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Effective for 2013 Dec. Year-End

Selected new interpretations and amendments to Effective for periods
HKFRSs beginning on/after

« HKFRS 10 Consolidated Financial Statements » 1Jan.2013

 HKFRS 11 Joint Arrangements » 1Jan.2013

« HKFRS 12 Disclosure of Interests in Other Entities » 1 Jan.2013

« HKFRS 13 Fair Value Measurement » 1Jan.2013

« HKAS 1 (revised) Presentation of Items of OCI » 1 Jul. 2012

« HKAS 19 (revised) Employee Benefits » 1 Jan. 2013

« HK(IFRIC) — Int 20 Stripping Costs in the Production Phase of a > 1 Jan. 2013
Surface Mine

« Amendments to HKFRS 7 Financial Instruments: Disclosures — > 1 Jan. 2013
Disclosures - Offsetting Financial Assets and Financial Liabilities

« Amendments to HKFRS 1 First-time Adoption of Hong Kong » 1 Jan. 2013
Financial Reporting Standards — Government Loans

* Annual Improvements 2009-2011 Cycle » 1 Jan. 2013

« Consolidated Financial Statements, Joint Arrangements and » 1 Jan. 2013

Disclosure of Interests in Other Entities: Transition Guidance

© 2008-13 Nelson Consulting Ltd Updated to HKICPA Update No. 133 of 3 September 2013



Effective after 2013 Dec. Year-End

Selected new interpretations and amendments to Effective for periods
HKFRSs beginning on/after
« HKFRS 9 Financial Instruments > 1Jan.2015 ]

« Amendments to HKAS 32 Financial Instruments: Presentation — > 1 Jan. 2014
Offsetting Financial Assets and Financial Liabilities

« Amendments to HKFRS 9 Financial Instruments and HKFRS 7 — > 1 Jan. 2015
Mandatory Effective Date of HKFRS 9 and Transition Disclosures

 Amendments to HKFRS 10, HKFRS 12 and HKAS 27 (2011) » 1 Jan. 2014
Investment Entities

« Amendments to HKAS 36 Recoverable Amount Disclosures for > 1 Jan. 2014
Non-Financial Assets (Impairment of Assets)

« HK(IFRIC) — Int 21 Levies » 1 Jan. 2014

« Amendments to HKAS 39 Novation of Derivatives and » 1 Jan. 2014
Continuation of Hedge Accounting

© 2008-13 Nelson Consulting Ltd Updated to HKICPA Update No. 133 of 3 September 2013
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Effective for 2013 Dec. Year-End

Selected new interpretations and amendments to Effective for periods
HKFRSs beginning on/after

« HKFRS 10 Consolidated Financial Statements » 1Jan.2013

 HKFRS 11 Joint Arrangements » 1Jan.2013

« HKFRS 12 Disclosure of Interests in Other Entities » 1 Jan.2013

« HKFRS 13 Fair Value Measurement » 1Jan.2013

« HKAS 1 (revised) Presentation of Items of OCI » 1 Jul. 2012

« HKAS 19 (revised) Employee Benefits » 1 Jan. 2013

« HK(IFRIC) — Int 20 Stripping Costs in the Production Phase of a > 1 Jan. 2013
Surface Mine

« Amendments to HKFRS 7 Financial Instruments: Disclosures — > 1 Jan. 2013
Disclosures - Offsetting Financial Assets and Financial Liabilities

« Amendments to HKFRS 1 First-time Adoption of Hong Kong » 1 Jan. 2013
Financial Reporting Standards — Government Loans

* Annual Improvements 2009-2011 Cycle » 1 Jan. 2013

« Consolidated Financial Statements, Joint Arrangements and » 1 Jan. 2013

Disclosure of Interests in Other Entities: Transition Guidance
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HKFRS 10, 11 and 12

Interaction between HKFRS 10, 11 & 12, & HKAS 28 & 39 (or HKFRS 9)

Control

Yes

alone?

HKFRS 11 Yes Joint
(Joint Arrangement) Control?
Subsidiary Joint Joint A
Operation | Venture Yes Significant
Associate LI pled=)
! Financial Assets] NO
Account for assets,

HKFRS ]_'0 l liabilities, revenues HKAS 28 HKAS 39

(Consolidation) ‘ and expenses (Equity Method) or HKFRS 9

v

Disclosure in accordance with HKFRS 12

v

v

© 2008-13 Nelson Consulting Ltd
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Consolidated Financial Statements

(HKFRS 10)

Yes Control
alone?

