date, it shall disclose:
a. the fair value of the financial assets at the end of the reporting period; and
b. the fair value gain or loss that would have been recognised in profit or loss 

during the reporting period if the financial assets had not been reclassified.
(HKFRS 7.12D)
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Amortised cost Fair value
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HKFRS/IFRS 9 and Update on Fin. Instruments
20 October 2010

Full set of slides in PDF can be found in 
www NelsonCPA com hkwww.NelsonCPA.com.hk
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