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Several Pieces of News First …….
• IASB announced on 24 July 2006 that:
– It will not require the application of new IFRSs under
development or major amendments to existing standards
before 1 January 2009
– It will also be providing 4 years of stability in the IFRS
platform of standards for those companies that adopted
IFRSs in 2005

• However, on 4 August 2006, it has issued its latest draft of
ED on International Financial Reporting Standard for SME
– ED expected in Q4 of 2006
– Final IFRS expected in Q4 of 2007
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Amendment Effective from 1.1.2006
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Amendment Effective from 1.1.2006
• Amendments as a result of the Companies (Amendment)
Ordinance 2005
• HKAS 19 Amendment Employee Benefits – Actuarial Gains and
Losses, Group Plans and Disclosures
• HKAS 21 Amendment The Effects of Changes in Foreign
Exchange Rates – Net Investment in a Foreign Operation
• HKAS 39 Amendment Cash Flow Hedge Accounting of
Forecast Intragroup Transactions
• HKAS 39 Amendment The Fair Value Option
• HKAS 39 & HKFRS 4 Amendments Financial Guarantee
Contracts
• HKFRS 6 Exploration for and evaluation of Mineral Resources
• HK(IFRIC) Interpretation 4 Determining Whether an
Arrangement Contains a Lease
• HK(IFRIC) Interpretation 5 Rights to Interests Arising from
Decommissioning, Restoration & Environmental Rehabilitation
Funds

Later
Later in
in HKAS
HKAS 39
39
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Companies (Amendment) Ordinance 2005

Changed
Changedfor
for
such
suchentities!
entities!
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Companies (Amendment) Ordinance 2005
• The commencement date of the HK Companies
(Amendment) Ordinance 2005 was gazetted on 7
Oct. 2005 as 1 Dec. 2005.
Implies that the Ordinance will be effective
for the financial reporting periods
beginning on or after 1 Jan. 2006.
• The Ordinance introduces a definition of “subsidiary undertaking”
– an undertaking is defined as a body corporate, a partnership or an
unincorporated association carrying on a trade or business, whether
for profit or not
– an entity is a subsidiary of a parent if that parent has “the right to
Aligned with
with
exercise a dominant influence” over the subsidiary undertaking Aligned
HKAS
HKAS ??
by virtue of
i) the provisions contained in the subsidiary undertaking’s
memorandum or articles or equivalent constitutional documents;
or
ii) a control contract.
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Companies (Amendment) Ordinance 2005

Under 23rd Schedule (a new sch.) of the Ordinance
• An undertaking shall not be regarded as having the right to
exercise a dominant influence over another undertaking
– unless it has the right to gives directions with respect to the
operating and financial policies of that other undertaking
– which the directors are, or a majority of the directors is,
obliged to comply with whether or not they are for the benefit
of the other undertaking

Aligned
Alignedwith
with
HKAS
HKAS27
27

As
Asaaresult,
result,aaparent
parentisisrequired
requiredto
toconsolidate
consolidatethe
theentities
entities
(not
only
body
corporate)
if
it
has
control
over
those
(not only body corporate) if it has control over thoseentities.
entities.
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Companies (Amendment) Ordinance 2005
Consequential
Consequentialamendments
amendmentsininHKFRS
HKFRS33and
andHKAS
HKAS27
27
• In view of the amendments in the Ordinance,
HKFRS 3 and HKAS 27 have been amended by
HKICPA in Dec. 2005
• Firstly, they specifically clarify that the Companies
(Amendment) Ordinance 2005
– will remove the legal constraint that prevents a Hong
Kong incorporated company from consolidating in its
group accounts a subsidiary that does not meet the
legal definition of subsidiary
– with effect for annual periods beginning on or after 1
January 2006.
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Companies (Amendment) Ordinance 2005
Consequential
Consequentialamendments
amendmentsininHKFRS
HKFRS33and
andHKAS
HKAS27
27
• HKFRS 3 and HKAS 27 require that, if an entity has
followed the previous practice for an annual period
beginning before 1 Jan. 2006
– it should restate the comparative amounts for the prior
periods presented in the financial statements prepared
for annual periods beginning on or after 1 January 2006
as if the previous practice had not been applied

Retrospective
Retrospective
restatement
restatement is
is
required
required
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Financial Guarantee Contracts
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Financial Guarantee Contracts
Financial guarantee contract is defined as:
• a contract that requires the issuer to make specified payments to
reimburse the holder for a loss it incurs
• because a specified debtor fails to make payment when due in
accordance with the original or modified terms of a debt instrument.
•• Financial
Financial guarantee
guarantee contracts
contracts may
may have
have
various
various legal
legal forms,
forms, such
such as
as
•• aa guarantee
guarantee
•• some
some types
types of
of letter
letter of
of credit
credit
•• aa credit
default
contract
credit default contract or
or
•• an
an insurance
insurance contract
contract
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Financial Guarantee Contracts
The amendments set out that:
• Although a financial guarantee contract meets the definition of an
insurance contract in HKFRS 4 if the risk transferred is significant,
¾ the issuer applies HKAS 39.
• Nevertheless, if the issuer has previously asserted explicitly that it
regards such contracts as insurance contracts and has used accounting
applicable to insurance contracts,
¾ the issuer may elect to apply either
• HKAS 39 or
• HKFRS 4
to such financial guarantee contracts.
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Financial Guarantee Contracts
HKAS 39 (para. 47c and AG4) requires the issuer of a financial
guarantee contract to measure the contract:
• Initially, at fair value.
– If the financial guarantee contract was issued to an unrelated party in a
stand-alone arm’s length transaction, its fair value at inception is likely to
equal the premium received, unless there is evidence to the contrary.

• Subsequently, at the higher of:
i) the amount determined in accordance with HKAS 37 Provisions,
Contingent Liabilities and Contingent Assets; and
ii) the amount initially recognised less, when appropriate, cumulative
amortisation recognised in accordance with HKAS 18 Revenue.
• unless the financial guarantee contract was designated at inception
as at fair value through profit or loss or
• unless paragraphs 29-37 and AG47-AG52 apply (when a transfer of
a financial asset does not qualify for derecognition or the continuing
involvement approach applies),
© 2005-06 Nelson
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Financial Guarantee Contracts
• HKAS 39 does not contain exemptions for parents, subsidiaries or
other entities under common control.
– However, any differences are reflected only in the separate or individual
financial statements of the parent, subsidiaries or common control
entities

• An entity shall apply the amendment for annual periods beginning on
or after 1 January 2006.
• Earlier application is encouraged.
– If an entity applies these changes for an earlier period, it shall disclose
that fact and apply the related amendments to HKAS 32 and HKFRS 4
at the same time.
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HK(IFRIC) Interpretations 4
Determining
DeterminingWhether
Whetheran
anArrangement
ArrangementContains
ContainsaaLease
Lease
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Background and Scope
• An entity may enter into an arrangement
(comprising a transaction or a series of
related transactions) that
– does not take the legal form of a lease
– but conveys a right to use an asset in
return for a payment or series of
payments.

Right
Rightto
touse
use +
an
anasset
asset

Services
Services

• HK(IFRIC) Interpretation 4
– provides guidance for determining
whether such arrangements are,
or contain, leases that should be
accounted for in accordance with
HKAS 17
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Background and Scope
Example
Example
Examples
Examples of
of arrangements
arrangements in
in which
which one
one entity
entity (the
(the supplier)
supplier) may
may convey
convey
such
to another
another entity
entity (the
(the purchaser),
purchaser), often
often
such aa right
right to
to use
use an
an asset
asset to
together
together with
with related
related services,
services,
Right
Rightto
touse
use +
Services
Services
include:
an
include:
anasset
asset
1. outsourcing arrangements
e.g. the outsourcing of the data processing functions of an entity (IT system
plus support services)
2. arrangements in the telecommunications industry
in which suppliers of network capacity enter into contracts to provide
purchasers with rights to capacity (telecommunication facilities plus services)
3. take-or-pay and similar contracts
in which purchasers must make specified payments regardless of whether
they take delivery of the contracted products or services
e.g. a take-or-pay contract to acquire substantially all of the output of a
supplier’s power generator (power generator plus related services)
© 2005-06 Nelson
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Issues

Right
Rightto
touse
use +
an
anasset
asset

Services
Services

The issues addressed in HK(IFRIC)
Interpretation 4 are:
How
Howto
toDetermine
Determine
When
Whento
toDetermine
Determine
How
Howto
toSeparate
Separate

a) how to determine whether an arrangement is,
or contains, a lease as defined in HKAS 17;
b) when the assessment or a reassessment of
whether an arrangement is, or contains, a
lease should be made; and
c) if an arrangement is, or contains, a lease, how
the payments for the lease should be
separated from payments for any other
elements in the arrangement.
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How
Howto
toSeparate
Separate

If an arrangement contains a lease
– the parties to the arrangement shall apply
the requirements of HKAS 17 to the lease
element of the arrangement,
• unless exempted from those
requirements in accordance with
HKAS 17.
– that lease shall be classified as
• a finance lease, or
• an operating lease
in accordance with HKAS 17.

Right
Rightto
touse
use +
an
anasset
asset

Services
Services

Other elements of the arrangement
not within the scope of HKAS 17
shall be accounted for in accordance
with other standards.
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Conclusions

How
Howto
toSeparate
Separate

For the purpose of applying the
requirements of HKAS 17,
– payments and other consideration
required by the arrangement shall be
separated at the inception of the
arrangement or upon a reassessment of
the arrangement into
• those for the lease, and
• those for other elements
on the basis of their relative fair values.