Subsidiary

v

HKFRS 10
(Consolidation)
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HKFRS 10 Consol. Financial Statements

 While HKFRS 10 become effective,
— HKAS 27 becomes “separate financial statements”

 Indicator still refers to “control” but ......
* An investor, regardless of the nature of its involvement
with an entity (the investee),
— shall determine whether it is a parent by assessing
whether it controls the investee. (HKFRS 10.5)
* An investor controls an investee when
— it is exposed, or has rights, to variable returns from its
involvement with the investee and
— has the ability to affect those returns through its power
over the investee. (HKFRS 10.6)
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Control

 Thus, an investor controls an investee if and
only if the investor has all the following:

a. power over the investee;

b. exposure, or rights, to variable
returns from its involvement with
the investee; and

Power is defined as “existing
rights that give the current ability
to direct the relevant activities”

c. the ability to use its power over relevant activities are “activities
the investee to affect the amount of the investee that significantly
of the investor’'s returns (HKFRS 10.7) affect the investee’s returns”

Rights include

 voting rights, potential voting rights, proportionate
voting rights, substantive rights, removal rights,
decision-making rights, protective rights,
contractual rights ......
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Control

* An investor shall consider all facts and

circumstances when assessing whether it controls
an investee. Pouer

— The investor shall reassess whether it controls an — .
investee if facts and circumstances indicate that < Existing Rights )
there are changes to one or more of the three —
elements of control listed as above. (HKFRS 10.8) (Current Ability )

* An investor has power over an investee when the
Investor has existing rights that give it the current
ability to direct the relevant activities,

— 1.e. the activities that significantly affect the
investee’s returns (HKFRS 10.10)

relevant activities
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Control

« An investor acquires 48% of the voting rights of an
investee.

« The remaining voting rights are held by thousands of
shareholders, none individually holding more than 1%
of the voting rights.

* None of the shareholders has any arrangements to
consult any of the others or make collective decisions.

« When assessing the proportion of voting rights to
acquire, on the basis of the relative size of the other
shareholdings, the investor determined that a 48%
interest would be sufficient to give it control.

* In this case, on the basis of the absolute size of its
holding and the relative size of the other shareholdings,
the investor concludes that it has a sufficiently
dominant voting interest to meet the power criterion
without the need to consider any other evidence of
power. (HKFRS 10 Example 4)

Example

( Existing Rights )

g

Voting Rights
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HKFRS 10: Real Case
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HKFRS 10: Real Case
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HKFRS 10, 11 and 12

Interaction between HKFRS 10, 11 & 12, & HKAS 28 & 39 (or HKFRS 9)

Control
alone?
| HKFRS 11 Yes Joint
_ <4—
(Joint Arrangement) Control?
Joint Joint
Operation | Venture

l l

| Account for assets,
liabilities, revenues ’ HKAS 28
and expenses (Equity Method)

© 2008-13 Nelson Consulting Ltd The graph is adapted from the IASB 16



Joint Arrangements

(HKFRS 11)

A

© 2008-13 Nelson Consulting Ltd




HKFRS 11 Joint Arrangements

Previously in HKAS 31

Structure of the Joint Arrangement '

v v
Not structured through an entity ' Structured through an entity
Jointly ~ Jointly Jointly
controlled controlled controlled
operations assets entities
v v v
Accounting for assets, liabilities, : .
: Proportionate Equity
revenues and expenses in accordance .ol
Consolidation Method

with the contractual arrangement

© 2008-13 Nelson Consulting Ltd *The graph is adapted from the IASB



HKFRS 11 Joint Arrangements

Introduced and amended in HKFRS 11

Not structured through Structured through a
a separate venhicle ) separate vehicle

» Consider the legal form

» Consider the terms of the
contractual arrangement and, if
relevant, other facts and
circumstances

Joint Operation Joint Venture

Account for assets, liabilities,
revenues and expenses in Equity Method
accordance with the contractual (HKAS 28)
arrangement

© 2008-13 Nelson Consulting Ltd *The graph is adapted from the IASB



HKFRS 11 Joint Arrangements

e Joint Arrangement,

— a new name to subrogate joint venture,
simultaneously, joint venture has another
meaning now

— Is defined to be an arrangement of which
two or more parties have joint control.

— has the following characteristics:
a. The parties are bound by a contractual

Joint control is defined as

 the contractually agreed
sharing of control of an
arrangement,

 which exists only when
decisions about the relevant
activities require the
unanimous consent of the

arrangement . parties sharing control.
b. The contractual arrangement gives two or

more of those parties joint control of the

arrangement. o

(HKFRS 11.4-5)
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HKFRS 11 Joint Arrangements

A joint operation is

* a joint arrangement whereby the parties
that have joint control of the arrangement
have rights to the assets, and obligations
for the liabilities, relating to the

pu arrangement.
Joint Operation Those parties are called joint operators
(HKFRS 11.15).
Joint Venture A joint venture is

* a joint arrangement whereby the parties
that have joint control of the arrangement
have rights to the net assets of the
arrangement.

