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Introduction
• Tonight’s prerequisite
– adequate knowledge on full set of HKFRSs

• HKFRS 1
– As a summary and checklist of some
complicated HKFRSs and HKASs, including
HKAS 19, 21 and 39 and HKFRS 4, 6 and 7
– Provides some exemptions and compulsory for
the entity adopting full set of HKFRSs the first
time

• Maybe …… too difficult and demanding in
some areas
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1. Objective and Scope
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1. Objective and Scope
• To ensure that an entity’s first HKFRS
financial statements (and its related interim
financial reports) contain high quality
information that:
a) is transparent for users and
comparable over all periods presented;
b) provides a suitable starting point for
accounting under HKFRSs; and
c) can be generated at a cost that does
not exceed the benefits to users

© 2005-06 Nelson

5

1. Objective and Scope
An entity shall apply HKFRS 1 in:
a) its First HKFRS Financial Statements; and
b) each interim financial report, if any,
that it presents under HKAS 34 Interim Financial Reporting for part of the
period covered by its first HKFRS financial statements.

First HKFRS Financial Statements
– the first annual financial statements in which the entity adopts
HKFRSs, by an explicit and unreserved statement in those
financial statements of compliance with HKFRSs
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1. Objective and Scope
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Example
Are
Arethe
thefollowing
followingfirst
firsttime
timeadoption
adoptionof
ofHKFRS?
HKFRS?

•• Financial
Financialstatements
statementsthat
thatcomply
complywith
withsome
some(but
(butnot
notall)
all)
HKFRSs
HKFRSs
•• Financial
Financialstatements
statementsin
in“Country
“CountryA”
A”GAAP
GAAPwith
withreconciliation
reconciliation
to
toHKFRSs
HKFRSs
•• Financial
Financialstatements
statementsthat
thatcomply
complySME
SMEFinancial
FinancialReporting
Reporting
Framework
Frameworkand
andStandard
Standard

×
×
×

© 2005-06 Nelson

7

2. Recognition and Measurement

a.
a. Opening
OpeningHKFRS
HKFRSBalance
BalanceSheet
Sheet
b.
b. Accounting
AccountingPolicies
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c.
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fromOther
OtherHKFRSs
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toRetrospective
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Application
Applicationof
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2. Recognition and Measurement
a.
a.Opening
OpeningHKFRS
HKFRSBalance
BalanceSheet
Sheet
• An entity shall prepare an opening HKFRS
balance sheet at the date of transition to
HKFRSs
– Date of transition to HKFRSs is defined as
the beginning of the earliest period for which
an entity presents full comparative
information under HKFRSs in its first HKFRS
financial statements
• This is the starting point for its accounting under
HKFRSs
• An entity need not present its opening HKFRS
balance sheet in its first HKFRS financial
statements
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2. Recognition and Measurement
Example
Example
a.
a.Opening
OpeningHKFRS
HKFRSBalance
BalanceSheet
Sheet
• The reporting date of Company A’s first HKFRS financial statements
is 31 Dec. 2007
• It prepares to present comparative information in the statements for
1 year only
•• Opening
OpeningHKFRS
HKFRSbalance
balancesheet
sheet
•• Date
of
transition
to
HKFRSs
Date of transition to HKFRSs

––
––

1 Jan. 2006

•• First
Firstreporting
reportingdate
date

––

31 Dec. 2007
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2. Recognition and Measurement
b.
b.Accounting
AccountingPolicies
Policies
• An entity shall use the same accounting policies in its
opening HKFRS balance sheet and throughout all periods
presented in its first HKFRS financial statements
• Those accounting policies shall comply with each HKFRS effective
at the reporting date for its first HKFRS financial statements
– except for some exemptions stated in HKFRS 1 (discussed later)
• Reporting date is defined as
– the end of the latest period covered by financial statements or by
an interim financial report.
• An entity shall not apply different versions of HKFRSs that were
effective at earlier dates
• An entity may apply a new HKFRS that is not yet mandatory if it
permits early application
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2. Recognition and Measurement
b.
Policies
Accounting
policies
b.Accounting
Accounting
Policies
• The transitional provisions in other HKFRSs apply to changes in
accounting policies made by an entity that already uses HKFRSs
– They do not apply to a first-time adopter’s transition to
HKFRSs
– First-time adopter is defined as an entity that presents its first
HKFRS financial statements

Transitional
Transitionalprovisions
provisions
(in
(ineach
eachHKFRS/HKAS)
HKFRS/HKAS)
are
arenot
notapplicable
applicableto
tofirst-time
first-timeadopter
adopter
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2. Recognition and Measurement
b.
b.Accounting
AccountingPolicies
Policies

Recognise
Recognise
Not
Not
Recognise
Recognise
Reclassify
Reclassify

Measure
Measure

An entity shall in its opening HKFRS balance sheet:
a. recognise all assets and liabilities whose
recognition is required by HKFRSs
b. not recognise items as assets or liabilities if
HKFRSs do not permit such recognition
c. reclassify items that it recognised under previous
GAAP as one type of asset, liability or component
of equity, but are a different type of asset, liability
or component of equity under HKFRSs; and
d. apply HKFRSs in measuring all recognised assets
and liabilities
Can
Canyou
yougive
givesome
someexamples?
examples?
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2. Recognition and Measurement
Example
Example
b.
b.Accounting
AccountingPolicies
Policies

