A4 Presentation of financial statements

* the beginning of the preceding period,

When presented, the date of the third statement of fi
beginning of the preceding period, regardless of whether the fi
present comparative information for earlier periods. [HKAS | 40D]

clarification in this respect.

2.104.1 What is meant by q reclassification’ in the context of the
requirement for a third Statement of financial position?

It appears that the phrase ‘reclassifies items in its financial Statements’ in HKAS
1:40A (or, prior to the 2009-2011 Improvements, in HKAS 1:39) is intended to
capture the types of ‘reclassification” described in HKAS 1:41 (see section 2.10.5
below). In stating that the third Statement of financial position is only required if it
is materially affected by the reclassificati n, 1:40A is clear that the following

prospective event-driven reclassifications, for example, are not captured, because
they do not affect the third statement of financial position:

*® reclassification of ap asset or liability from non-current to current racey
HKAS 1 because of the passage of time;

® for entities applying HKAS 39 Financial Instruments: Rece
Measurement, reclassification of a financial asset from the held-
the available-for-sale category and vice versa;

*  for entities applying HKAS 39, reclassification of cumulative gains or [osses
on an available-for-sale financial asset from equity to profit or loss as a
reclassification adjustment on impairment or disposal of the asset;

Culon  and
YO-maturity to

® classification of an operation as discontinued with reclassification of the
comparative period statement of comprehensive income; and

® reclassification of g property from inventories to in
commencement of an operating lease to another party.
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| 2 Application of the requirement for a third statement of
3 financial position to regulatory filings

0 2.104.2 o N .
1 f the requirement for a third statement of financial position to regulatory
tion 0

i i in accordance with
3 calendar year end prepares its fmancxgl statemepts 11;] ;;cc;;quims i
A with a A’s securities are listed on a regulated exchange whi e
? Ei'tlfgy cial position and three statements of comprehensive incom
11€ O nan :
tb bse presented in the financial statements.

2” x 8 | inal lC].al statements. l ;l tl- A l 1as not aj | led an account g
’ o p ) . . e
spe( o i Vely or “lﬂde a refr Ospectl-v e restatement or recIaSSlﬁcatlon T equll‘l.ng 'the
n of a thﬂl d Statement Of' ﬁnancla[ posiﬁoﬂ at Lhe bf’gmnlﬂg Uf pr -
tatio the ECBdJIlg

i iall
Ini financial statements, Entity A makes a retrospective resmtemell:tt‘ tgmngtelr:l:o K
b 2{31?stl:tzgent of financial position at | January 20).(81' Asigol;lezltz e bigtire ¢
aﬂem the presentation of an additional statement of ﬁna.nfla posi i 8
E .- i i 20X8). For regulatory pu 5
 the i d (i.e. at 1 January : Sotbus
- Pﬂ:cﬂt;;n tijf; ;Ztefileﬁts of comprehensive income and cash flows for the year
presents
i, ial position at 1 January
Bt i i t a fourth statement of financial p si )
~ Entity A is nt:'!t mqmredmt;’ pﬁglll) (see section 2.10.4 above), the ad.ditior.lal sfatemenl (o)
| e il inning of the preceding period (in this example,
| iiBaIlCial emp i thi'betg mnrinog (;))res':nl:ed (in fhis example, 20X7). It is
: ginnin; the earliest pe sented (in this exa s ’
P iﬁmfatr gﬁﬁ: Ato p%e‘s):nt four statements of financial position if it chooses to do so
- acceptable fo i
' but this is not required.

iti ment
2.10.4.3 Note disclosures required to support an additional state
of financial position

iti ial position as at
ity i i dditional statement of financia :
tity is required to present an a r : . i
gji::againnz?nlgyolf theq preceding period in accordance wn_r_hl HK'?iinl .;IL_(I)QAS Wi
present notes supporting that opening statement of financial position.