Right
Rightto
touse
use +
an
anasset
asset
Fair value
of lease

Services
Services
Fair value
of others

The
Theminimum
minimumlease
leasepayments
paymentsas
asdefined
definedininHKAS
HKAS17
17
–– include
includeonly
onlypayments
paymentsfor
forthe
thelease
lease(i.e.
(i.e.the
theright
righttotouse
usethe
theasset)
asset)and
and
–– exclude
paymentsfor
forother
otherelements
elementsininthe
thearrangement
arrangement
excludepayments
(e.g.
(e.g.for
forservices
servicesand
andthe
thecost
costofofinputs).
inputs).
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Leases (HKAS 17)

For
Rent
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Leases – Separate Measurement
1. Introducing several new paragraphs
¾ New requirements with significant
impact, mainly ……

Separate
Separate
measurement
measurement

(of
(ofthe
theland
landand
andbuildings
buildings
elements)
at
the
elements) at theinception
inception
ofofthe
thelease
lease
Land
Land and
and
Building
Building

Building
Building
only
only

Land only
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Leases – Separate Measurement
• As before, lease classification is made
– at the inception of the lease
– leases of land and buildings are classified as operating or finance
leases
¾ in the same way as leases of other assets

Building
Building
only
only

Land only
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Leases – Separate Measurement
Lease
Lease of
of land
land
• Land normally has an indefinite economic life
• If title of leasehold land is not expected to pass to the lessee
⇒ Lessee normally does not receive substantially all of the
risks and rewards incidental to the ownership
⇒ In which case the lease of land will be an operating lease
•

payment acquiring such leasehold represents
prepaid lease payments

•

amortised over the lease term in accordance with
the pattern of benefits provided

Land only
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Leasehold land
without title pass

Operating
Operating
Lease
Lease
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Leases – Separate Measurement
Lease
Lease of
of land
land
If a lease contains land and buildings
elements
¾ 2 elements are considered
separately for lease classification
If title of both elements is expected to
pass to the lessee
¾ Both elements are classified as
finance lease
If title of land or both elements is
NOT expected to pass to the lessee
¾ The land element alone is
normally classified as an
operating lease
¾ The building element is
considered separately

Lease
Lease of
of land
land and
and buildings
buildings
Title passed to
the lessee?

Yes

No

Land
Land

Building
Building

Operating
Operating
Lease
Lease

Finance
Finance
Lease
Lease
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Leases – Separate Measurement
Lease
Lease of
of land
land and
and buildings
buildings
• To classify and account for a lease of land and buildings
• the minimum lease payments (including any lump-sum upfront payments)
are allocated between
– the land and
Relative
RelativeFair
FairValue
Value
– the buildings elements
• in proportion to the relative fair values of the leasehold interests in the land
element and buildings element of the lease at the inception of the lease

Building
Building
only
only

Land only
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Leases – Separate Measurement
Lease
Lease of
of land
land and
and buildings
buildings
Title passed to
the lessee?
Minimum
Minimumlease
leasepayment
paymentallocated
allocated
ininproportion
proportionto
tothe
therelative
relativefair
fair
values
valuesof
ofland
landand
andbuilding
buildingelements
elements

Yes

No
Can land and building be
reliably separated?
Yes
Land
Land

Operating
Operating
Lease
Lease

No

Building
Building

Finance
Finance
Lease
Lease
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Leases – Separate Measurement
Example
Example
Entity A

10 years later, Entity B “acquired” the interest of
the land and building from Entity A for own use

•• paid
paid aa land
land premium
premium
to
to lease
lease aa land
land from
from Assuming Entity B “acquired” the property at
HK$20 million and at that time
the
the HKSAR
HKSAR
 A similar land has a fair value of $12M
government
government for
for 50
50
 Construction cost of a similar building is $4M
years
years
•• then,
then, constructed
constructed aa
•• HK$
HK$20M
20Mto
tobe
beseparated
separatedin
inproportion
proportionto
to
building
building on
on the
the land
land
the
relative
fair
values
of
the
land
the relative fair values of the landand
and
for
for own
own use
use
building
buildingelement
elementat
atthe
theinception
inceptionof
ofthe
the
lease,
i.e.
by
HK$
12M
to
HK$
4M
lease, i.e. by HK$ 12M to HK$ 4M
•• Then,
Then,the
theseparate
separatemeasurement
measurementwill
willresult
result
in:
in:
Land
==HK$15M
($20M×$12M
×$12M//$16M)
$16M)
Land
HK$15M ($20M
Building
Building ==HK$
HK$ 5M
5M ($20M
($20M×× $$4M
4M//$16M)
$16M)
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Leases – Separate Measurement
Lease
Lease of
of land
land and
and buildings
buildings
• If the lease payments cannot be allocated reliably between the 2
elements
– the entire lease is classified as a finance lease
– unless it is clear that both elements are operating leases,
in which case the entire lease is classified as an operating lease

• For a lease of land and building if the land is immaterial
– The lease may be treated as a single unit and
classified as finance or operating leases

Building
Building
only
only

Land only
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Leases – Separate Measurement
Case
Case

Accounting policy on finance lease on properties (annual report 2005):
• On adoption of the deemed cost at the date of Merger (2001), the Group
made reference to the independent property valuation conducted as at 31
Aug. 2001 for the purpose of the Merger, which did not split the values of the
leasehold properties between the land and buildings elements.
• Any means of subsequent allocation of the valuation of the leasehold
properties at the date of Merger between the land and buildings elements
would be notional and therefore would not represent reliable information.
• It is determined that the values of the land and buildings elements of the
Group’s leasehold properties cannot be reliably split and the leasehold
properties are treated as finance leases.
• The Group has also adopted the revaluation model under HKAS 16 by which
assets held for own use arising under these finance leases are measured at
fair value less any accumulated depreciation and impairment losses.
© 2005-06 Nelson
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Leases – Separate Measurement
Can the lease of land and
building be reliably separated?
Cannot be
reliably separated

Reliably
separated

Land
Landand
and
Building
Building

Building
Building

Land
Land

Finance
Finance
Lease
Lease

Finance
Finance
Lease
Lease

Operating
Operating
Lease
Lease

Cost
Cost
Model
Model

Revaluation
Revaluation
Model
Model

Cost
Cost
Model
Model

Revaluation
Revaluation
Model
Model

At
AtCost
Cost
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Leases – Transition
The adoption of HKAS 17 represents a change in accounting policy.
HKAS 17 requires:
An entity that has previously applied SSAP 14 (revised 2000) shall
apply the amendments made by HKAS 17 retrospectively for all leases
Retrospective
Retrospective
Application
Application

© 2005-06 Nelson

⇒ as if that policy had always been applied
⇒ restate opening balance of retained earnings
⇒ restate comparative figures
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Leases – HK Interpretation 4
In accordance HKAS 17
• Lease payments under an operating lease shall be recognised as an
expense on a straight-line basis over
the Lease Term ( unless another systematic basis is more representative
of the time pattern of the user’s benefit)

Lease Term is defined as the non-cancellable period for which
• the lessee has contracted to lease the asset
• together with any further terms
Lessee
Lessee has
has
– for which the lessee has the option to continue to the option
the option
lease the asset, with or without further payment,
At the
the
– when at the inception of the lease it is reasonably At
inception
inception
certain that the lessee will exercise the option.
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Leases – HK Interpretation 4
HK-Int. 4 further interprets that:
• For the purpose of applying the amortisation
requirements under HKAS 16 and 17
– the lease term of a HK land lease shall be
determined by reference to the legal form and
status of the lease
– renewal of a lease is assumed only when
• the lessee has a renewal option
and
• it is reasonably certain at the inception of the lease
that the lessee will exercise the option.

Further ……

Lessee
Lessee has
has
the
the option
option
At
At the
the
inception
inception

Options
Options for
for extending
extending the
the lease
lease term
term that
that are
are not
not at
at the
the
discretion
discretion of
of the
the lessee
lessee shall
shall not
not be
be taken
taken into
into account
account by
by
the
the lessee
lessee in
in determining
determining the
the lease
lease term.
term.
© 2005-06 Nelson

36

18

Leases – HK Interpretation 4
As a result (HK-Int. 4 also specifically stated)
• Lessees shall not assume that the lease term of a HK
land lease will be extended for a further 50 years, or any
other period
– while the HKSAR Government retains the sole
discretion as to whether to renew
• Any general intention to renew certain types of property
leases expressed by the HKSAR Government
– is not sufficient grounds for a lessee to include such
extensions in the determination of the lease term for
amortisation

Lessee
Lessee has
has
the
the option
option
At
At the
the
inception
inception

Options
Options for
for extending
extending the
the lease
lease term
term that
that are
are not
not at
at the
the
discretion
of
the
lessee
shall
not
be
taken
into
account
discretion of the lessee shall not be taken into account by
by
the
the lessee
lessee in
in determining
determining the
the lease
lease term.
term.
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Leases – HK Interpretation 4
Example
Example
• Entity ABC has a property bought in 1980 and it is located in Cheung
Sha Wan.
• According to the land search, the lease term with the HK SAR
government should expire in 30 June 1997.
• Based on SSAP 14 and 17, the land and building had been depreciated
over 50 years previously.
• Please discuss the implication under HKAS 17.
•• Then,
Then,an
anauditor
auditorissued
issuedaaletter
letterto
toABC
ABCas
asfollows:
follows:
Dear
DearRaymond,
Raymond,for
forthe
theamortisation
amortisationissue
issuewe
wediscussed,
discussed,we
weconsider
considerthat
thatthe
the
estimated
estimateduseful
usefullife
lifeofofthe
theland
landshould
shouldbe
be2047
2047but
butititshould
shouldnot
notbe
be1997.
1997.
Therefore,
Therefore,the
theland
landcost
costshould
shouldbe
beamortised
amortiseduntil
until2047.
2047.
Our
Ourjudgement
judgementisisbased
basedon
onthe
theHKSA’s
HKSA’sthe
theaccounting
accountingguideline
guidelineissued
issuedon
on
1990s
1990sfor
forthe
thetreatment
treatmentofofland
landtitle
titleininthe
thenew
newKowloon
Kowloonarea.
area. InInfact,
fact,the
theland
land
use
useright
rightshould
shouldhave
havebeen
beenalready
alreadyautomatically
automaticallyextended
extendedtoto2047.
2047.