Recognise
Recognise
Not
Not
Recognise
Recognise
Reclassify
Reclassify

Measure
Measure

Selected examples:
¾ Derivatives, deferred tax, actuarial gain or loss
under defined benefit plan, environmental or
decommissioning costs
¾ Research, start-up and pre-operating costs, staff
training, deferred advertising cost, relocation costs
¾ Some intangible assets from goodwill, some
preference shares reclassified to debts, compound
financial instruments, some investments that meet
the definitions of a subsidiary
¾ Deferred tax can’t be discounted, derivatives at fair
value
Can
Canyou
yougive
givesome
someexamples?
examples?
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

• An entity may elect to use one or more of some exemptions
1. Business combinations
2. Fair value or revaluation as deemed cost
3. Employee benefits
4. Cumulative translation differences
5. Compound financial instruments
6. Assets and liabilities of sub., asso. and JV
7. Designation of previously recognised
financial instruments
8. Share-based payment transactions
9. Insurance contracts
10. Decommissioning liabilities included in the cost of PPE
11. Leases
12. Fair value measurement of financial instruments
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

1. Business Combinations
Not
required

• May elect not to apply HKFRS 3 retrospectively to past
business combinations (those occurred before the date
of transition to HKFRSs).
– May not be required
• to restate those business combinations accounted for
in uniting of interest as acquisitions or
• to restate the goodwill previously written off

If elected

• If elect to restate any business combination to comply
with HKFRS 3, it shall
– restate all later business combinations and
– apply HKAS 36 Impairment of Assets and HKAS 38
Intangible Assets from that same date
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

1. Business Combinations
• Regardless of whether there is any indication that the goodwill
may be impaired, the first-time adopter shall apply HKAS 36
Impairment of Assets
– in testing the goodwill for impairment at the date of transition to
HKFRSs, and
– in recognising any resulting impairment loss in retained earnings
(or, if so required by HKAS 36, in revaluation surplus).

• The impairment test shall be based on conditions at the date of
transition to HKFRSs.
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2. Recognition and Measurement
Example
Example
• Group ABC’s policy to test the impairment loss of goodwill.
• However, some goodwill had been totally written off against retained
earnings on the acquisition of certain subsidiaries.
• As a first-time adopter of HKFRSs, ABC sets out that,
– on the disposal or closure of the business to which the goodwill related,
goodwill previously eliminated against retained earnings is charged to the
income statement.

•• Goodwill
Goodwillcannot
cannotbe
berecycled
recycledto
tothe
theincome
incomestatement
statementon
onthe
thedisposal
disposalof
of
aasubsidiary
whose
goodwill
had
been
written
off
equity
in
the
subsidiary whose goodwill had been written off equity in theyear
yearof
of
acquisition.
acquisition.
•• Goodwill
Goodwillrecognised
recognisedininthe
theopening
openingHKFRS
HKFRSbalance
balancesheet
sheetwill
willbe
bethe
the
carrying
carryingamount
amountunder
underthe
theGAAP
GAAPused
usedby
byABC
ABCas
asamended
amendedfor
forany
any
wrongly
wronglyclassified
classifiedintangible
intangibleasset
assetand
andany
anycontingent
contingentconsideration.
consideration.
•• Goodwill
should
also
be
impairment
tested
using
HKAS
Goodwill should also be impairment tested using HKAS36
36Impairment
Impairment
of
Assets
at
the
date
of
transition
to
HKFRS.
of Assets at the date of transition to HKFRS.
Modified from ACCA
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2. Recognition and Measurement
Case
Case
2005 Annual Report
• In accordance with IFRS 1, HSBC has chosen not to restate
– business combinations that took place prior to 1 January 2004, the date of
transition to IFRSs ……

• Had this exemption not been taken the main effects would have been
– to recognise additional deferred tax on fair value adjustments made at the
date of acquisition and
– to recognise additional intangible assets with consequential adjustments to
the carrying value of goodwill and retained earnings as at 1 January 2004.

• The recognition of additional intangibles with a definite life would have
given rise to an increased amortisation charge, which would have
reduced IFRSs net income prospectively with a consequential reduction
in total shareholders’ equity.
• The restatement of goodwill would have had no impact on prospective
net income unless it was written off following a subsequent impairment
review.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

2. Fair value or revaluation as deemed cost
• An entity may elect to
– measure an item of property, plant and equipment (PPE) at the date
of transition to HKFRSs at its fair value and
– use that fair value as its deemed cost at that date.

• A first-time adopter may use a previous GAAP revaluation of an
item of PPE at, or before, the date of transition to HKFRSs as
deemed cost at the date of the revaluation, if the revaluation was,
at the date of the revaluation, broadly comparable to
a) fair value; or
b) cost or depreciated cost under HKFRSs, adjusted to reflect, for
example, changes in a general or specific price index.

• The election is also available for (a) investment property
measured under cost model and (b) specific intangible assets
© 2005-06 Nelson
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2. Recognition and Measurement
Case
Case
2005 Annual Report
• HSBC has elected to
– measure individual items of property at fair value at the date of transition
to IFRSs and use that fair value as deemed cost at that date.