However w additional statement of position is required to
i i 1t1 | t nt 1 .
n the circumstances when al:l . . P : o
be preser;tfl:d the entity is required to disclose the information reqmred by HKAS 1:4
2
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A6 Fair value measurement

Guidance on the meaning of ‘substantially the full term’ is provided in the
example 10.1.2A. 3

Example 10.1.2A

contractual term

Company X enters into a fixed-price six-year agreement to sell 50 megawatts (MW) of on-
peak electricity for delivery at location ABC' b ginning on 1 January 20X1 and continujng’fl

of the fixed-price agreement. Active market quotes are available for forward contracts to sel|
electricity at location ABC for two years (31 March 20X1 to 31 March 20X3). Accordingly,,w
Company X will use the two years of observable forward pricing data and develop an
expectation for the remaining 3 years and nine months (i.e. 1 April 20X3 to 31 December
20X6) using a model that relies on pricing data and weather patterns from the previous four
years, The model also incorporates all relevant physical constraints (capacity of existing

“ power plants and power plants expected to be completed near location ABC, projected .
. supply and demand etc.).

In the circumstances described, the five-year and nine-month forward price curve represents |
a Level 3, rather than a Level 2, input.

An input for an item with a specified contractual term falls within Level 2 of the hierarchy
only if it meets both of the following criteria:

® as required by HKFRS 13:82 (see above), the input must be observable for
substantially the full term of the asset or liability; and

e the impact of the unobservable period must not be significant to the fair value of the |
asset or liability. The guidance set out in section 10.2.2.1 below should be applie1 '
when evaluating whether the effect of the unobservable period is significant,

HKFRS 13:B35(b) cites as an example an interest rate swap with a term of 10 yeors and for
which the fair value is determined using a swap rate based on a vyield corve that is
observable at commonly quoted intervals for 9 years. The swap rate input i & \_avel 2 input
provided that any reasonable extrapolation of the yield curve for Ye.* i% would not be
significant to the fair value measurement of the swap in its entirety.

In contrast, in the circumstances described, Company X can observe forward prices for only
24 months of the remaining 69-month term of the agreement (i.e. 35 per cent of the term).
Because this does not represent substantially the full term, the first criterion above is not
met. An analysis of the second eriterion is unnecessary; the forward price curve is
considered a Level 3 input. However, if the forward price curve had been observable for
substantially the full term, Company X would need to consider the second criterion (e
whether the effect of the unobservable term is significant to the fair value of the agreement)
to determine whether the forward price curve is a Level 2 or Level 3 mput,

Adjustments to Level 2 inputs will vary depending on factors specific to the asset or
liability. Those factors include the following:

[HKFRS 13:83]

Determining how an input is classified when the item being measured has a specified I

through to 31 December 20X6. On 31 March 20X1, Company X is measuring the fair valye :

Fair value hierarchy A6

ich i items that are comparable to the asset or
extent to which inputs relate to i \ . -
Ilil:bility (including those factors described in HKFRS 13:39 — see section 5.1.1

above); and . !
the volume or level of activity in the markets within which the inputs are observed.

| i i hether adjustments to the quoted price for a si_milar
l}?i;ef I:;tﬂaf)}ilﬁr;dm?;l:iz;a?y to reﬂec-:: differences betyveen the terms of the 1tt’*i:ms
koi ared and other factors that may affect the fair values of: those 1tem§. or
?atng igmgle entity may need to make adjustments to reflect deferfegces in the
mlt)ior’a, location or risks (including non-performance risk and liquidity risk) of
the items being compared. b
L 3:37. an entity should measure the fair value of a liability by
h.inf:rfnfelctf%:e 1quotf:d price otga similar itlem that is lvxel_d b){ anotl‘.lhci:i %art;(n ziha:;
k;.a'sset. In such circumstances, the quoted price of the eymﬂar item he th); e
~ party as an asset should be adjusted for factors-spgcl:lﬁc to the assc.agg al ek
n-gpplicc bi= o the fair value measurement of t'he liability. HKFRS 13:39 provide

~ numacer of examples of such factors (see section 5.1.1 above).