Those parties are called joint venturers
(HKFRS 11.16).

© 2008-13 Nelson Consulting Ltd



HKFRS 11 Joint Arrangements

Yes

Yes

Yes

Does the |legal form of the separate vehicle give the parties rights
to the assets, and obligations for the liabilities, relating to the
arrangement?

¢ No

Do the terms of the contractual arrangement specify that the
parties have rights to the assets, and obligations for the liabilities,
relating to the arrangement?

I'no

/Other facts and circumstances: Have the parties designed the N
arrangement so that:
 its activities primarily aim to provide the parties with an output
(i.e. the parties have rights to substantially all the economic

benefits of the assets held in the separate vehicle) and

» it depends on the parties on a continuous basis for setting the
liabilities relating to the activity conducted through the

\_ arrangement .

Joint Operation Joint Venture

© 2008-13 Nelson Consulting Ltd
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HKFRS 11 Joint Arrangements

Joint Operation

© 2008-13 Nelson Consulting Ltd

A joint operator shall recognise in relation
to its interest in a joint operation:

a.

its assets, including its share of any
assets held jointly;

its liabilities, including its share of any
liabilities incurred jointly;

its revenue from the sale of its share of
the output arising from the joint operation;

its share of the revenue from the sale of
the output by the joint operation; and

its expenses, including its share of any
expenses incurred jointly. (HKFRS 11.20)



HKFRS 11 Joint Arrangements

‘Q) « A joint venturer

ﬂ — shall recognise its interest in a joint venture
o as an investment and

b — shall account for that investment using the

equity method in accordance with HKAS
28 Investments in Associates and Joint
Ventures

* unless the entity is exempted from

_ applying the equity method as specified
Joint Venture in HKAS 28 (HKFRS 11.24).

« HKAS 28 is renamed as “Investments In
Associates and Joint Ventures”
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HKFRS 11: Implication

From HKAS 31

Jointly
controlled
operations

To HKFRS 11

Joint Operation

Account for assets, liabilities,
revenues and expenses in
accordance with the contractual

arrangement

© 2008-13 Nelson Consulting Ltd

Jointly
controlled
assets

Jointly
controlled
entities

Joint Venture

Equity Method
(HKAS 28)




Fair Value Measurement
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1. Introduction

« HKFRS 13 is a single standard to address the

: ) Definition of
measurement fair value used in many other Fair Value )
HKFRSs:

a. defines fair value;

Single Framework for
b. sets out in a single HKFRS a framework for FV Measurement
measuring fair value; and
c. requires disclosures about fair value Disclosure ’
measurements. (HKFRS 13.1)

b o)\
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2. Definition of Fair Value

* Fair value is defined in HKFRS 13 as PETnton of
— the price that would be received to sell an Fair Value )
asset or paid to transfer a liability in an

orderly transaction between market

participants at the measurement date. (HKFRS
13.9)

— l.e. an exit price

* Itis a market-based measurement, not an
entity-specific measurement

 Historically, fair value is normally defined as:

— The amount for which an asset could be
exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s
length transaction.

© 2008-13 Nelson Consulting Ltd




2. Definition of Fair Value

The IASB considered the previous definition of fair value:
a. did not specify whether an entity is buying or selling the asset:;

b. was unclear about what is meant by settling a liability because it did
not refer to the creditor, but to knowledgeable, willing parties; and

c. did not state explicitly whether the exchange or settlement takes
place at the measurement date or at some other date (HKFRS 13.BC30)

 Historically, fair value is normally defined as:

— The amount for which an asset could be
exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s
length transaction.

© 2008-13 Nelson Consulting Ltd




3. Fair Value Measurement

« HKFRS 13 explains that a fair value measurement
requires an entity to determine the following:

a. the particular asset or liability being measured;

b. for a non-financial asset, the highest and best use ~ >INgle Framework for
of the asset and whether the asset is used FV Measurement

* in combination with other assets or

e 0n a stand-alone basis:

c. the market in which an orderly transaction would take
place for the asset or liability; and

d. the appropriate valuation technique(s) to use when
measuring fair value.

» The valuation technique(s) }Jsed should maximise the Fair Value Hierarchy
use of relevant observable inputs and minimise
. - (3 levels)
unobservable inputs.