• If HSBC had continued to revalue properties,
– this would have led to increases in tangible fixed assets at 31 December
2004 and 31 December 2005 with corresponding increases in other
reserves (net of deferred tax liabilities).
– There would have been a slightly increased depreciation charge and
reduced net income going forward.

• If HSBC had reverted to original cost as the basis for carrying
properties,
– net income under IFRSs would have been higher for 2004 and 2005
owing to a reduced depreciation charge, and shareholders’ equity would
have been lower.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

3. Employee benefits (applicable to defined benefit plan)
• Under HKAS 19 Employee Benefits,
– an entity may elect to use a “corridor” approach for its defined
benefit plans that leaves some actuarial gains and losses
unrecognised.

• A first-time adopter may still elect to
– recognise all cumulative actuarial gains and losses at the date of
transition to HKFRSs
• even if it uses the corridor approach for later actuarial gains
and losses.

• If a first-time adopter uses this election,
– it shall apply it to all defined benefit plans.

© 2005-06 Nelson

22

11

2. Recognition and Measurement
Case
Case
2005 Annual Report
• HSBC
– has elected to apply the employee benefits exemption and
– has, therefore, recognised in equity at 1 January 2004 all
cumulative actuarial gains and losses on post-employment benefit
plans.
• Recognising certain actuarial gains and losses under the alternative
‘corridor approach’ would have
– reduced liabilities and
– increased retained earnings
at 1 January 2004.
• HSBC has not elected to adopt a corridor approach going forward
under IAS 19 ‘Employee Benefits’.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

4. Cumulative translation differences
• Under HKAS 21 The Effects of Changes in Foreign Exchange
Rates, an entity is required:
a) to classify some translation differences as a separate component of
equity; and
b) on disposal of a foreign operation, to transfer the cumulative
translation difference for that foreign operation (including, if
applicable, gains and losses on related hedges) to the income
statement as part of the gain or loss on disposal.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

4. Cumulative translation differences
• A first-time adopter need not comply with HKAS 21
– for cumulative translation differences (to classify some translation
differences as a separate component of equity) that existed at the
date of transition to HKFRSs.

• If a first-time adopter uses this exemption:
a) the cumulative translation differences for all foreign operations are
deemed to be zero at the date of transition to HKFRSs; and
b) the gain or loss on a subsequent disposal of any foreign operation
• shall exclude translation differences that arose before the date
of transition to HKFRSs and
• shall include later translation differences.
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2. Recognition and Measurement
Example
Example
• NAA has used
– to recognise all the exchange gains and losses on the translation of
the financial statements of foreign operations in the income
statements, and
– to calculate the gains or losses on disposal of foreign operations by
comparing the sales proceeds and the carrying amounts of the
foreign operations at the date of disposal in its consolidated financial
statements.
• In order to adopt HKFRSs, NAA considers whether the above practice
should be amended.
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2. Recognition and Measurement
Example
Example
•• Under
UnderHKAS
HKAS21
21The
TheEffects
Effectsof
ofChanges
ChangesininForeign
ForeignExchange
ExchangeRates,
Rates,
NAA
is
required
NAA is required
–– to
toclassify
classifythe
thetranslation
translationdifferences
differencesas
asaaseparate
separatecomponent
componentofofthe
theequity
equity
and
and
–– to
toreclassify
reclassifythe
thecorresponding
correspondingdifferences
differencesto
tothe
theincome
incomestatement
statementwhen
whenthe
the
foreign
operation
is
disposed
of.
foreign operation is disposed of.

•• By
Byusing
usingthe
theexemption
exemptionunder
underHKFRS
HKFRS1,
1,NAA
NAAcan
canelect
elect

–– not
notto
tocomply
complywith
withsuch
suchrequirements,
requirements,
–– deem
the
cumulative
deem the cumulativetranslation
translationdifferences
differencesfor
forall
allforeign
foreignoperations
operationstotobe
be
zero
at
the
date
of
transition
to
HKFRSs,
zero at the date of transition to HKFRSs,
–– exclude
thatarose
arosebefore
beforethe
thedate
dateofoftransition
transitiontoto
excludetranslation
translationdifferences
differencesthat
HKFRSs
from
the
gain
or
loss
on
a
subsequent
disposal
of
any
HKFRSs from the gain or loss on a subsequent disposal of anyforeign
foreign
operation,
operation,and
and
–– only
thegain
gainor
orloss
losson
onaasubsequent
subsequent
onlyinclude
includelater
latertranslation
translationdifferences
differencesininthe
disposal
disposalofofany
anyforeign
foreignoperation.
operation.
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2. Recognition and Measurement
Case
Case

Esprit Holdings Limited
• Its annual report of 2004 stated that:
– With effect from this financial year, the Company decided to
prepare its consolidated financial statements in accordance with
International Financial Reporting Standards (instead of HK GAAP)
and convert the comparative financial information for the year
ended June 30, 2003 to be in accordance with IFRS.

• One of the exemption it elected:
– The Group has adopted the option available in IFRS 1 to deem the
translation reserve as at July 1, 2002 to be zero.
– Under HKGAAP, this reserve was a debit of HK$100,664,000 as at
July 1, 2002.
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2. Recognition and Measurement
Case
Case
2005 Annual Report
• In accordance with IFRS 1, HSBC has set the cumulative
exchange differences for all foreign operations to zero at the date
of transition to IFRSs.
• On disposal of a foreign operation, exchange differences relating
thereto and previously recognised in reserves are recognised in
the income statement ……
• The alternative, a retrospective application of IAS 21 ‘The Effect
of Changes in Foreign Exchange Rates’, would have resulted in
a re-allocation between
– retained earnings and
– other reserves at 1 January 2004
but would have had no impact on total equity.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

5. Compound financial instruments
• HKAS 32 requires an entity to split a compound
financial instrument at inception into separate
a) liability and
b) equity components.