" I addition, if an entity uses a quoted price for a similar iterr} in its va‘luitilsﬁ
: tﬁchnique, the entity may need to make adjustmellxts to rejﬁect d:ffere{rllces mbc h;
including liquidity differences. For example, the lteFFl bemg n:;]e.ai:lre ur:)ntzl ar
- shorter supply (relative to demand) than the_ sumla_r item for whic ba.q w a:ured
' exists. In this situation, a liquidity risk premium exists for the tterpdl eing o gy
that should be factored into the fair value measurement as an adjustme .

quoted price of the similar item.

: i i i f circumstances in which the quoted
xample 10.1.2B provides an 1llusu'a*flon 0 i quo
]Ia:rice fl‘:)r a similar asset needs to be adjusted to reflect the different characteristics

of the asset being measured.

Example 10.1.2B
Using quoted prices for a similar asset or liability

Sales of genetically modified wheat are increasing globally. However,c;l'llfre are:i %0 ;e;zra;?lt:
: ic i ] i enetically modified. -
fi netically modified wheat and wheat that is not gen 2
3]?2:::‘;&:;115; their );.gricultural produce at the time of harvest at fair value less ef‘ostsfto
sell under HKAS 41 Agriculture, sellers of genetically modiﬁe.d wpeat use c‘]uc.nted pncesthmt'
wheat that is not genetically modified. Because the quoted prllace is for a m:ulslxlr a:ztéiﬁead
i : inf However, because genetically
rice would generally represent a Level 2 input. . ally m
a.!heat has d'gxiferent characteristics to the wheat for which a -quoted price exl.sts,thm:
adjustment should be made to reflect market participant assumptions abou:c th‘e p_rf;ce. ! :1
would be received for selling genetically modified wheat. If the :?djusnnent is signi (;:1121 bz
the entire measurement and based on unobservable data, the entire measurement wo

classified as a Level 3 measurement.

An adjustment to a Level 2 input that is significant to the entire measurement might

result in a fair value measurement categorised within Level 3 of the fair value
* the condition or location of the asset:
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hierarchy if the adjustment u e -
: ses significant :
SORBNI02.20 for fnbir discusgi -1can unobservable inputs. [HKFRS 13:847 ¢

HKFRS 13 provides the followin
liabilities.
[HKFRS 13:B35]
* Receive-fixed, pay-variable i
s interest
Interbank Offered Rate (LIBOR;.‘::warate ot o o ae

LIB : : p rate A Level 2 i 5
b OR Swap rate if that rate is observable at common] o
ubstantially the full term of the swap Y quoted intervalg

g examples of Level 2 inputs for particular assets 3

° Receiv?-ﬁxed, pay-variable interest rate swa
denominated in a foreign currency A Level 2 input
based on a yield curve denominated in a forei '8
commonly quoted intervals for substantiall t
be the case if the term of the swap is 0

: 10 years and th i
commonly quoted intervals for 9 ¥ at rate is observable g
of the: $ield. Cirve i years, provided that any reasonable extrapolatiy

of the agreement),

Re.ceive-ﬁxed, pay-variable interest rate
prime rate A Level 2 input would be the
extrapolation if the extrapolated values
data, e.g. by correlation with an interest
the full term of the swap.

rl“hre.e-year thion on exchange-traded
implied volatility for the shares derived t
the following conditions exist:

shares A Level 2 input would e he
hrough extrapolation to year 3 it both of

€-year and tWO"year Ophons on the Shares are OLQb v"dble' a.nd
) >

* the extrapolated implied volatility of a three

observable market data for substantially the e Smilon R comohorgil by

full term of the option.