•• Please
Pleasecomment.
comment.
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Investment Property (HKAS 40)
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Definitions – Revised
• Amended and clearer definition on an investment property
SSAP 13
An investment property is an interest in land and/or buildings:
a) in respect of which construction work and development have
been completed; and
b) which is held for its investment potential, any rental income
being negotiated at arm’s length
HKAS 40
Investment property is property (land or a building – or part of a
building – or both) held (by the owner or by the lessee under a
finance lease) to earn rentals or for capital appreciation
or both, rather than for:
a) use in the production or supply of goods or
services or for administrative purposes; or
b) sale in the ordinary course of business
© 2005-06 Nelson
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Definitions – Revised
Example
Example
• Amended and clearer definition on an investment property
Examples
SSAP
13 of investment property under HKAS 40 include:
An
investment
is an
interest leases
in land and/or buildings:
• Property leasedproperty
out under
operating
a) in respect
oflong-term
which construction
work and development have
• Property
held for
capital appreciation
been completed; and
• Property held for a currently undetermined future use
b) which is held for its investment potential, any rental income
• Vacant
property
to be leased
under operating leases
being
negotiated
at arm’sout
length
HKAS 40
Investment property is property (land or a building – or part of a
building – or both) held (by the owner or by the lessee under a
finance lease) to earn rentals or for capital appreciation
or both, rather than for:
a) use in the production or supply of goods or
services or for administrative purposes; or
b) sale in the ordinary course of business
How’s about property held by the lessee under
an operating lease?
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Definitions – Extend to Operating Leases
• A property interest
– that is held by a lessee under an operating lease
may be classified and accounted for as
An entity has a choice
investment property if, and only if
• the property would otherwise meet the definition of an
investment property and
• the lessee uses the Fair Value Model
• This classification alternative is available on a property-by-property
basis
• However, once this classification alternative is selected for
one such property interest held under an operating lease,
all properties classified as investment property shall
be accounted for using the Fair Value Model

Simple?
Simple?
© 2005-06 Nelson

Let’s
term
classification
as
Let’s
term this
thisheld
classification
as
How’s about
property
by the lessee
under
“
Operating
Lease
IP
Alternative
””
“
Operating
Lease
IP
Alternative
an operating lease?
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Measurement after Recognition
Introduce Cost Model and choose either
and

Fair
Fair Value
Value Model
Model
Cost
Cost Model
Model

• HKAS 40 implicitly implies that the choice can only be elected on
the first-time adoption of HKAS 40
• The model chosen should be applied to all investment properties,
except for some identified exceptions.
• However, even Cost Model is adopted, HKAS 40 still requires all
entities to determine the fair value of investment property ……
• For disclosure purpose, the fair value of the investment property has to
be disclosed in notes to the financial statement!
• In determining the fair value of investment property for both cost model
and fair value model
⇒ an entity is only encouraged, but not required, to rely on a
professional valuer’s valuation
© 2005-06 Nelson
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Measurement after Recognition
After initial recognition, an entity that chooses →
• shall measure all of its investment property at
fair value, except in the cases that

Fair
Fair Value
Value Model
Model

1. the fair value cannot be determined reliably, or
2. the cost model is chosen for the investment property backing liabilities
that pay a return linked directly to the fair value of, or returns from
specific assets including that investment property

• When a property interest held by a lessee under an operating
lease is classified as an investment property
⇒ the fair value model must be applied for all investment
properties
• A gain or loss arising from a change in the fair value of
investment property shall be recognised in profit or loss for
the period in which it arises
Depreciation?
Tax Implication?
© 2005-06 Nelson
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Measurement after Recognition
HKAS 40
• Uses fair value, instead of open market value

Fair
Fair Value
Value Model
Model

– but in substance, they are similar
– not the same as SSAP 13, HKAS 40 only encourages, but not
requires, a profession valuation on a fair value

• Fair value is defined as the amount for which an asset could be
exchanged between knowledgeable, willing parties in an arm’s length
transaction
– Same definition used in other HKFRSs and HKASs
– But HKAS 40 provides more explanations unique for a fair value of a property

• The fair value of investment property shall reflect
market conditions at the balance sheet date

No depreciation
required in
HKAS 40

Depreciation?
Tax Implication?

Not our concern this time!
But be careful, good & bad …...
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Measurement after Recognition
Case
Case
Interim Report 2005 clearly stated that:
• The directors consider it inappropriate for the company
to adopt two particular aspects of the new/revised
HKFRSs as these would result in the financial
statements, in the view of the directors, either:
• not reflecting the commercial substance of the business or
• being subject to significant potential short-term volatility, as
explained below …….

© 2005-06 Nelson
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Measurement after Recognition
Case
Case
Interim Report 2005 clearly stated that:
• HKAS 40 “Investment property” requires an assessment of
the fair value of investment properties.
• The group intends to follow the same accounting treatment
as adopted in 2004, which is to value such investment
properties on an annual basis.
• Accordingly, the investment properties were not revalued at
30 June 2005, since the directors consider that such change
of practice could introduce a significant element of shortterm volatility into the income statement in respect of assets
which are being held on a long-term basis by the group ……
• It is not practicable to estimate the financial effect of this
non-compliance as no interim valuation of the properties has
been conducted.

At
Atyear-end,
year-end,revaluation
revaluationwould
wouldstill
stillbe
beconducted.
conducted.
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However,
However,2005
2005Final
FinalResults
Results
Measurement after Recognition
Announcement
Announcementdisclosed
disclosedthat
that

Case
Case

Interim Report 2005 clearly stated that:

provision
provisionfor
fordeferred
deferredtax
taxwas
wasfinally
finally
made
with
regard
to
revaluation
made with regard to revaluationofof
the
theHK
HKinvestment
investmentproperties
properties(total
(total
HK$2.2
-end.
year
HK$2.2billion)
billion)atat2005
2005yearyear-end.

• HKAS 12 “Income Taxes”, together with HKAS-INT 21 “Income Taxes –
Recovery of Revalued Non-Depreciable Assets”, requires deferred taxation
to be recognised on any revaluation movements on investment properties.
• It is further provided that any such deferred tax liability should be calculated
at the profits tax rate in the case of assets which the management has no
definite intention to sell.
• The company has not made such provision in respect of its HK investment
properties since the directors consider that such provision would result in the
financial statements not reflecting the commercial substance of the business
since, should any such sale eventuate, any gain would be regarded as
capital in nature and would not be subject to any tax in HK.
• Should this aspect of HKAS 12 have been adopted, deferred tax liabilities
amounting to HK$2,008 million on the revaluation surpluses arising from
revaluation of HK investment properties would have been provided.
(estimate - over 12% of the net assets at 30 June 2005)
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Transitional Arrangements
Fair Value
Value Model
Model
Adopted → Fair
• Opening balance of retained earnings shall be adjusted
• Comparative information

Example: listed co.
– Entities previously disclosed the property’s fair value
⇒ encourage (but not require) to restate comparative information
– Entities NOT previously disclosed the property’s fair value
⇒ shall NOT restate comparative information
Example: unlisted
⇒ shall disclose this fact
co., charities
Included the charities taken

Cost
Cost Model
Model
Adopted →
exemption of SSAP 13 before
• Deem the carrying amount of an investment property immediately
before the applying HKAS 40 on its effective date (or earlier) as its cost
– Any adjustments shall be made to the opening balance of retained earnings
for the period in which HKAS 40 is first applied
– Depreciation on deemed cost commences from the time at which HKAS 40
is first applied
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Application of HKAS 17 & 40 in HK
Any element held
under lease?

Whether the
element can
be reliably
separated?

Choose the
available
options

Can the lease of land and
building be reliably separated?

Cannot be
reliably separated

Reliably
separated

Land
Landand
and
Building
Building

Building
Building

Land
Land

Finance
Finance
Lease
Lease

Finance
Finance
Lease
Lease

Operating
Operating
Lease
Lease

Cost
Model

Fair Value
Model

Cost
Model

Under
HKAS 40
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Fair Value
Model

At Cost

Fair Value
Model

Under
HKAS 17

Under
HKAS 40
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Application of HKAS 17 & 40 in HK
Example
Example
•• Can
CanPPE
PPEor
orInvestment
InvestmentProperty
PropertyininHK
HKor
or
PRC
be
carried
at
cost
model
after
the
PRC be carried at cost model after the
adoption
adoptionof
ofHKAS
HKAS17
17and
andHKAS
HKAS40?
40?
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Land and building
Application of HKAS
& 40
in HK
separated
cannot17
be reliably

Property
Propertyfor
for
own
ownuse
use

Finance
Finance
Lease
Lease

Investment
Investment
property
property

Finance
Finance
Lease
Lease
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Revaluation
Model
Cost
Model

Fair Value Model
Cost
Model

Under
HKAS 16

Under
HKAS 40
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Land and building
Application of HKAS
17
& separated
40 in HK
reliably
can be