• If the liability component is no longer outstanding,
retrospective application of HKAS 32 involves
separating 2 portions of equity.
a) The first portion is in retained earnings and represents
the cumulative interest accreted on the liability
component.
b) The other portion represents the original equity
component.
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2. Recognition and Measurement
Example
Example
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

5. Compound financial instruments
• On 1.1. 2003, NAA issued a zero convertible bond
of $1,000 at par for 1 year.
– A professional valuer estimated that the effective
interest rate for a bond without such convertible right
was 10% and the value of such bond amounted to
$909.
– NAA recognised the full amount received as a current
non-interesting bearing loan.

• On 31.12.2003, NAA repaid the bond in full.
• In 2005, NAA decided to adopt HKFRSs in full and
to provide 1-year full comparative information.
• Advise NAA the implication of the above bond on its
financial statements for the year ended 31.12.2005.
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2. Recognition and Measurement
Example
Example
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

5. Compound financial instruments
•• Under
UnderHKAS
HKAS32,
32,NAA
NAAisisrequired
requiredininthe
theyear
yearended
ended
31.12.2003
31.12.2003
–– to
tosplit
splitthe
thezero
zeroconvertible
convertiblebond
bondinto:
into:
•• Liability
$
909
Liability $ 909
•• Equity
91
Equity
91
–– to
torecognise
recognisean
aninterest
interestexpense
expenseofof$91
$91ininthe
theincome
income
statement
statement

•• In
Insubstance,
substance,the
theretained
retainedearnings
earningsof
of2004
2004to
to2005
2005
would
be
reduced
by
$91
and
a
separate
equity
would be reduced by $91 and a separate equity
account
accountwould
wouldbe
beincreased
increasedby
by$91.
$91.
•• However,
under
HKFRS
1
……
However, under HKFRS 1 ……
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

5. Compound financial instruments
• Under HKFRS 1,
– a first-time adopter need not separate these 2
portions
•

if the liability component is no longer outstanding
at the date of transition to HKFRSs.

•• Following
Followingthe
theprevious
previousexample,
example,NAA
NAAisisnot
not
required
requiredto
tospilt
spiltthe
theliability
liability(or
(orretained
retained
earnings)
earnings)portion
portionand
andthe
theequity
equityportion
portion
–– as
asthe
thebond
bondisisno
nolonger
longeroutstanding
outstandingon
on
1.1.2004.
1.1.2004.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

6. Assets and Liabilities of subsidiaries, associates and JV
• If a subsidiary becomes a first-time adopter later than its
Earlier
parent, the subsidiary shall, in its separate financial
for parent
statements, measure its assets and liabilities at either:
a) the carrying amounts that would be included in the parent’s
consolidated financial statements, based on the parent’s date
of transition to HKFRSs; or
b) the carrying amounts required by the rest of HKFRS 1, based
on the subsidiary’s date of transition to HKFRSs.

• A similar election is available to an associate or joint venture
that becomes a first-time adopter later than an entity that
has significant influence or joint control over it.
Consolidated
Consolidated Financial
Financial
Statements
Statements
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

6. Assets and Liabilities of subsidiaries, associates and JV
Later for
parent

• If an entity becomes a first-time adopter later than its
subsidiary (or associate or joint venture)
– the entity shall, in its consolidated financial statements,
measure the assets and liabilities of the subsidiary (or
associate or joint venture) at the same carrying amounts as in
the separate financial statements of the subsidiary (or
associate or joint venture),
• after adjusting for consolidation and equity accounting
adjustments and for the effects of the business
combination in which the entity acquired the subsidiary.

Consolidated
Consolidated Financial
Financial
Statements
Statements
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

6. Assets and Liabilities of subsidiaries, associates and JV
Earlier or
later

• If a parent becomes a first-time adopter for its
separate financial statements earlier or later than for
its consolidated financial statements
– it shall measure its assets and liabilities at the same
amounts in both financial statements, except for
consolidation adjustments.

Consolidated
Consolidated Financial
Financial Same amount
Statements
Statements
© 2005-06 Nelson
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Separate Financial
Financial
Statements
Statements
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

7. Designation of previously recognised financial instruments
• HKAS 39 Financial Instruments: Recognition and Measurement
permits a financial asset to be designated on initial recognition as
– available for sale or
– a financial instrument (provided it meets certain criteria) to be
designated as a financial asset or financial liability at fair value
through profit or loss.

• Despite this requirement exceptions apply in the following
circumstances,
– any entity is permitted to make an available-for-sale designation at
the date of transition to HKFRSs.

• Such exemption for financial instruments to be designated as
financial asset or financial liability at fair value through profit or
loss should still comply with the fair value option amendment.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

8. Share-based payment transactions
• A first-time adopter is encouraged, but not
required, to apply HKFRS 2 to equity instruments
that were granted
– That were granted on or before 7 November 2002, or
– That were granted after 7 November 2002 that
vested before the later of
a) the date of transition to HKFRSs and
b) 1 January 2005.