]I that CaSE, [llﬂ unpl]ed \‘Olauht}‘ Could be del’]ved b € t]al)() atlllg iiﬂl 1 the
y X ]
COl Hl])()lated by the [mphed VOIatII]Ey 10] thl'ee-ye&l‘ Optl()ns on con able
pa"r

e“tlt[es ShaIES plOVldEd t]lat correlat on W[tll t]le ("le-ye al d Iw()"y ed
s 1 1

1 g g ent F T censin I eme: I th. S ac |1|[’e(l In a
] Censin arrangem (0] a ll S q
busuless conlblnatlon and was IeCently neg()tlated Wfth an U]HEIa[ed l)a]ty hy t.he

€ I Oﬂtl‘aCt i

. -i [ . . l v . .
vaUHed n a bUSIHESS Colnblnatlﬂn, a Le\#e] 2 I“put Wou[d be e.t]]e] a C t()
prl e

 customers in a retail m

p based on a yield cyrve

he full term of the swap. That v.éo": Id "
i multiple

swap based on a specific bank’s
bank’s prime rate derived througﬁ%
are corroborated by observable markef;--i
rate that is observable over substantial]?j?
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arket or a price to retailers in a wholesale market, adjusted
,I;for differences between the condition and location of the inventory item and the
_,,mmparable (i.e. similar) inventory items so that the fair value measurement
reflects the price that would be received in a transaction to sell the inventory to
~ another retailer that would complete the requisite selling efforts. Conceptually, the
' fair value measurement will be the same, whether adjustments are made to a retail
price (downward) or to a wholesale price (upward). Generally, the price that
requires the least amount of subjective adjustments should be used for the fair

~ yalue measurement.

Building held and used A Level 2 input would be the price per square metre for
the building (a valuation multiple) derived from observable market data, e.g.
multiples derived from prices in observed transactions involving comparable (i.e.

similar) buildings in similar locations.

Cash-generating unit A Level 2 input would be a valuation multiple (e.g. a

of earnings or revenue or a similar performance measure) derived from
in observed

observabie market data, e.g. multiples derived from prices
g into account

{rensactions involving comparable (i.e. similar) businesses, takin
operational, market, financial and non-financial factors.

10.1.3 Level 3 inputs

Level 3 inputs are unobservable inputs for the asset or liability. [HKFRS 13:86 &
Appendix A]
Unobservable inputs should be used to measure fair value to the extent that relevant
observable inputs are not available (e.g. when there is little, if any, market activity for
the asset or liability at the measurement date). However, unobservable inputs should
reflect the assumptions that market participants would use when pricing the asset or
liability, so as to achieve the general fair value measurement objective (i.e. an exit
price at the measurement date from the perspective of a market participant that holds
the asset or owes the liability). [HKFRS 13:87]

among others, assumptions that market
about risk include the risk inherent
model)

Unobservable inputs should reflect,
participants would make about risk. Assumptions
in a particular valuation technique used to measure fair value (such as a pricing
and the risk inherent in the inputs to the valuation technique. A measurement that does
not include an adjustment for risk would not represent a fair value measurement if
market participants would include one when pricing the asset or liability. For example,
it might be necessary to include a risk adjustment when there is significant
measurement uncertainty (e.g. when there has been a significant decrease in the
volume or level of activity when compared with normal market activity for the asset or
liability (or similar assets or liabilities) and the entity has determined that the
transaction price or quoted price does not represent fair value — see sections 9.4 t0 9.6

above). [HKFRS 13:88]

Unobservable inputs should be developed using the best information available in the
ght include an entity’s own data. In developing unobservable

circumstances, which mi
inputs, an entity’s own data should be adjusted if reasonably available information

indicates that other market participants would use different data or there is something
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A32 Interim financial reporting

3.8 Materiality

HKAS 34:23 states that, in deciding how to recognise, measure, classify, or disclose
an item for interim financial reporting purposes, materiality should be assessed in
relation to the interim period financial data. In making assessments of materiality, it
should be recognised that interim measurements may rely on estimates to a greater
extent than measurements of annual financial data.

While materiality judgements are always subjective, the overriding concern is to
ensure that an interim financial report includes all of the information that is relevant to
understanding the financial position and performance of the entity during the interim
period. Therefore, it is generally inappropriate to base quantitative estimates of
materiality on projected annual figures.