More
More companies
companies
have
have argued
argued ……
……

Building
Building

Land
Land

Finance
FinanceLease
Lease

Operating
OperatingLease
Lease

Under HKAS 16

Property
Propertyfor
for
own
ownuse
use

1st Choice

Cost
Model

Cost
Model

2nd Choice

Revaluation
Model

Cost
Model
Under
HKAS 17

Under HKAS 40

Investment
Investment
property
property

1st Choice

Cost
Model

Cost
Model

2nd Choice

Fair Value
Model

Cost
Model

3rd Choice

Fair Value
Model

Fair Value
Model

Under
HKAS 40
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Application of HKAS 17 & 40 in HK
Example
Example
•• Can
CanPPE
PPEor
orInvestment
InvestmentProperty
PropertyininHK
HKor
or
PRC
be
carried
at
cost
model
after
the
PRC be carried at cost model after the
adoption
adoptionof
ofHKAS
HKAS17
17and
andHKAS
HKAS40?
40?
• PPE can be carried at cost model if either:
– The lease of land and building cannot be reliably allocated between
land and building element
• The whole lease will be
– classified as finance lease (other than exception case) and
– then accounted for at cost model under HKAS 16; or
– The lease of land and building can be reliably allocated between land
and building
• The land is carried at amortised cost under HKAS 17
• The building is carried at cost model under HKAS 16
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Application of HKAS 17 & 40 in HK
Land and building
cannot be reliably separated
Property
Propertyfor
for
own
ownuse
use

Finance
Finance
Lease
Lease

Cost
Model

Under
HKAS 16

Land and building
can be reliably separated
Property
Propertyfor
for
own
ownuse
use

Building
Building

Land
Land

Finance
FinanceLease
Lease

Operating
OperatingLease
Lease

Under HKAS 16
Cost
Model

Under HKAS 17
Cost
Model
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Application of HKAS 17 & 40 in HK
Case
Case
Annual Report 2005
• In the opinion of the directors, the lease payments
of the Group cannot be allocated reliably between
the land and building elements, therefore, the
entire lease payments are included in the cost of
land and building and are amortised over the
shorter of the lease terms and useful lives.

Annual Report 2005
• As the Group’s lease payments cannot be
allocated reliably between the land and buildings
elements, the entire lease payments are included
in the cost of the land and buildings as a finance
lease in property, plant and equipment.
• The adoption of HKAS 17 has not resulted in any
change in the measurement of the Group’s land
and buildings.
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Application of HKAS 17 & 40 in HK
Example
Example
•• Can
CanPPE
PPEor
orInvestment
InvestmentProperty
PropertyininHK
HKor
or
PRC
be
carried
at
cost
model
after
the
PRC be carried at cost model after the
adoption
adoptionof
ofHKAS
HKAS17
17and
andHKAS
HKAS40?
40?
• Investment Property can be carried at cost model if either:
– The lease of land and building cannot be reliably allocated between
land and building element
• The whole lease will be
– classified as finance lease (other than exception case) and
– then accounted for at cost model under HKAS 40; or
– The lease of land and building can be reliably allocated between land
and building
• The land is carried at amortised cost under HKAS 17
• The building is carried at cost model under HKAS 40

© 2005-06 Nelson

57

Application of HKAS 17 &Disclose
40 in
fair
Disclose
fair HK
Land and building
cannot be reliably separated
Investment
Investment
property
property

Finance
Finance
Lease
Lease

value
valueon
onwhich
which
element?
element?

Cost
Model

Under
HKAS 40

Land and building
can be reliably separated
Investment
Investment
property
property
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Building
Building

Land
Land

Finance
FinanceLease
Lease

Operating
OperatingLease
Lease

Under HKAS 40
Cost
Model

Under HKAS 17
Cost
Model
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Effects of Changes in Foreign Exchange Rates
(HKAS 21)
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Approach in HKAS 21
Determine
Determine Functional
Functional
Currency
Currency

1. In preparing financial statements, each entity
determines its functional currency.

Translate
Translate Foreign
Foreign
Currency
Currency Transactions
Transactions

2. The entity translates foreign currency items or
transactions into its functional currency and
reports the effects of such translation.

Translate
Translate Foreign
Foreign
Operation
Operation or
or Whole
Whole Set
Set

3. The results and financial position of any
individual entity (say subsidiary, associate or
branches) within the reporting entity (say
parent) whose functional currency differs from
the presentation currency of the reporting
entity are translated.
4. If the entity’s presentation currency differs
from its functional currency, its results and
financial position are also translated into the
presentation currency.
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What is Foreign Currency?
Determine
Determine Functional
Functional
Currency
Currency

1. In preparing financial statements, each entity
determines its functional currency.

• Foreign currency is a currency other than the
functional currency of the entity.
• Functional currency is the currency of the primary
economic environment in which the entity operates.
• Presentation currency is the currency in which the
financial statements are presented.
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Indicators to Determine
Functional
Functionalcurrency
currencyisisthe
thecurrency
currencyof
ofthe
theprimary
primaryeconomic
economic
environment
environmentininwhich
whichthe
theentity
entityoperates.
operates.
• Primary indicators
a) the currency
i) that mainly influences sales prices for goods and services, and
ii) of the country whose competitive forces and regulations mainly
determine the sales price of its goods and services.
b) the currency that mainly influences labour, material and other costs of
providing goods or service.

• Other indicators in determining functional currency
a) the currency in which funds from financing activities (ie issuing debt and
equity instruments) are generated.
b) the currency in which receipts from operating activities are usually retained.
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Indicators to Determine
Functional
Functionalcurrency
currencyisisthe
thecurrency
currencyof
ofthe
theprimary
primaryeconomic
economic
environment
in
which
the
entity
operates.
environment in which the entity operates.
• When the above indicators are mixed and the functional currency is not obvious
– management uses its judgement to determine the functional currency that
most faithfully represents the economic effects of the underlying
transactions, events and conditions.
• An entity’s functional currency reflects the underlying transactions, events and
conditions that are relevant to it
– once determined, the functional currency is not changed unless there is a
change in those underlying transactions, events and conditions.
• If the functional currency is the currency of a hyperinflationary economy, the
entity’s financial statements are restated in accordance with HKAS 29
– An entity cannot avoid restatement in accordance with HKAS 29 by, for
example, adopting as its functional currency a currency other than the
functional currency determined in accordance with HKAS 21 (such as the
functional currency of its parent).
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Indicators to Determine
Example
Example
Functional
Functionalcurrency
currencyisisthe
thecurrency
currencyof
ofthe
theprimary
primaryeconomic
economic
environment
environmentininwhich
whichthe
theentity
entityoperates.
operates.
• If a PRC factory reports its financial statements in RMB.
• Its HK parent makes all the payments for the PRC factory in HK$.
• All the products of the PRC factory are delivered back to HK for selling
in HK$.
• Which currency is the foreign currency of the PRC factory under HK
SSAP 11 and HKAS 21?
•• Under
Under HK
HK SSAP
SSAP 11
11
••
••

The
The reporting
reporting currency
currency isis Æ
Æ
The
foreign
currency
Æ
The foreign currency is
is
Æ

RMB
RMB
HK$
HK$

•• Under
Under HKAS
HKAS 21
21
••
••

The
The functional
functional currency
currency is
is
The
foreign
currency
The foreign currency is
is
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Æ
Æ
Æ
Æ

HK$
HK$
RMB
RMB

Same
Same as
as SME-FRS
SME-FRS now
now
What
Whatisisthe
theimplication
implication
on
the
books
on the booksof
ofPRC
PRC
factory?
factory?
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Indicators to Determine
Case
Case

• In its 2005 Interim Report, full set of HKFRS was adopted:
– The functional currency of each of the consolidated entities has
been re-evaluated based on the guidance to the revised HKAS 21.

• Accounting policy on functional and presentation currency:
– Items included in the financial statements of each of the Group
entities are measured using the currency of the primary economic
environment in which the entity operates (“the functional
currency”).
– The consolidated financial statements are presented in HK dollars,
which is the Company’s functional and presentation currency.
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Financial Instrument
(HKAS 32 and 39)

© 2005-06 Nelson

66

33

Summary of Changes
Scope
Scope
Definitions
Definitions
Initial
Initial
Recognition
Recognition

• Extended the scope to all contract to buy and
sell of non-financial items that meet the scope.
• Financial instruments, including derivatives,
are clearly defined.
• All financial instruments, including derivatives,
are recognised in the balance sheet (on
balance sheet).

Measurement
Measurement

• Except for strict conditions are fulfilled, all
financial assets are measured at fair value

Derecognition
Derecognition

• Detailed derecognition rules are set out.
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Initial Recognition
Scope
Definitions
Initial
Initial
Recognition
Recognition

© 2005-06 Nelson

• All financial instruments, including derivatives,
are recognised in the balance sheet (on
balance sheet).
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Initial Recognition
Financial
Financial
instrument
instrument

Financial
Financial
asset
asset
Financial
Financial
liability
liability

Initial Recognition
Trade Date
Accounting

Regular Way
of purchase
or sale

• An entity shall recognise financial instruments on its balance sheet when and
only when the entity becomes a party to the contractual provisions of the
instruments
¾ Implies trade date accounting for all cases
¾ Only a regular way purchase or sale (e.g. purchase of derivatives is not a
regular way of purchase) can be accounted for by
• either trade date accounting or settlement date accounting
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Initial Recognition & Measurement
Financial
Financial
instrument
instrument

Financial
Financial
asset
asset
Financial
Financial
liability
liability

Initial Recognition
Trade Date
Accounting

Regular Way
of purchase
or sale

• When a financial asset or financial liability is
Initial Measurement
recognised initially, an entity shall measure
Fair Value
the financial asset or a financial liability
+
– at its fair value
Transaction Cost
– plus transaction costs (except for those
classified at fair value through profit or loss)
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Initial Recognition & Measurement
Example
Example
Fair value at Initial Recognition – Low Interest Loan
• Entity A grants a 3-year loan of HK$50,000 to an important new
customer in 1 Jan. 2005
– The interest rate on the loan is 4%
– The current market lending rates for similar loans to customers with
a similar credit risk profile is 6%
• Entity A believes that the future business to be generated with this new
customer will lead to a profitable lending relationship.
•• On
Oninitial
initialrecognition,
recognition,Entity
EntityAAshould
shouldrecognise
recognisethe
thecarrying
carryingamount
amount
of
ofthe
theloan
loanat
atthe
thefair
fairvalue
valueof
ofthe
thepayments
paymentsthat
thatititwill
willreceive
receivefrom
fromthe
the
customer.
customer.
•• How
Howisisthe
thefair
fairvalue
valueof
ofthe
thepayments
paymentsat
atinitial
initialrecognition
recognitioncalculated?
calculated?
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Initial Recognition & Measurement
Example
Example
Cash inflow Discount factor