• If a first-time adopter elects to apply HKFRS 2 to
such equity instruments, it may do so only if
Only
Onlyallowed
allowedififfair
fair
– the entity has disclosed publicly the fair value of
value
valuedisclosed
disclosed
those equity instruments, determined at the
before
before
measurement date, as defined in HKFRS 2.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

8. Share-based payment transactions
• A first-time adopter is encouraged, but not
required, to apply HKFRS 2 to liabilities arising
from share-based payment transactions
– That were settled before the date of transition to
HKFRSs
– That were settled before 1 Jan. 2005

• For liabilities to which HKFRS 2 is applied,
– a first-time adopter is not required to restate
comparative information to extent that the
information relates to a period or date that is earlier
than 7 Nov. 2002.
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2. Recognition and Measurement
Case
Case
2005 Annual Report
• HSBC has elected to undertake full retrospective application of
IFRS 2 ‘Share-based Payment’.
• The alternative, excluding share options issued before 7
November 2002 as permitted by IFRS 1,
– would have slightly reduced administrative expenses and
increased net income in 2004.
• There would have been no impact on retained earnings or total
equity.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

9. Insurance contracts
• A first-time adopter may apply
– the transitional provisions in HKFRS 4 Insurance
contracts.

• HKFRS 4 restricts
– changes in accounting policies for insurance
contracts,
– including changes made by a first-time adopter.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

10. Changes in existing decommissioning liabilities included in PPE cost
• HK(IFRIC) Interpretation 1 Changes in Existing Decommissioning,
Restoration and Similar Liabilities requires
– specified changes in a decommissioning, restoration or similar liability
to be added to or deducted from the cost of the asset to which it
relates;
– the adjusted depreciable amount of the asset is then depreciated
prospectively over its remaining useful life.

Remember
Remember what
what is
is decommissioning
decommissioning
liabilities
liabilities or
or costs?
costs?
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2. Recognition and Measurement
In HKAS 16, the cost of PPE comprises:
1. Purchase price
2. Directly attributable costs (DAC)
3. Initial estimate of the costs of dismantling and
removing the item and restoring the site on which
it is located, the obligation for which an entity
incurs either
• when the item is acquired, or (Existed
(Existed in
in SSAP
SSAP 17)
17)
• as a consequence of having used the item
during a particular period for purposes, other
than to produce inventories during that period
(also refer HKAS 37)
(New
(New in
in HKAS
HKAS 16)
16)
e.g. air-condition plant are installed in leasehold head office or a showroom
Remember
what
is
Remember
what removal
is decommissioning
decommissioning
• In addition
to the normal
cost, the original restoring cost is
liabilities
liabilities
or
costs?
also estimated for
damageor
or costs?
pollution incurred during the lease term
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

10. Changes in existing decommissioning liabilities included in PPE cost
• A first-time adopter need not comply with these requirements for
changes in such liabilities that occurred before the date of
transition to HKFRSs.
• Briefly, if a first-time adopter uses this exemption, it shall:
– measure the liability as at the date of transition to HKFRSs in
accordance with HKAS 37;
– estimate the amount by discounting the liability using its best estimate
of the historical risk-adjusted discount rate(s); and
– calculate the accumulated depreciation on that amount, as at the date
of transition to HKFRSs,
• on the basis of the current estimate of the useful life of the asset,
using the depreciation policy adopted by the entity under HKFRSs.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

11. Leases
• A first-time adopter may apply
– the transitional provisions in HK(IFRIC)
Interpretation 4 Determining whether an
Arrangement contains a Lease.

• Therefore, a first-time adopter may
determine
– whether an arrangement existing at the date of
transition to HKFRSs contains a lease on the
basis of facts and circumstances existing at
that date.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

12. Fair value measurement of financial assets or financial liabilities
• Notwithstanding the requirements in HKFRS 1,
an entity may apply the requirements in
– the last sentence of HKAS 39 paragraph AG76, Last
Last sentence
sentence of
of
and
HKAS
HKAS 39.AG76
39.AG76
– paragraph AG76A,
HKAS
HKAS 39.AG76G
39.AG76G
in either of the following ways:
a) prospectively to transactions entered into after
25 October 2002; or
b) prospectively to transactions entered into after 1
January 2004.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

12. Fair value measurement of financial assets or financial liabilities
Last
Lastsentence
sentenceof
ofHKAS
HKAS39.AG
39.AG76:
76:
•• The
best
evidence
of
the
fair
value
The best evidence of the fair valueof
ofaafinancial
financial
instrument
at
initial
recognition
is
the
Last sentence
sentence of
of
instrument at initial recognition is thetransaction
transaction Last
price
(i.e.
the
fair
value
of
the
consideration
HKAS
39.AG76
HKAS
39.AG76
price (i.e. the fair value of the consideration
given
HKAS
HKAS 39.AG76G
39.AG76G
givenor
orreceived)
received)
–– unless
unlessthe
thefair
fairvalue
valueofofthat
thatinstrument
instrumentisis
•• evidenced
by
comparison
evidenced by comparisonwith
withother
otherobservable
observable
current
market
transactions
in
the
current market transactions in thesame
same
instrument
instrument(without
(withoutmodification
modificationor
or
repackaging)
repackaging)or
or
•• based
whose
basedon
onaavaluation
valuationtechnique
techniquewhose
variables
variablesinclude
includeonly
onlydata
datafrom
fromobservable
observable
markets.
markets.
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2. Recognition and Measurement
c.
c. Exemption
Exemptionfrom
fromOther
OtherHKFRSs
HKFRSs