3.9 Disclosure in annual financial statements

It is quite common that entities do not prepare a separate report for the final interim
period in a financial year. This will be determined on the basis of the rules of local
regulators. For example, an entity with a reporting period to 31 December, which
reports half-yearly, may not be required to produce a separate interim report covering
the period from July to December.

In such circumstances, HKAS 34 requires disclosure in the notes to the annual
financial statements if an estimate of an amount reported in an earlier interim period is
changed significantly during the final interim period. The nature and amount of that
change in estimate are required to be disclosed. [HKAS 34:26] This requirement is
intended to provide the user of the financial statements with details of changes in
estimates in the final interim period consistent with those generally required by HKAS
8 Accounting Policies, Changes in Accounting Estimates and Errors. The Standira
does state, however, that this disclosure requirement is intended to be narrow ia scope,
relating only to the change in estimate, and it is not intended to introducs a general
requirement to include additional interim period financial information iu the entity’s
annual financial statements. [HKAS 34:27] ‘

HKAS 34:27 makes clear that, when such a change in estimate occurs and is
required to be disclosed in the annual financial statements, the disclosure
represents additional interim period financial information. Consequently, although
the disclosure is made in the annual financial statements, materiality will generally
be determined by reference to interim period financial data.

4 Accounting policies

4.1 Same accounting policies as annual financial statements

The accounting policies applied in the interim financial statements should be
consistent with those applied in the most recent annual financial statements, except for
accounting policy changes made after the date of the most recent annual financial
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statements that are to be reflected in the next annual financial statements. [HKAS
34:28]

Entities are required to disclose in their interim financial reports that this requirement
has been met. [HKAS 34:16A(a)]

4.2 Changes in accounting policies

Preparers of interim financial reports in compliance with HK_AS 34 are required to
consider any changes in accounting policies that will be applied for the next annual
financial statements, and to implement the changes for interim reporting purposes.
Such changes will generally encompass:

e changes required by an HKFRS that will be effective for the annual financial
statements; and

e changes that are proposed to be adopted for the annual financial statements, in
accordance with the requirements of HKAS 8 Accounting Policies, Changes in
Aecounting Estimates and Errors, on the basis that they will result in the financial
stutements providing reliable and more relevant information.

- tiere has been any change in the entity’s accounting policies since the most recent
aunaal financial statements, the interim financial report is required to include a
description of the nature and effect of the change. [HKAS 34:16A(a)]

If a new Standard or Interpretation has been published during the first interim
period but it is not effective until after the end of the annual reporting period, an
entity may decide in the second interim period to adopt this Standard or
Interpretation early for its annual financial statements. The fact that the new
Standard or Interpretation was not adopted in its first interim period financial
statements does not generally preclude the entity from adopting a new policy in the
second interim period or at the end of the annual reporting period. The
requirements for restating previously reported interim periods are discussed in
section 4.3.

Example 4.2

Adoption of new Standard part-way threugh a financial year

Company X prepares its financial statements in accordance with HKFRSs and has a
December year end. It also prepares interim financial reports in accordance with HKAS 34
on a quarterly basis.

The HKICPA issues a new Standard that is effective “for annual periods beginning on or
after 1 July 20X3”, with earlier adoption permitted. The Standard does not include any
specific transition provisions so that, in accordance with HKAS 8:19(b), it is required to be
applied retrospectively.

Is Company X required to adopt this Standard in its interim financial report for the three
months ending 30 September 20X37?

No. Company X’s first annual period beginning on or after I July 20X3 is the period from 1
January 20X4 to 31 December 20X4. Company X is not required to adopt the new Standard
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A32 Interim financial reporting

in .int‘erim ﬁ-naucial reports relating to interim periods beginning before 1 January 20X4.
This is true irrespective of whether Company X’s interim financial reports contain a set of
condensed financial statements or a complete set of financial statements,

However, if Company X decides to adopt the new Standard in advance of its effective date
(e.g. in its annual financial statements to 31 December 20X3), then Company X should
apply the new Standard for interim periods beginning on or after that earlier date of adoption
(see also the discussion in section 4.3 on restatement of prior interim periods).