» Those inputs should be consistent with the inputs a
market participant would use when pricing the asset or

liability. (HKFRS 13.IN10)
© 2008-13 Nelson Consulting Ltd




3. Fair Value Measurement

Fair value

'

For Particular
Asset or Liability

; } . ;

Orderly Market Measurement Exit
Transaction Participants Date Price

v v

- Most
Principal
Advantageous
Market
Market

© 2008-13 Nelson Consulting Ltd Sourced: Intermediate Financial Reporting, 2nd (forthcoming) by Nelson Lam & Peter Lau 32



Presentation of Financial Statements

(HKAS 1 Revised)
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Presentation of Financial Statements

 |In June 2011, the IASB further amended IAS 1 for
annual periods beginning on or after 1 July 2012 in
order to

— Distinquish different items of other comprehensive
iIncome, and

— Align with the accounting practices in US.

* The presentation of other comprehensive income in
IFRS and accounting practices in US will be aligned.

HKICPA issued the same amendment in July 2011.

© 2008-13 Nelson Consulting Ltd



Presentation of Financial Statements

 The main amendment of HKAS 1 requires
an entity to

— Classify line items for amounts of other
comprehensive income (OCI) in a
period by nature,

— Group and present them in accordance
with other HKFRSs into:

1. Those items of OCI that will not be

reclassified subsequently to P/L; and ( OCl not >
reclassified
2. Those items of OCI that will be
reclassified subsequently to P/L when Sl g7 1o
specific conditions are met (HKAS reclassiiicg
1.82A).
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Presentation of Financial Statements

Amended presentation requirements

Those items of OCI that will not be reclassified
subsequently to P/L include:

* Changes in revaluation surplus of PPE
recognised under HKAS 16;

« Changes in revaluation surplus of intangible
assets under HKAS 38;

 Actuarial gains and losses on defined benefit
plans under HKAS 19; and

* FV changes of investment in equity instrument Other Comprehensive Income
recognised in OCI under HKFRS 9. OCI not

. . ~ reclassified
Those items of OCI that may be reclassified

subsequently to P/L include: OCII ma_);_bg
» Translation reserves under HKAS 21, (ceass

* FV changes on available-for-sale financial
assets under HKAS 39; and

« Cash flow hedge reserves under HKAS 39.

© 2008-13 Nelson Consulting Ltd The graph is sourced from the IASB 36



Presentation of Financial Statements

e |n addition to the main amendment, HKAS 1 is also amended and
updated with the following points:

1. A new statement title, statement of profit or loss and other
comprehensive income, is introduced and it can be used to distinguish
from statement of comprehensive income which may be used to present
comprehensive income only (HKAS 1.10 revised in 2011);

2. Similar to the above title, another new statement title, statement of profit
or loss, is also introduced to formally replace income statement, or

separate income statement, to present items of profit or loss only (HKAS
1.10A);

3. Components of other comprehensive income is formally described as
items of other comprehensive income; and

4. Aterm, i.e. comprehensive income, is formally introduced and represents
the total of profit or loss and other comprehensive income (HKAS 1.81A).

© 2008-13 Nelson Consulting Ltd
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Effective after 2013 Dec. Year-End

Selected new interpretations and amendments to Effective for periods
HKFRSs beginning on/after
« HKFRS 9 Financial Instruments > 1Jan.2015 ]

« Amendments to HKAS 32 Financial Instruments: Presentation — > 1 Jan. 2014
Offsetting Financial Assets and Financial Liabilities

« Amendments to HKFRS 9 Financial Instruments and HKFRS 7 — > 1 Jan. 2015
Mandatory Effective Date of HKFRS 9 and Transition Disclosures

 Amendments to HKFRS 10, HKFRS 12 and HKAS 27 (2011) » 1 Jan. 2014
Investment Entities

« Amendments to HKAS 36 Recoverable Amount Disclosures for > 1 Jan. 2014
Non-Financial Assets (Impairment of Assets)

« HK(IFRIC) — Int 21 Levies » 1 Jan. 2014

« Amendments to HKAS 39 Novation of Derivatives and » 1 Jan. 2014
Continuation of Hedge Accounting

© 2008-13 Nelson Consulting Ltd Updated to HKICPA Update No. 133 of 3 September 2013 39



Financial Instruments

(HKFRS 9)

Chapters

Obijective

Scope

Recognition and Derecognition
Classification

Measurement

Hedge Accounting (not used yet)
Effective Date and Transition

~N OO 0o A W DN B
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Background

* In response to the financial crisis, and following the conclusions of the
G20 leaders and the recommendations of international bodies,

— the IASB announced an accelerated timetable for replacing IAS 39 in April
2009, and finally, IFRS 9 Financial Instruments in Nov. 2009