Optional
Optional––entities
entitiescan
canchoose
choose

12. Fair value measurement of financial assets or financial liabilities
HKAS
HKAS39.AG76A:
39.AG76A:
•• The
subsequent
The subsequentmeasurement
measurementof
ofthe
thefinancial
financial
asset
or
financial
liability
and
the
subsequent
asset or financial liability and the subsequent
recognition
recognitionof
ofgains
gainsand
andlosses
lossesshall
shallbe
be
consistent
with
the
requirements
consistent with the requirementsof
ofHKAS
HKAS39.
39.

Last
Last sentence
sentence of
of
HKAS
HKAS 39.AG76
39.AG76
HKAS
HKAS 39.AG76G
39.AG76G

–– The
Theapplication
applicationofofparagraph
paragraphAG76
AG76may
mayresult
resultinin
no
nogain
gainor
orloss
lossbeing
beingrecognised
recognisedon
onthe
theinitial
initial
recognition
recognitionofofaafinancial
financialasset
assetor
orfinancial
financialliability.
liability.
–– In
such
a
case,
HKAS
39
requires
In such a case, HKAS 39 requiresthat
thataagain
gainor
or
loss
lossshall
shallbe
berecognised
recognisedafter
afterinitial
initialrecognition
recognition
only
arisesfrom
fromaachange
changeininaa
onlytotothe
theextent
extentthat
thatititarises
factor
factor(including
(includingtime)
time)that
thatmarket
marketparticipants
participants
would
wouldconsider
considerininsetting
settingaaprice.
price.
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2. Recognition and Measurement
d.
d. Exceptions
Exceptionsto
toRetrospective
RetrospectiveApplication
Applicationof
ofHKFRSs
HKFRSs
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2. Recognition and Measurement
d.
d. Exceptions
Exceptionsto
toRetrospective
RetrospectiveApplication
Applicationof
ofHKFRSs
HKFRSs
No Choice! Mandatory!

© 2005-06 Nelson

HKFRS 1 prohibits retrospective application
of some aspects of other HKFRSs relating to:
1. Derecognition of financial assets and
financial liabilities
2. Hedge accounting
3. Estimates, and
4. Assets classified as held for sale and
discontinued operations
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2. Recognition and Measurement
d.
d. Exceptions
Exceptionsto
toRetrospective
RetrospectiveApplication
Applicationof
ofHKFRSs
HKFRSs
1. Derecognition of financial assets and financial liabilities
• A first-time adopter shall
– apply the derecognition requirements in
HKAS 39 prospectively from the effective
date of HKAS 39.

Apply
Apply Derecognition
Derecognition
Prospectively
Prospectively

• In other words, if a first-time adopter
derecognised financial assets or financial
liabilities under its previous GAAP in a
financial year beginning before 1 January
2004,
– it shall not recognise those assets and
liabilities under HKFRSs (unless they qualify
for recognition as a result of a later transaction
or event).
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2. Recognition and Measurement
d.
d. Exceptions
Exceptionsto
toRetrospective
RetrospectiveApplication
Applicationof
ofHKFRSs
HKFRSs
1. Derecognition of financial assets and financial liabilities
Allow
Allow Retrospective
Retrospective
Application
Application on
on
condition
condition

• Notwithstanding the above requirements, an
entity may apply the derecognition
requirements in HKAS 39 retrospectively
from a date of the entity’s choosing,
– provided that the information needed to apply
HKAS 39 to financial assets and financial
liabilities derecognised as a result of past
transactions was obtained at the time initially
accounting for those transactions.
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2. Recognition and Measurement
d.
d. Exceptions
Exceptionsto
toRetrospective
RetrospectiveApplication
Applicationof
ofHKFRSs
HKFRSs
2. Hedge accounting
• An entity shall not reflect in its opening
HKFRS balance sheet a hedging relationship
of a type that does not qualify for hedge
accounting under HKAS 39.
• However, if an entity designated a net
position as a hedged item under previous
GAAP,
– it may designate an individual item within that
net position as a hedged item under HKFRSs
• provided that it does so no later than the
date of transition to HKFRSs.
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2. Recognition and Measurement
d.
d. Exceptions
Exceptionsto
toRetrospective
RetrospectiveApplication
Applicationof
ofHKFRSs
HKFRSs
2. Hedge accounting
• If, before the date of transition to HKFRSs,
an entity had designated a transaction as a
hedge but the hedge does not meet the
conditions for hedge accounting in HKAS 39,
– the entity shall apply HKAS 39.91 and HKAS
39.101 to discontinue hedge accounting.

• Transactions entered into before the date of
transition to HKFRSs
– shall not be retrospectively designated as
hedges.
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2. Recognition and Measurement
d.
d. Exceptions
Exceptionsto
toRetrospective
RetrospectiveApplication
Applicationof
ofHKFRSs
HKFRSs
3. Estimates
• An entity’s estimates under HKFRSs at the date of transition to
HKFRSs
– shall be consistent with estimates made for the same date under
previous GAAP (after adjustments to reflect any difference in
accounting policies),
– unless there is objective evidence that those estimates were in error.