Present value

31.12.2005

$ 50,000 x 4% = $ 2,000

1 / (1 + 6%)1

$ 1,887

31.12.2006

$ 2,000

1 / (1 + 6%)2

$ 1,780

31.12.2007

$ 52,000

1 / (1 + 6%)3

$ 43,660

Fair value at initial recognition

$ 47,327

•• Discounting
Discountingthe
theinterest
interestand
andprincipal
principalrepayments
repaymentsusing
usingthe
themarket
market
rate
of
6%,
Entity
A
will
recognise
an
originated
loan
of
HK$47,327.
rate of 6%, Entity A will recognise an originated loan of HK$47,327.
•• The
Thedifference
differenceof
ofHK$2,673
HK$2,673isisexpensed
expensedimmediately
immediately
–– as
asthe
theexpectation
expectationabout
aboutfuture
futurelending
lendingrelationships
relationshipsdoes
doesnot
not
qualify
qualifyfor
forrecognition
recognitionas
asan
anintangible
intangibleasset.
asset.
© 2005-06 Nelson

72

36

Measurement after Recognition
Scope
Definitions
Initial
Recognition
Measurement
Measurement

• Except for strict conditions are fulfilled, all
financial assets are measured at fair value

4-category
4-category classification
classification will
will affect
affect the
the subsequent
subsequent measurement
measurement
of
of financial
financial assets
assets (but
(but not
not the
the initial
initial measurement).
measurement).
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Measurement – Classification
FA
AFS
HTM
FA at
at FV
FV
AFS financial
financial
HTM
through
assets
investments
through P/L
P/L
assets
investments

Loans
Loans and
and
receivables
receivables

Financial
Financial
asset
asset
Financial
Financial
instrument
instrument
Financial
Financial
liability
liability

4-category
4-category classification
classification will
will affect
affect the
the subsequent
subsequent measurement
measurement
of
financial
assets
(but
not
the
initial
of financial assets (but not the initial measurement).
measurement).
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Measurement – Classification
FA
FA at
at FV
FV
through
through P/L
P/L

Definition – for Financial Assets at Fair Value through P/L

A financial asset that meets either of the following 2 conditions.
a) It is classified as held for trading, if:
An entity has NO choice
i) it is acquired/incurred principally for the purpose
of selling or repurchasing it in the near term;
ii) there is evidence of a recent actual pattern of shortterm profit-taking on it; or
iii) a derivative
(except for a designated and effective hedging instrument)

b) Upon initial recognition it is designated by the
entity as at fair value through profit or loss, except for
investments in equity instruments that
• do not have a quoted market price in
an active market, and
• whose fair value cannot be reliably measured.

An entity has a choice

But
But ……
…… new
new
requirements
requirements for
for
2006
2006
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Measurement – Classification
A Financial
Asset

Held for trading (or
derivative)?

Yes

No

Upon initial recognition, Yes
designated at FA at FV
through
through
P/L (ifP/L?
allowed)?

Derivative?
No

Yes

Financial
Financial
asset
asset

Designated and
effective hedging
instrument?

Yes

No

Hedge
Accounting

New requirements in 2006
– The Fair Value Option (Jul. 2005)

To be discussed
later

• Restrict a company’s option in
designating a financial asset (or
financial liability) at FV through P/L
• Only allow to designate if conditions
are met

33 Conditions
Conditions
to
to Designate
Designate
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FA
FA at
at FV
FV
through
through P/L
P/L
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Measurement – Classification
FA
FA at
at FV
FV
through
through P/L
P/L

Financial
Financial
asset
asset

Definition – for Financial Assets at Fair Value through P/L

Effective from 1.1.2006: Upon initial recognition, an
entity may designate a financial asset or financial liability
as at fair value through profit or loss only:
• when permitted by paragraph 11A of HKAS 39 (in
order to avoid separation of embedded derivative from
hybrid contract), or
• when doing so results in more relevant information,
because either
i) it eliminates or significantly reduces a
measurement or recognition inconsistency
ii) financial assets, financial liabilities or both is
managed and its performance is evaluated on a
fair value basis

1.
1. Embedded
Embedded
Derivative
Derivative Condition
Condition
2.
2. Eliminates
Eliminates
Inconsistency
Inconsistency
3.
3. Managed
Managed on
on Fair
Fair
Value
Value Basis
Basis

33 Conditions
Conditions
to
to Designate
Designate
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Measurement – Classification
FA at FV
through P/L

AFS
AFS financial
financial
assets
assets

Definition – for Available-for-sale financial assets

• Those non-derivative financial assets that are designated
as available for sale, or
An entity has a choice
• Those not classified into other categories
• Implies
⇒ Except for those held for trading, all the remaining
financial assets can be designated as AFS financial
assets
⇒ Loans and receivables and HTM investments can also
be initially designated as AFS financial assets
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Measurement – Classification
FA at FV
through P/L

AFS financial
assets

HTM
HTM
investments
investments

Definition
for Held-to-Maturity Investments

• Non-derivative financial assets with fixed or determinable
payments and fixed maturity
• That the entity has the positive intention and ability to hold to
maturity, other than
– those initially designated as FA at FV through P/L
– those designated as AFS financial assets
– those that meet the definition of loans and receivables
• A debt instrument with a variable interest rate can satisfy the criteria for a
HTM investment.
• Equity instruments cannot be HTM investments either
– because they have an indefinite life (such as ordinary shares) or
– because the amounts the holder may receive can vary in a manner that is
not predetermined (such as for share options, warrants and similar rights).
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Measurement – Classification
Subject
Subject to
to

Tainting
Tainting Rule
Rule below
below

HTM
HTM
investments
investments

Definition
for Held-to-Maturity Investments

An entity shall not classify any financial assets as held to maturity
– if the entity has,
• during the current financial year or
• during the two preceding financial years,
• sold or reclassified more than an insignificant amount of held-tomaturity investments before maturity
(more than insignificant in relation to the total amount of held-tomaturity investments)
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Measurement – Classification
FA at FV
through P/L

AFS financial
assets

HTM
investments

Loans
Loans and
and
receivables
receivables

Definition

• Non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market, other than
– those the entity intends to sell immediately or in the near term (which shall
be classified as held for trading)
– those initially designated as FA at FV through P/L
– those initially designated as AFS financial assets
– those for which the holder may not recover substantially all of its the initial
investment, other than because of credit deterioration, which shall be
classified as AFS financial assets
• An interest acquired in a pool of assets that are not loans or receivables is not
a loan or receivable (for example, an interest in a mutual fund or a similar
fund).
• Examples include:
loan assets, trade receivables, rental deposits, deposits held by banks ……
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Measurement after Recognition
Classification determine
Subsequent Measurement
FA
FA at
at FV
FV
through
through P/L
P/L

at Fair Value
(to P/L)

at Fair Value

AFS
AFS financial
financial
(to equity)
assets
assets
at Cost

Except for
• investments in equity instruments that
• do not have a quoted market price in an active
market, and
• whose fair value cannot be reliably measured

HTM
HTM
investments
investments

at Amortised Cost

Loans
Loans and
and
receivables
receivables

at Amortised Cost
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Amortised cost of a financial instrument is:
• amount at which the financial instrument
is measured at initial recognition
• minus principal repayments,
• plus or minus the cumulative amortisation
using the effective interest method, and
• minus any reduction for impairment or
uncollectibility.
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Measurement after Recognition
A Financial
Asset

Held for trading (or
derivative)?

Yes

No

No

Upon initial recognition, Yes
designated at FA at FV
through P/L (if allowed)?
No

Designated as AFS
financial assets?
No

With fixed/determinable
payments?
Yes

With fixed maturity?

Designated and
effective hedging
instrument?

Yes

Derivative?

Yes

No

Yes

Hedge
Accounting

No

To be discussed
later

No

Yes

Has positive intention
and ability to hold to
maturity and fulfils
tainting rule?
Yes

No

With quote in
an active market?

Yes

No
No
With quote in
an active market?
Yes

May recover
substantially all
initial investments
Yes

No

Has a quote at active
market or fair value can
be reliably measured?

No

No

Has a quote at active
market or fair value can
be reliably measured?