* The three main phases of the project to replace

|AS 39 are:
Phase 1: Classification and measurement of
financial assets and financial liabilities ey
Phase 2: Impairment methodology< Still not yet finished éﬁ
Phase 3: Hedge accounting < Still not yet finished /( = D
« HKFRS 9 was issued to maintain international K
convergence with the issuance of IFRS 9 T
. : \2
— so far only includes the chapters relating to
Phase 1 (classification and measurement of /:] /}\ /,\f
financial assets and financial liabilities) ~/

© 2008-13 Nelson Consulting Ltd



Chapter 3 Recognition & Derecognition

« An entity shall recognise a financial asset or a financial
liability in its statement of financial position when, and
only when,

— the _entlty becomes party to the contractual provisions of S2Mme as.hefore
the instrument.

* When an entity first recognises a financial asset, it shall

Amended
(Ch. 4 of HKFRS 9)

— classify it in accordance with paragraphs 4.1.1-4.1.5
and

— measure it in accordance with paragraph 5.1.1 and Amended

5.1.2. (Ch. 5 of HKFRS 9)
« When an entity first recognises a financial liability, it
shall
— classify it in accordance with paragraphs 4.2.1 and Similar to
4.2.2 and HKAS 39
— measure it in accordance with paragraph 5.1.1. Same para. as
(para. 3.1.1) financial assets

© 2008-13 Nelson Consulting Ltd



Chapter 4.1 Classification of FA

* Unless para. 4.1.5 of HKFRS 9 (so-called “fair value option™) applies,
an entity shall classify financial assets as subsequently measured at
either

— amortised cost or

— fair value
on the basis of both:
a) the entity’s business model for managing the financial assets; and

b) the contractual cash flow characteristics of the financial asset.
(para. 4.1.1)

Amortised cost Fair value

© 2008-13 Nelson Consulting Ltd



Chapter 4.1 Classification of FA

Determine the category of a financial
asset for subsequent measurement

v
: . \ Yes
< Choose fair value option? /

No

Meet the business model for \ No

managing the financial asset? /
Yes

Meet the contractual cash flow \ No

characteristics? /
Yes o
Amortised cost Fair value

v v

Fair value through other Fair value through
comprehensive income profit or loss

© 2008-13 Nelson Consulting Ltd Sourced: Intermediate Financial Reporting, 2nd (2012) by Nelson Lam & Peter Lau 44



Chapter 4.1 Classmcatlon of FA

Determine the category of a financial

Determined by key management

asset for subsequent measurement personnel
v » Not instrument-by-instrument basis
< Choose fair value option? > * No held for trading

¢ No I
.  An asset is held within a business model
Jis=BUISTuLSiness modeliof whose objective is to hold assets in order
managing the financial asset? J
to collect contractual cash flows

v Yes
« Contractual terms of an asset give rise on
pleEntheeontractua’ cash oy specified dates to cash flows that are
characteristics? P i :
solely payments of principal and interest

i Yes I

Amortised cost

* Interest for the time value of money
and the credit risk

« Unleveraged

© 2008-13 Nelson Consulting Ltd Sourced: Intermediate Financial Reporting, 2nd (2012) by Nelson Lam & Peter Lau 45



Chapter 5 Measurement

Subsequent Measurement of Financial Assets
« After initial recognition, an entity shall measure financial assets in
accordance with para. 4.1 -4.5 (as discussed above) at
— fair value or
— amortised cost
« An entity shall apply the impairment requirements of HKAS 39 to all
financial assets measured at amortised cost.
» No impairment requirements on financial assets measured at fair value

« An entity shall apply the hedge accounting requirements of HKAS 39 to
financial assets that are designated as hedged items.

Amortised cost Fair value
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Chapter 5.7 Gains and Losses

For those classified as measured at fair
value

v

Part of hedging relationship

+ No

Fair value option? > Yes
\ No
)

Yes Hedge accounting
(HKAS 39.89 to 102)

¢No

Equity instrument?

¢ Yes

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

v Yes
< Held for trading? > Yes

4 YWeE W Ya

v No v
Fair value through Fair value through
other comprehensive income profit or loss

© 2008-13 Nelson Consulting Ltd Sourced: Intermediate Financial Reporting, 2nd (2012) by Nelson Lam & Peter Lau 47



Chapter 7 Effective Date & Transition

Effective date

* An entity shall apply HKFRS 9 for annual periods
beginning on or after 1 January 2015.

 Earlier application is permitted.

Amendments to HKFRS 9 Financial
Instruments defer its mandatory effective date

from 1 January 2013 to 1 January 2015.
The deferral will make it possible for all
phases of the project to have the same

mandatory effective date.
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