• An entity may receive information after the date of transition to
HKFRSs about estimates that it had made under previous GAAP.
– Under the above paragraph, an entity shall treat the receipt of that
information in the same way as non-adjusting events after the balance
sheet date under HKAS 10 Events After the Balance Sheet Date.
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2. Recognition and Measurement
d.
d. Exceptions
Exceptionsto
toRetrospective
RetrospectiveApplication
Applicationof
ofHKFRSs
HKFRSs
4. Assets classified as held for sale and discontinued operations
• HKFRS 5 requires that it shall be applied
prospectively to
– non-current assets (or disposal groups) that meet the
criteria to be classified as held for sale and
– operations that meet the criteria to be classified as
discontinued after the effective date of HKFRS.

• HKFRS 5 permits an entity to apply the above
requirements for any date before the effective date of
HKFRS,
– provided the valuations and other information needed to
apply the HKFRS were obtained at the time those
criteria were originally met.
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2. Recognition and Measurement
d.
d. Exceptions
Exceptionsto
toRetrospective
RetrospectiveApplication
Applicationof
ofHKFRSs
HKFRSs
4. Assets classified as held for sale and discontinued operations
• An entity with a date of transition to HKFRSs
– before 1 January 2005,
• shall apply the transitional provisions of HKFRS 5

– on or after 1 January 2005,
• shall apply HKFRS 5 retrospectively.
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3. Presentation and Disclosure

a.
a. Comparative
Comparativeinformation
information

b.
b. Explanation
Explanationof
oftransition
transitionto
to
HKFRSs
HKFRSs

• HKFRS 1 does not provide exemptions from the presentation and
disclosure requirements in other HKFRSs
© 2005-06 Nelson
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3. Presentation and Disclosure
a.
a. Comparative
Comparativeinformation
information
• To comply with HKAS 1, an entity’s first HKFRS
financial statements shall include at least one year
of comparative information under HKFRSs
• The areas to be addressed:
1. Exemption from the requirement to restate
comparative information for HKAS 39 and HKFRS 4
2. Exemption from the requirement to present
comparative information for HKFRS 6
3. Exemption from the requirement to provide
comparative disclosures for HKFRS 7
4. Historical summaries
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3. Presentation and Disclosure
a.
a. Comparative
Comparativeinformation
information

⇒ 1. Exemption from the requirement to
restate comparative information for
HKAS 32, HKAS 39 and HKFRS 4

• In its first HKFRS financial statements, an
entity that adopts HKFRSs before 1 Jan. 2006
shall present at least one year of comparative
information
– but this comparative information need not
comply with HKAS 32, HKAS 39 or HKFRS 4

• An entity that chooses to present comparative
information that does not comply with HKAS
32, HKAS 39 or HKFRS 4 in its first year of
transition shall fulfill certain conditions
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3. Presentation and Disclosure
Case
Case
2005 Annual Report
• In preparing these consolidated financial
statements, HSBC has elected to take
advantage of certain transitional provisions within IFRS 1 ‘First-time
Adoption of International Financial Reporting Standards’ (‘IFRS 1’)
which offer exemption from
– presenting comparative information or
– applying IFRSs retrospectively.

• The most significant of these provisions is the exemption from
presenting comparative information in accordance with IFRSs in the
following areas:
– IAS 32 ‘Financial Instruments: Presentation’ (‘IAS 32’);
– IAS 39 ‘Financial Instruments: Recognition and Measurement’ (‘IAS 39’);
and
– IFRS 4 ‘Insurance Contracts’ (‘IFRS 4’).
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3. Presentation and Disclosure
a.
a. Comparative
Comparativeinformation
information

⇒ 2. Exemption from the requirement to
provide comparative information
for HKFRS 6

• An entity that adopts HKFRSs before 1 Jan.
2006 and chooses to adopt HKFRS 6
Exploration for and Evaluation of Mineral
Resources before 1 January 2006
– need not present the disclosures required by
HKFRS 6 for comparative periods in its first
HKFRS financial statements.
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3. Presentation and Disclosure
a.
a. Comparative
Comparativeinformation
information

⇒ 3. Exemption from the requirement to
provide comparative disclosures
for HKFRS 7

• An entity that adopts HKFRSs before 1 Jan.
2006 and chooses to adopt HKFRS 7 Financial
Instruments: Disclosures in its first HKFRS
financial statements
– need not present the comparative disclosures
required by HKFRS 7 in those financial
statements.
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3. Presentation and Disclosure
Case
Case
2005 Annual Report
• In addition, HSBC has elected not to present
comparative information for disclosures required under IFRS 7 ‘Financial
Instruments: Disclosure’ (‘IFRS 7’) as permitted for entities applying the standard
for annual periods beginning before 1 January 2006.
• The notes affected by the transition provisions within IFRS 1 that do not contain
comparative information are:
– net income from financial instruments designated at fair value;
– net earned insurance premiums;
– net insurance claims incurred and movement in policyholders’ liabilities;
– net operating income;
– analysis of financial assets and liabilities by measurement basis;
– financial assets designated at fair value;
– hedging instruments within the derivatives note;
– securitisation and other structured transactions;
– financial liabilities designated at fair value and liabilities under insurance
contracts issued.
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3. Presentation and Disclosure
a.
a. Comparative
Comparativeinformation
information