4.3 Restatement of previously reported interim periods

A ch'ange in accounting policy, other than one for which the transition provisions are
specified by a new HKFRS, should be reflected by:

[HKAS 34:43]

e restating the financial statements of prior interim periods of the current financial
year, and the comparable interim periods of prior financial years that will be
restated in annual financial statements in accordance with HKAS 8; or

* when it is impracticable to determine the cumulative effect at the beginning of the
financial year of applying a new accounting policy to all prior periods, adjusting
the financial statements of prior interim periods of the current financial year, and
comparable interim periods of prior financial years, to apply the new accounting
policy prospectively from the earliest date practicable.

HKAS 8 /‘lccouming Policies, Changes in Accounting Estimates and Errors states that
retrospective application of a new accounting policy is impracticable when an entity
cannot apply it after making every reasonable effort to do so.

HKAS 34:44 states that an objective of these principles is to ensure that 2 single
accounting policy is applied to a particular class of transactions throughout au entire
financial year. That is not to say that voluntary changes in accounting policy part-way
through the year are prohibited. Such changes are permitted, provided that the
conditions of HKAS 8 are met. What HKAS 34:44 requires is thai, when a change in
accounting policy is adopted at some point during the year, the amounts reported for
earlier interim periods should be restated to reflect the new policy.

HKAS 34:45 explains that allowing accounting changes to be reflected as of an
interim date within the financial year would allow two differing accounting policies to
be applied to a particular class of transactions within a single financial year. This
would result in interim allocation difficulties, obscured operating results, and
complicated analysis and understandability of interim period information.

Example 4.3
Changes in accounting policies part-way through a financial year

Company A reports quarterly, In its first quarter interim report for the current year, it used
the same accounting policies as in its latest annual financial statements. Company A wants
to make a voluntary change in accounting policy starting in its second quarter interim report.
It can demonstrate that the change “results in the financial statements providing reliable and
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s
more relevant information about the effects of transactions, other events or conditions on the
entity’s financial position, financial performance or cash flows™ as required by HKAS 8:14.

Company A is permitted to make this change in accounting policy in its second quarter
interim report provided that the conditions of HKAS 8 are met. HKAS 34:44 requires that
the interim financial statements for the first quarter of the year be restated to reflect the new
accounting policy adopted in the second quarter. As HKAS 34:45 suggests, what is
prohibited is allowing accounting changes to be reflected as of an interim date within a
financial year. Accounting changes can be made at an interim date within a financial year,
with retrospective application to earlier interim periods of that year.

L

5 Recognition and measurement

5.1 General principles

As discussed in section 4.1 above, in preparing their interim financial reports, entities
are requirzd to apply the same accounting policies as will be applicable for their next
annval fancial statements. The principles for recognising assets, liabilities, income
«na expenses for interim periods are the same as in annual financial statements.

it is not intended, however, that each interim period should be seen to stand alone as
an independent period. The Standard states that the frequency of an entity’s reporting
(annual, half-yearly or quarterly) should not affect the measurement of its annual
results. To achieve that objective, measurements for interim reporting purposes are
made on a year-to-date basis. [HKAS 34:28]

There is a degree of inconsistency in HKAS 34. The requirement set out in section
4.1 above (that the same accounting policies should be applied in the interim
financial statements as are applied in annual financial statements) represents a
‘discrete period” approach to interim reporting. On the other hand, HKAS 34:28’s
requirement that measurements for interim reporting purposes should be made on a
year-to-date basis so that the frequency of the entity’s reporting does not affect the
measurement of its annual results represents an ‘integral period’ approach.

This inconsistency has led to a number of areas of potential conflict between the
requirements of HKAS 34 and those of other Standards applied at the end of
interim reporting periods. HK(IFRIC) — Int 10 deals with one area of conflict
regarding reversals of certain impairment losses (see section 5.6.16.1 below).