Yes

HTM
HTM
investments
investments
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Loans
Loans and
and
receivables
receivables

AFS
AFS financial
financial
assets
assets

Yes

Cost
Cost less
less
impairment
impairment

FA
FA at
at FV
FV
through
through P/L
P/L
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Measurement – Impairment
Subsequent Measurement Impairment
FA
FA at
at FV
FV
through
through P/L
P/L

at Fair Value

AFS
AFS financial
financial at Fair Value
assets
assets
at Cost
HTM
HTM
investments
investments

at Amortised Cost

Loans
Loans and
and
receivables
receivables

at Amortised Cost
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At each balance sheet date
• assess whether there is any
objective evidence that a
financial asset (or group of
financial assets) is impaired.
• Conditions must be fulfilled
in recognising impairment
loss.
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Measurement – Impairment

Outside
Outsidethe
thescope
scope
of
ofHKAS
HKAS36
36

Impairment (if there is objective evidence)
FA
FA at
at FV
FV
through
through P/L
P/L

at Fair Value

AFS
AFS financial
financial at Fair Value
assets
assets
at Cost
HTM
investments
Loans and
receivables

• Implicitly, no impairment review is needed as
gain or loss on change in fair value is recognised
in profit or loss
• 2 conditions to effect impairment loss
1. when a decline in its fair value has been
recognised directly in equity and
2. there is objective evidence that it is impaired
• Then, the cumulative loss recognised directly in
equity shall be
• removed from equity and
• recognised in profit or loss
even the asset has not been derecognised.
• Impairment loss is measured as the difference
between
• the carrying amount of the financial asset, and
• the present value of estimated future cash
flows discounted at the current market rate of
return for a similar financial asset.
85
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Measurement – Impairment

Outside
Outsidethe
thescope
scope
of
ofHKAS
HKAS36
36

Impairment (if there is objective evidence)
FA at FV
through P/L

at Fair Value

AFS financial
assets

at Fair Value
at Cost

HTM
HTM
investments
investments

at Amortised Cost

Loans
Loans and
and
receivables
receivables

at Amortised Cost
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• The amount of impairment loss is
measured as the difference between
– the asset’s carrying amount, and
– the present value of estimated future
cash flows (excluding future credit
losses that have not been incurred)
discounted at the financial asset’s
original effective interest rate (i.e. the
effective interest rate computed at initial
recognition)
• The carrying amount of the asset shall be
reduced either
– directly or
– through use of an allowance account.
• The amount of the loss shall be recognised
in profit or loss.
86

43

Measurement – Impairment

Outside
Outsidethe
thescope
scope
of
ofHKAS
HKAS36
36

Impairment (if there is objective evidence)
FA at FV
through P/L

at Fair Value

AFS financial
assets

at Fair Value
at Cost

HTM
HTM
investments
investments

at Amortised Cost

Loans
Loans and
and
receivables
receivables

at Amortised Cost

Implication?
Implication?
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Sequence of Impairment Assessment
• First assesses whether objective evidence
of impairment exists
– individually for financial assets that are
individually significant, and
– individually or collectively for financial assets
that are not individually significant.

• If an entity determines that no objective
evidence of impairment exists for an
individually assessed financial asset,
whether significant or not
– it includes the asset in a group of financial
assets with similar credit risk characteristics
and collectively assesses them for
impairment.

• Assets that are individually assessed for
impairment and for which an impairment
loss is or continues to be recognised are
not included in a collective assessment of
impairment.
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Measurement – Impairment
Example
Example
Impairment Based on Ageing Analysis
• Entity A calculates impairment in the unsecured portion of loans and
receivables on the basis of a provision matrix
– that specifies fixed provision rates for the number of days a loan has been
classified as non-performing as follows:
• 0% if less than 90 days
• 20% if 90-180 days
• 50% if 181-365 days, and
• 100% if more than 365 days

• Can the results be considered to be appropriate for the purpose of
calculating the impairment loss on loans and receivables?
Not
Notnecessarily.
necessarily.
•• HKAS
HKAS39
39requires
requiresimpairment
impairmentor
orbad
baddebt
debtlosses
lossesto
tobe
becalculated
calculatedas
as
the
difference
between
the
asset’s
carrying
amount
and
the difference between the asset’s carrying amount andthe
thepresent
present
value
valueof
ofestimated
estimatedfuture
futurecash
cashflows
flowsdiscounted
discountedat
atthe
thefinancial
financial
instrument’s
original
effective
interest
rate.
instrument’s original effective interest rate.
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Measurement – Impairment
Case
Case

Hang Seng Bank (2004 Annual Report)
Provisions for bad and doubtful debts
• On adoption of HKAS 39,
– Impairment provisions for advances assessed individually are calculated
using a discounted cash flow analysis for the impaired advances.
– Collective assessment of impairment for individually insignificant items
or items where no impairment has been identified on an individual basis
is made using formula-based approaches or statistical methods.
– Impairment provisions for advances will be presented as individually
assessed and collectively assessed
• instead of specific provisions and general provisions.
– There will be no significant change in the net charge for provisions to
profit and loss account.
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Measurement – Summary

FA
FA at
at FV
FV
through
through P/L
P/L

Subsequent
Measurement

Impairment

Reversal

Reclassification

at Fair Value to P/L

Not required

N/A

Not allowed

at Fair Value to Equity From Equity to P/L
AFS
AFS financial
financial
assets
To P/L
at Cost
assets

Related objectively To HTM or AFS at Cost
to an event for debt
To AFS at Fair Value
instrument only

HTM
HTM
investments
investments

at Amortised Cost

To P/L

Related objectively
to an event

To AFS

Loans
Loans and
and
receivables
receivables

at Amortised Cost

To P/L

Related objectively
to an event

Not described in HKAS
39; implicitly, not
feasible
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Derecognition
Scope
Definitions
Initial
Recognition
Measurement
Derecognition
Derecognition

• Detailed derecognition rules are set out.
Financial
Financial
instrument
instrument

Financial
Financial
asset
asset
Financial
Financial
liability
liability

Derecognition of Financial Assets
An entity shall derecognise a financial asset
when, and only when:
a) the contractual rights to the cash flows from

Direct derecognition

the financial asset expire; or
b) it transfers the financial asset, and
the transfer qualifies for derecognition

Further Test 1:
Asset Transfer Test
Further Test 2:
Risk and Reward Test

General
General principles
principles
•• IfIf passing
⇒
passing both
both Further
FurtherTests
Tests
⇒ derecognise
derecognise the
the asset
asset
Financial
Financial
•• IfIf not
not passing
passing Asset
AssetTransfer
Transfer Test
Test ⇒
⇒ not
not derecognise
derecognisethe
the asset
asset
asset
asset
Financial
•• IfIf passing
the
Asset
Transfer
Test,
but
Financial
passing the Asset Transfer Test, but
instrument
instrument
not
entity’s
not passing
passingRisk
Risk and
andReward
Rewardtest
test ⇒
⇒ consider
consider the
the
entity’s control
control over
overthe
theasset,
asset,
and
andextent
extentof
of continuing
continuing involvement
involvement
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Derecognition of Financial Assets
Consolidate
Consolidate all
all subsidiaries
subsidiaries (including
(including any
any SPE)
SPE) [Para.
[Para. 15]
15]
Determine
Determine whether
whether the
the derecognition
derecognition principles
principles below
below are
are applied
applied to
to aa
part
part or
or all
all of
of an
an asset
asset (or
(or group
group of
of similar
similar assets)
assets) [Para.
[Para. 16]
16]
Have
Have the
the rights
rights to
to the
the cash
cash flows
flows from
from the
the asset
asset expired?
expired? [Para.
[Para. 17(a)]
17(a)]

Yes

Derecognise
Derecognise the
the
asset
asset

No

Continue
Continue to
to
recognise
recognise the
the asset
asset

Yes

Derecognise
Derecognise the
the
asset
asset

Yes

Continue
Continue to
to
recognise
recognise the
the asset
asset

No

Derecognise
Derecognise the
the
asset
asset

No

Has
Has the
the entity
entity transferred
transferred its
its rights
rights to
to receive
receive
the
the cash
cash flows
flows from
from the
the asset?
asset? [Para.
[Para. 18(a)]
18(a)]

Yes

No

Has
Has the
the entity
entity assumed
assumed an
an obligation
obligation to
to pay
pay the
the cash
cash flows
flows from
from the
the
asset
asset that
that meets
meets the
the conditions
conditions in
in paragraph
paragraph 19?
19? [Para.
[Para. 18(b)]
18(b)]
Yes

Has
Has the
the entity
entity transferred
transferred substantially
substantially all
all risks
risks and
and rewards
rewards [Para.
[Para. 20(a)]
20(a)]
No

Has
Has the
the entity
entity retained
retained substantially
substantially all
all risks
risks and
and rewards?
rewards? [Para.
[Para. 20(b)]
20(b)]
No

Has
Has the
the entity
entity retained
retained control
control of
of the
the asset?
asset? [Para.
[Para. 20(c)]
20(c)]
Yes

Continue
Continue to
to recognise
recognise the
the asset
asset
to
to the
the extent
extent of
of the
the entity’s
entity’s continuing
continuing involvement
involvement
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Derecognition of Financial Assets
• If a transfer does not result in derecognition
because the entity has retained substantially all the
risks and rewards of ownership of the transferred
asset, the entity shall
– continue to recognise the transferred asset in
its entirety
– recognise a financial liability for the
consideration received
– in subsequent periods, recognise
•
•

any income on the transferred asset and
any expense incurred on the financial liability.