⇒ 4. Historical summaries

• Some entities present historical summaries of
selected data for periods before the date of
transition
– HKFRS 1 does not require such summaries to
comply with the recognition and measurement
requirements of HKFRSs

• Some entities present comparative information
under previous GAAP as well as the comparative
information required by HKAS 1, an entity shall
– have proper label and
– disclose the nature of the main adjustments that
would make it comply with HKFRSs (need not
quantify those adjustments)
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3. Presentation and Disclosure
a. Comparative information

b.
b. Explanation
Explanationof
oftransition
transitionto
to
HKFRSs
HKFRSs

• An entity shall explain how the transition from
previous GAAP to HKFRSs affected its reported
financial position, financial performance and
cash flows
• The areas to be covered:
1. Reconciliations
2. Designation of financial assets or financial
liabilities
3. Use of fair value as deemed cost
4. Interim financial reports
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3. Presentation and Disclosure
1. Reconciliations

b.
b. Explanation
Explanationof
oftransition
transitionto
to
HKFRSs
HKFRSs

• The first HKFRS financial statements shall include:
a. Reconciliations of:
• its equity reported under previous GAAP to
• its equity under HKFRSs, for both:
– the date of transition to HKFRSs and
– the end of the latest period presented in the
entity’s most recent annual financial
statements under previous GAAP

Reconciliation
Reconciliation of
of
Equity
Equity

b. Reconciliation of
• the profit or loss reported under previous GAAP
for the latest period in the entity's most recent
annual financial statements to
• its profit or loss under HKFRSs for the same
period.

Reconciliation
Reconciliation of
of
Profit
Profit or
or Loss
Loss
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3. Presentation and Disclosure
1. Reconciliations

Example
Example
b.
b. Explanation
Explanationof
oftransition
transitionto
to
HKFRSs
HKFRSs

• If Entity NAA adopts HKFRSs in full for the year ending
31.12.2005 and provide one year comparative.
• Please suggest the date or period of reconciliation required
under HKFRS 1.

© 2005-06 Nelson

Jan. 2004
2004 and
and 31
31 Dec.
Dec. 2004
2004
11 Jan.

Reconciliation
Reconciliation of
of
Equity
Equity

The year
year ended
ended 31
31 Dec.
Dec. 2004
2004
The

Reconciliation
Reconciliation of
of
Profit
Profit or
or Loss
Loss
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3. Presentation and Disclosure
Case
Case
2005 Annual Report
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3. Presentation and Disclosure
Case
Case
2005 Annual Report
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3. Presentation and Disclosure
Case
Case
Extract of Reconciliations (2004 Annual Report)
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3. Presentation and Disclosure
Case
Case
Extract of Reconciliations (2004 Annual Report)
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3. Presentation and Disclosure
1. Reconciliations

b.
b. Explanation
Explanationof
oftransition
transitionto
to
HKFRSs
HKFRSs

• The first HKFRS financial statements shall include:
c. if the entity recognised or reversed any
impairment losses for the first time in preparing
its opening HKFRS balance sheet,
• the disclosures that HKAS 36 Impairment of
Assets would have required if the entity had
recognised those impairment losses or reversals
in the period beginning with the date of transition
to HKFRSs.

• If an entity did not present financial statements for
previous periods,
– its first HKFRS financial statements shall disclose that
fact.
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3. Presentation and Disclosure
2. Designation of financial assets or
financial liabilities

b.
b. Explanation
Explanationof
oftransition
transitionto
to
HKFRSs
HKFRSs

• An entity is permitted to designate
– a previously recognised financial asset or
financial liability as a financial asset or financial
liability at fair value through profit or loss or
– a financial asset as available for sale in
accordance with HKFRS 1.25A.

• The entity shall disclose
– the fair value of financial assets or financial
liabilities designated into each category at the
date of designation and
– their classification and carrying amount in the
previous financial statements.
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3. Presentation and Disclosure
3. Use of fair value as deemed cost

b.
b. Explanation
Explanationof
oftransition
transitionto
to
HKFRSs
HKFRSs

• If an entity uses fair value in its opening HKFRS
balance sheet as deemed cost for an item of
PPE, an investment property or an intangible
asset,
– the entity’s first HKFRS financial statements shall
disclose, for each line item in the opening HKFRS
balance sheet:
a) the aggregate of those fair values; and
b) the aggregate adjustment to the carrying
amounts reported under previous GAAP.
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3. Presentation and Disclosure
4. Interim financial reports

b.
b. Explanation
Explanationof
oftransition
transitionto
to
HKFRSs
HKFRSs

• If an entity presents an interim financial report under HKAS 34 for
part of the period covered by its first HKFRS financial statements,
the entity shall have the following disclosure:
a) Each such interim financial report shall, if there is comparative
information, include reconciliations of:
i) its equity under previous GAAP at the end of that comparable
interim period to its equity under HKFRSs at that date; and
ii) its profit or loss under previous GAAP for that comparable interim
period (current and year-to-date) to its profit or loss under HKFRSs
for that period.
b) additionally, the reconciliations described before or a cross-reference
to another published document that includes these reconciliations.
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