5.2 Seasonal, cyclical or occasional revenues

Revenues that are received seasonally, cyclically or occasionally within a financial
year should not be anticipated or deferred as of an interim date, if anticipation or
deferral would not be appropriate at the end of the financial year. [HKAS 34:37]

Thus, for example, an entity engaged in retailing does not divide forecasted
revenue by two to arrive at its half-year revenue figures. Instead, it reports its
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41 Accounting and reporting by retirement benefit plans

When i
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6 Disclosure — all plans
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[HKAS 26:34]
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4 description of the plan and the effect of any changes in the plan e

_r p3ﬂ0d‘
ne financial statements provided by retirement benefit plans shoulduclige e

wing, if applicable:

26:35]

a statement of net assets available for benefits disclosing:

e assets at the end of the period suitably classified;

e the basis of valuation of assets;

details of any single investment exceeding either 5 per cent of the net assets
available for benefits or 5 per cent of any class or type of security;

e details of any investment in the employer; and

liabilities other than the actuarial present value of promised retirement
henefits;

a clatement of changes in net assets available for benefits showing the following:

e employer contributions;
+ employee contributions;

e investment income such as interest and dividends;

e other income;

benefits paid or payable (analysed, for example, as retirement, death and
disability benefits, and lump sum payments); '

e administrative expenses,

e other expenses;

e taxes on income;
profits and losses on disposal of investments and changes in value of
investments; and

e transfers from and to other plans;

a description of the funding policy;

for defined benefit plans, the actuarial present value of promised retirement
benefits (which may distinguish between vested benefits and non-vested benefits)
based on the benefits promised under the terms of the plan, on service rendered to
date and using either current salary levels or projected salary levels. This
information may be included in an accompanying actuarial report to be read in
conjunction with the related financial statements; and

for defined benefit plans, a description of the significant actuarial assumptions
made and the method used to calculate the actuarial present value of promised

retirement benefits.
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A4l Accounting and reporting by retirement benefit plans

The report of a retirement benefit plan should contain a description of the plan, either
as part of the financial information or in a separate report. It may contain the following:

[HKAS 26:36]
e the names of the employers and the employee groups covered;

e the number of participants receiving benefits and the number of other participants,
classified as appropriate; a

e the type of plan — defined contribution or defined benefit;
® anote as to whether participants contribute to the plan;

*  adescription of the retirement benefits promised to participants; 1

e adescription of any plan termination terms; and 2
¢  changes in the preceding items during the period covered by the report.

In order to provide the required description of the plan, it is acceptable for the entity to
refer to other documents that are readily available to users and in which the plan 15
described, and to include only information on subsequent changes. [HKAS 26:36]
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B2 Financial assets

amortised cost of the host debt instrument. At the date of reclassification, an entity
will be required to make the embedded derivative assessment it would have made
had the debt instrument not been initially classified as at FVTPL, i.e. the entity will
need to determine the instrument’s amortised cost for all dates when the instrument
may be put, called, or prepaid and compare the amortised cost with the exercise
price of the option on those dates.

4.3 Into AFS investments

A debt or equity instrument may be reclassified out of held for trading (part of the
FVTPL category) into AFS in accordance with HKAS 39:50 (see section 4.2 above).
Because the instrument is measured at fair value both before and after reclassification,
there is no gain/loss on reclassification and all amounts previously recognised in profit
or loss prior to the date of reclassification are retained in profit or loss.

An entity must reclassify a debt instrument from HTM to AFS if there is no longer the
intention and ability to hold the debt instrument to maturity. Also, all debt instruments
must be reclassified out of HTM into AFS when there are sales or reclassifications of
more than an insignificant amount of HTM investments that do not meet any of the
conditions in HKAS 39:9 (see section 4.6 below). At the date of reclassification, the
difference between the carrying amount of such investments and their fair value
should be recognised in other comprehensive income. [HKAS 39:52]