Has
Has the
the entity
entity retained
retained substantially
substantially all
all risks
risks and
and rewards?
rewards? [Para.
[Para. 20(b)]
20(b)]
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Recognise
Recognise (create)
(create)
aa financial
financial liability
liability
Consideration
received
Yes

Continue
Continue to
to
recognise
recognise the
the asset
asset
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Derecognition of Financial Assets
Example
Example
For SMEs/SMPs ⇒ say Discounted Bills, Factored Trade Receivables
For larger entities ⇒ say Strip and Total return swap
Let’s
Let’s analyse
analyse aa bill
bill discounted
discounted to
to bank
bank
⇒
⇒ At
At present,
present, most
most entities
entities derecognise
derecognise bill
bill receivable
receivable discounted
discounted to
to
bank
bank and
and disclose
disclose itit as
as contingent
contingent liability
liability
⇒
⇒ Is
Is itit appropriate
appropriate under
under new
new derecognition
derecognition criteria?
criteria?
The
The contractual
contractual rights
rights to
to receive
receive the
the
asset’s
asset’s cash
cash flows
flows are
are transferred
transferred
IfIf the
the debtor
debtor is
is default
default on
on the
the payment,
payment, the
the entity
entity has
has to
to repay
repay
the
the bank
bank ⇒
⇒ risks
risks are
are retained
retained by
by the
the entity
entity

Continue to recognise the bill receivables, and recognise a financial liability
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Derecognition of Financial Assets
Case
Case

• In its 2005 Interim Report, full set of HKFRS was
adopted and the report set out that:
– the Group’s discounted bills with recourse,
• which were previously treated as contingent liabilities,
• have been accounted for as collateralized bank
advances prospectively on or after 1 January 2005,
• as the financial asset derecognition conditions as
stipulated in HKAS 39 have not been fulfilled.
Total
Totaladvances
advancesrecognised:
recognised:
Current
Currentliabilities
liabilitiesofofthat
thatdate:
date:
Net
current
assets
of
Net current assets ofthat
thatdate:
date:
© 2005-06 Nelson

HK$
HK$ 822M
822M
7,578M
7,578M
1,229M
1,229M
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Associates & Jointly Controlled Entities
(HKAS 28 and 31)
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97

Scope Amended
• HKAS 28 and HKAS 31 does not apply to associates and interests in
jointly controlled entities when they are held by:
a) venture capital organisations, or
b) mutual funds, unit trusts and similar entities including investmentlinked insurance funds
that upon initial recognition
– are designated as at fair value through profit or loss or
– are classified as held for trading and
accounted for in accordance with HKAS 39.
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Scope Amended
• Equity method (or proportionate consolidation) should be applied on all
associates or jointly controlled entities, except when it meets the
following conditions:
a) the investment is classified as held for sale in accordance with HKFRS 5;
b) the exception in HKAS 27, allowing a parent that has an interest in a jointly
controlled entity not to present consolidated financial statements, applies; or
c) all of the following apply:
i) the investor is a wholly-owned subsidiary, or is a partially-owned
subsidiary of another entity and its other owners do not object to such
non-application;
ii) the investor’s debt or equity instruments are not traded in a public
market;
iii) the investor did not file, nor is it in the process of filing, its financial
statements for issuing any class of securities in a public market; and
iv) the ultimate or any intermediate parent of the investor produces
consolidated financial statements available for public use that comply
with HKFRSs/IFRSs.
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Scope Amended

Implication
Implication
Same in HKAS 28 and HKAS 31
• Unless the above exemption rule can be relied upon
• Otherwise, an entity
– which does not prepare consolidated financial statements and does not
have subsidiaries
– is still required to use Equity Method (or Proportionate Consolidation) in its
financial statements to account for its associates or jointly controlled
entities
– such financial statements are not separate financial statements as
discussed in HKAS 27
© 2005-06 Nelson
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Proportionate Consolidation in HKAS 31
Example
Example
The financial statements of VT and its 50% jointly controlled entity, JCE, are
set out below:
Equity
PCRF
PCRF
2
Method
1
VT JCE
Non-current assets
1,000
PPE
1,000 2,000
1,000
2,000
PPE - JCE
1,000
Interest in JCE
500
1,000
0
0
0
1,500 2,000
Current assets
Inventories
Inventories – JCE
Cash at bank
Cash at bank - JCE

2,000

2,000

2,000

100

500

100

350

100
0

100
0

100
0

150
0

100
250
100
50

200

600

200

500

500

•• HKAS
HKAS31
31“does
“doesnot
notrecommend
recommendthe
theuse
useof
ofthe
theequity
equitymethod
methodbut
butstill
still
permits
the
use
of
the
equity
method,
as
an
alternative
treatment,
permits the use of the equity method, as an alternative treatment,when
when
recognising
recognisinginterests
interestsininjointly
jointlycontrolled
controlledentities.
entities.
© 2005-06 Nelson

101

Presentation and Disclosure
(HKAS 1 and 8)

Highlight Critical Amendments
© 2005-06 Nelson
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Balance Sheet
Minimum requirements on the face of the balance sheet
• As a minimum, the face of the balance sheet shall
include line items that present the following amounts:
a) property, plant and equipment;
b) investment property;
c) intangible assets ……
• The use of different measurement bases for different
classes of assets suggests that their nature or function
differs and, therefore, that they should be presented as
separate line items.
– For example, different classes of property, plant and
equipment can be carried at
• Cost, or
• Revalued amounts
in accordance with HKAS 16 PPE.

In the past, it
use “may need”
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Current/Non-current Distinction
• An entity shall present
– current and non-current assets, and
– current and non-current liabilities,
as separate classifications on the face of its balance sheet
• Except when a presentation based on liquidity provides information
– If that information is reliable and is more relevant
– When that exception applies, all assets and liabilities shall be
presented broadly in order of liquidity
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Current Assets
• An asset shall be classified as current when it satisfies any of the
following criteria:
a) it is expected to be realised in, or is intended for sale or
consumption in, the entity’s normal operating cycle;
b) it is held primarily for the purpose of being traded;
c) it is expected to be realised within 12 months after the balance
sheet date; or
d) it is cash or a cash equivalent
• unless it is restricted from being exchanged or used to settle a
liability for at least 12 months after the balance sheet date.
New
New requirements
requirements

• All other assets shall be classified as non-current.
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Examples:
Examples:
•• Deposits
Deposits pledged
pledged to
to bank
bank (how
(how long?)
long?)
•• Fixed
deposits
over
1
year
maturity
Fixed deposits over 1 year maturity
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Reclassification of Non-Current Assets
• Current vs. non-current assets – to observe HKFRS 5 as
well
• No non-current assets can never be classified as current
unless the criteria set out in HKFRS 5 are fulfilled
•• Assets
Assetsclassified
classifiedas
asnon-current
non-currentininaccordance
accordancewith
withHKAS
HKAS11
shall
not
be
reclassified
as
current
assets
shall not be reclassified as current assets
–– until
untilthey
theymeet
meetthe
thecriteria
criteriato
tobe
beclassified
classifiedas
asheld
heldfor
forsale
saleinin
accordance
with
HKFRS
5
accordance with HKFRS 5

•• Assets
Assetsof
ofaaclass
classthat
thatan
anentity
entitywould
wouldnormally
normallyregard
regardas
as
non-current
that
are
acquired
exclusively
with
a
non-current that are acquired exclusively with aview
viewto
to
resale
resaleshall
shallnot
notbe
beclassified
classifiedas
ascurrent
current

–– unless
unlessthey
theymeet
meetthe
thecriteria
criteriatotobe
beclassified
classifiedas
asheld
heldfor
forsale
saleinin
accordance
accordancewith
withHKFRS
HKFRS55
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Current Liabilities
• A liability shall be classified as current when it satisfies any of the
following criteria:
a) it is expected to be settled in the entity’s normal operating cycle;
b) it is held primarily for the purpose of being traded;
c) it is due to be settled within 12 months after the balance sheet
date; or
d) the entity does not have an unconditional right to defer settlement
of the liability for at least 12 months after the balance sheet date.
New
New requirements
requirements
• All other liabilities shall be classified as non-current.

Implication
Implication
© 2005-06 Nelson

107

Current Liabilities
Revised rules on classifying a liability as current or non-current
• A liability held for traded
⇒ current
• A financial liability due within 12 months after the B/S date ⇒ current
– even if an agreement to refinance on a long-term basis is completed
after the B/S date (only disclosed as non-adjusting event)
• If an entity has discretion to refinance
⇒ non-current
• If an entity without discretion to refinance
⇒ current
• A non-current financial liability is payable on demand with a breach on a
condition of its loan agreement on or before the B/S date
– If the lender agreed not to demand payment
• after the B/S date
⇒ current (only disclosed as non-adjusting event)
• by the B/S date
⇒ non-current
Implication
Implication
© 2005-06 Nelson
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Current Assets and Liabilities
Example
Example

Can
Can the
the following
following be
be classified
classified as
as current
current assets?
assets?
•• 3-month
3-month fixed
fixed deposits
deposits pledged
pledged to
to aa bank
bank to
to secure
secure
aa mortgage
mortgage loan
loan of
of 55 years
years
•• 2-year
2-year fixed
fixed deposits
deposits with
with aa bank
bank

Can
Can the
the following
following be
be classified
classified as
as non-current
non-current liabilities?
liabilities?
•• 5-year
5-year term
term loan
loan matured
matured after
after year
year end
end but
but renewed
renewed
for
for another
another 55 years
years after
after year
year end
end (before
(before the
the issuance
issuance
of
of the
the financial
financial statements)
statements)
•• 2-year
2-year term
term loan
loan to
to be
be matured
matured with
with 12
12 months
months and
and the
the
entity
has
a
right
to
renew
for
another
2
years
entity has a right to renew for another 2 years
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Income Statement
• Minimum requirements on the face of the income statement
• Requires the disclosure on the face of the income statement:
–
–
–
–

Revenue (instead of turnover and other revenue)
Finance costs
Profit or loss for the period, and
The allocation of that amount between
a) Profit or loss attributable to minority interest, and
b) Profit or loss attributable to equity holders of the parent
A similar requirement has been added for the
statement of changes in equity and such allocated
amounts are not to be presented as items of
income or expense

• Not require to disclose the results of operating activities as
a line item on the face of the income statement
Entities can still show it
• An entity shall not present any items of income and expense as
extraordinary items, either on the face of the income statements or
in the notes
Entities can’t use it
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Notes
New disclosures (an entity is required to disclose the following)
• Key sources of estimation uncertainty
– Information about the key assumptions concerning the future, and
other key sources of estimation uncertainty at the balance sheet date,
• that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year
– In respect of those assets and liabilities, the notes shall include details of:
a) their nature; and
b) their carrying amount as at the balance sheet date
Examples
Examples –– in
in the
the absence
absence of
of recently
recently observed
observed market
market prices
prices used
used
to
to measure
measure the
the following
following assets
assets and
and liabilities,
liabilities, future-oriented
future-oriented
estimates
estimates are
are necessary
necessary to
to measure:
measure:
•• the
the recoverable
recoverable amount
amount of
of classes
classes of
of PPE
PPE
•• the
the effect
effect of
of technological
technological obsolescence
obsolescence on
on inventories
inventories
Estimates
Estimates involve
involve assumptions
assumptions about
about such
such items
items as
as
•• the
the risk
risk adjustment
adjustment to
to cash
cash flows
flows or
or discount
discount rates
rates used
used
•• future
changes
in
salaries
and
in
prices
affecting
other
costs.
future
changes
in
salaries
and
in
prices
affecting
other
costs.
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Notes
New disclosures (an entity is required to disclose the following)
• Other disclosures
An entity shall disclose the following, if not disclosed
elsewhere in information published with the financial
statements:
a) the domicile and legal form of the entity,
“shall
“shall disclose”
disclose” now,
now,
its country of incorporation and
instead
of
instead
of “encouraged
“encouraged
the address of its registered office
to
to disclose”
disclose”
(or principal place of business, if different from the
registered office);
b) a description of the nature of the entity’s operations and
its principal activities; and
c) the name of the parent and the ultimate parent of the
group.
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Accounting Policies: Changes
HKFRS
HKFRS issued
issued but
but not
not yet
yet effective
effective
HKAS 8 requires that, when an entity has not applied a new
Standard or Interpretation that has been issued but is not
yet effective, the entity shall disclose:
a) this fact; and
b) known or reasonably estimable information relevant to
assessing the possible impact that application of the
new Standard or Interpretation will have on the entity’s
financial statements in the period of initial application.
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Accounting Policies: Changes
Example
Example
Hong Kong Financial Reporting Standards issued but not yet effective for the year
HKFRSs that have been issued but are not yet effective for the year include the following HKFRSs
which may be relevant to the company’s operations and financial statements:
Effective for annual
periods beginning
on or after
Amendments to HKAS 39 Financial instruments: recognition and
measurement and HKFRS 4 Insurance contracts – Financial guarantee
contracts
HKFRS 7 Financial instruments: disclosures
Amendments to HKAS 1 Presentation of financial statements: capital
disclosures

1 January 2006
1 January 2007
1 January 2007

Initial assessment has indicated that the adoption of these HKFRSs would not have a significant
impact on the company’s financial statements in the year of initial application. The company will
be continuing with the assessment of the impact of these HKFRSs and other significant changes
may be identified as a result.
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Today’s Agenda
Amendments effective for the periods from
1.1.2006
Selected Major Changes from 2005
HKAS 17
Leases
HKAS 40
Investment Property
HKAS 21
Effects of Changes in
Foreign Exchange Rates
HKAS 39
Financial Instruments
HKAS 28 & 31 Associate and JCE
HKAS 1 & 8 Critical Amendments on
Presentation & Disclosures
Amendments
Amendmentseffective
effectivefor
forthe
theperiods
periodsafter
after
1.1.2006
1.1.2006
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Amendment Effective After 1.1.2006
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Amendment Effective After 1.1.2006
Effective from the periods beginning 1 March 2006
• HK(IFRIC) Interpretation 7 Applying the Restatement
Approach under HKAS 29 Financial Reporting in
Hyperinflationary Economies
• HK(IFRIC) Interpretation 8 Scope of HKFRS 2
Effective from the periods beginning 1 June 2006
• HK(IFRIC) Interpretation 9 Reassessment of
Embedded Derivatives
Effective from the periods beginning 1 January 2007
• HKFRS 7 Financial Instruments: Disclosures
• HKAS 1 Amendment Capital Disclosures
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Disclosure Amended by HKFRS 7
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Disclosure Amended by HKFRS 7
• The objective of HKFRS 7 is to require
entities to provide disclosures in their
financial statements that enable users to
evaluate:
1) the significance of financial instruments
for the entity’s
• financial position and
• financial performance; and
2) the nature and extent of risks arising from
financial instruments to which the entity is
exposed
• during the period and
• at the reporting date, and
how the entity manages those risks.

••
••
••

Significance
Significance
Balance
Balancesheet
sheet
Income
Incomestatement
statement
Other
Otherdisclosures
disclosures

Nature
Natureand
andExtent
Extent
•• Qualitative
Qualitativedisclosures
disclosures
•• Quantitative
Quantitativedisclosures
disclosures
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Disclosure Amended by HKFRS 7
• HKFRS 7 supersedes (from 1 Jan. 2007)
– Full HKAS 30
– Para. 51 to 95 of HKAS 32

• As compared with HKAS 30 and 32,
HKFRS 7 has the following attributes:
1. Apply to all entities while HKAS 30
applies to financial institution only
2. Is more correlation with the categories of
financial instruments as defined in
HKAS 39
3. Aim at simplifying the disclosure
requirements of HKAS 32 on risks but
introduced some new disclosures ……
4. HKAS 32 has exemption for comparative
on first year of adoption but HKFRS 7
only provides exemption on the nature
and extent of risks.
© 2005-06 Nelson

Significance
Significance

Nature
Natureand
andExtent
Extent
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Disclosure Amended by HKFRS 7
Nature
Natureand
andExtent
Extent

Quantitative
QuantitativeDisclosures
Disclosures

Market risk
• HKFRS 7 requires the disclosures of sensitivity analysis.
• The disclosures of sensitivity analysis can be achieved
by 2 approaches:
1. Sensitivity analysis for each type of market risk
2. Sensitivity analysis that reflects interdependencies
between risks variables

For
Forexample
example
VaR
VaR
(Value
(Valueat
atRisk)
Risk)

Sensitivity
analysis

© 2005-06 Nelson

121

Disclosure Amended by HKFRS 7
Case
Case
• Early adopted HKFRS 7 in 2005 and its annual
report states that (extract only):
– Risk management techniques, such as Value-at-Risk
(“VaR”) based on historical simulation and portfolio
stress testing, are used to identify, measure and
control foreign exchange risk, equity price risk and
interest rate risks of the Group’s investments.
– VaR measures the expected maximum loss over a
given time interval (a holding period of 10 trading days
is used by the Group) at a given confidence level (95
per cent confidence interval is adopted by the Group)
based on historical data (one year is used by the
Group).
– The Board sets a limit on total VaR of the Group and
VaR is monitored on a weekly basis ……
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Careful
Disclosure Amended byBe
7
BeHKFRS
Careful …..
…..
in
in 2007/08!
2007/08!

Case
Case
• Early adopted HKFRS 7 in 2005 and its annual
report states that (extract only):

− The VaR for each risk factor and the total VaR of the investments of the
Group and HKEx during the year were as follows:
Group

HKEx

2005

2005

Average Highest Lowest
$million $million $million

Average Highest Lowest
$million $million $million

Foreign exchange risk
Equity price risk
Interest rate risk

5
8.5
20.5

6.1
11.2
24

3.6
6.6
14.4

0.2
-

0.7
-

-

Total VaR

23.5

26.9

20.4

0.2

0.7

-
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Capital Disclosures – For 2007
(Amendments to HKAS 1)
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Capital Disclosures for 2007
• An entity shall disclose information that enables users of its financial
statements to evaluate
– the entity’s objectives, policies and processes for managing capital.
•• To
Tocomply
complywith
withthe
thecapital
capitaldisclosures,
disclosures,the
theentity
entitydiscloses
disclosesthe
the
following:
following:
a)
a) qualitative
qualitativeinformation
informationabout
aboutits
itsobjectives,
objectives,policies
policiesand
andprocesses
processesfor
for
managing
managingcapital,
capital,including
including(but
(butnot
notlimited
limitedto):
to):
i)i) aadescription
managesas
ascapital;
capital;
descriptionofofwhat
whatititmanages
ii)ii) when
an
entity
is
subject
to
externally
when an entity is subject to externallyimposed
imposedcapital
capitalrequirements,
requirements,
the
nature
of
those
requirements
and
how
those
the nature of those requirements and how thoserequirements
requirementsare
are
incorporated
incorporatedinto
intothe
themanagement
managementofofcapital;
capital;and
and
iii)
meetingits
itsobjectives
objectivesfor
formanaging
managingcapital
capital. .
iii) how
howititisismeeting
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Capital Disclosures for 2007
b) summary quantitative data about what it manages as capital.
Some entities regard some financial liabilities (e.g. some forms of
subordinated debt) as part of capital.
Other entities regard capital as excluding some components of equity
(e.g. components arising from cash flow hedges).
c) any changes in (a) and (b) from the previous period.
d) whether during the period it complied with any externally imposed capital
requirements to which it is subject.
e) when the entity has not complied with such externally imposed capital
requirements, the consequences of such non-compliance.
These disclosures shall be based on the information provided internally to
the entity’s key management personnel.
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Capital Disclosures for 2007
Case
Case
• Early adopted capital disclosure in 2005 and its
annual report states that (extract only):
– The Group’s objectives when managing capital are:
• To safeguard the Group’s ability to continue as a going
concern, so that it continues to provide returns for
shareholders and benefits for other stakeholders;
• To support the Group’s stability and growth; and
• To provide capital for the purpose of strengthening the
Group’s risk management capability.
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Capital Disclosures for 2007
Case
Case
• Early adopted capital disclosure in 2005 and its
annual report states that (extract only):
– The Group actively and regularly reviews and manages its capital structure to
ensure optimal capital structure and shareholder returns, taking into
consideration the future capital requirements of the Group and capital
efficiency ……
– The Group adopts a dividend policy …… while retaining 10 per cent of the
profit as capital of the Group for future use.
– The Group has set aside $1,500 million of retained earnings for the purpose
of strengthening the risk management regime of the clearing houses and
supporting their roles as central counterparties.
– As in prior years, the Group monitors capital by reviewing the level of capital
that is at the disposal of the Group (“adjusted capital”). Adjusted capital
comprises all components of shareholders’ equity other than the hedging
reserve relating to cash flow hedges, designated reserves and investment
revaluation reserve ……
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