If the fair value of an investment in an unquoted equity instrument becomes
sufficiently reliable following a period during which the investment was measured
at cost in accordance with HKAS 39:53, resulting in the measurement of that
investment at fair value, this is not a reclassification between financial asse’
categories. Investments in equity instruments can only ever be classified in either
FVTPL or AFS (both of which are required to be measured at fair valve) and
HKAS 39 does not have a fifth classification category. Therefore, although HKAS
39:53 refers to financial assets that became reliably measurable wher e measure
was not previously available and this paragraph is included in the saction titled
‘Reclassifications’, it is not apparent what category such assets could be
reclassified to. It is reasonable to consider such assets as continuing to belong to
the same classification category to which they were originally classified, but that
their basis of measurement has been changed to fair value. The difference between
cost and fair value at the date the fair value becomes reliably measureable should
be recognised in other comprehensive income if the asset is classified as an AFS
asset (see sections 4.10 and 4.11 below).
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4.4 Out of AFS investments

[nvestments in debt instruments may be reclassified out of AFS. Investments in equity
instruments classified as AFS cannot be reclassified.

If the fair value of an investment in an unquoted equity instrument classified as an
AFS asset becomes unreliable and, therefore, an entity ceases to measure this
investment at fair value and begins to measure it at cost in accordance with HKAS
39:54, this is not a reclassification between financial asset categories. Investments
in equity instruments can only ever be classified in either FVTPL or AFS (both of
which require measurement at fair value) and HKAS 39 does not have a fifth
classification category. Therefore, although HKAS 39:54 refers to examples where
the fair value of an investment in an unquoted equity instrument becomes
unreliable, and this paragraph is included in the section of the Standard titled
‘Reclassifications’, it is not apparent what category such assets could be
reclassified to. It is reasonable to consider such assets as continuing to belong to
the sar.> classification category to which they were originally classified, but that
their basis of measurement has been changed to cost (see sections 4.10 and 4.11
below).

A tinancial asset classified as AFS may be reclassified to HTM if the entity has the
intent and ability to hold the asset to maturity. The asset may be reclassified during the
instrument’s life except during the two-year tainting period (see section 3.3 above) if
the entity has disposed of more than an insignificant amount of held-to-maturity assets.

A financial asset classified as AFS may be reclassified out of the AFS category to the
loans and receivables category if it meets the definition of loans and receivables and
the entity has the intention and ability to hold the financial asset for the foreseeable
future or until maturity.

As described in section 4.2 above, an entity should determine an accounting policy
with respect to the date it determines whether a reclassified AFS debt instrument
meets the definition of loans and receivables. Two interpretations are acceptable:

(i) assess the definition of loans and receivables at the date of initial recognition
of the financial asset; or

(i1) assess the definition of loans and receivables at the date of reclassification of
the financial asset.

An entity should decide on an appropriate interpretation and apply it consistently
as an accounting policy choice to all reclassification assessments that require the
entity to apply the definition for loans and receivables. If the accounting policy is
considered relevant for the understanding of the financial statements, it should be
disclosed in accordance with HKAS 1:117.

If an entity’s accounting policy is to assess the definition of loans and receivables
at the date of initial recognition, then the entity will not be able to reclassify an
AFS debt instrument where that AFS debt instrument was classified as such
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B2 Financial assets

because it did not meet the definition of loans and receivables at initial recognition
due to the fact that it was traded in an active market.

If an entity’s accounting policy is to assess the definition of loans and receivables
at the date of reclassification, then the debt instrument may no longer be traded in
an active market and so the entity may be able to reclassify the AFS debt

instrument even though it did not meet the definition of loans and receivables at
initial recognition.

The following summarises the criteria for reclassifying out of AFS.

Does the financial

No No
asset meet the o p Doefs lthe .
definition of a loan b e assle 5
and receivable? i
Yes Yes
A 4
Does the entity have
the intention and Does the entity have 4
No | ability to hold the the intention and | No Reclassificats
financial asset for ability to hold the i =0 aslf.lbl.:a;mn
the foreseeable financial asset until L s
future or until maturity? A
maturity?
Yes Yes
A y
The financial ;
The financial
asset may be . b
reclassified to loan i n"lay i
2 reclassified to
and receivable or held tari
available for sale L i

A financial asset reclassified from AFS should be reclassified at its fair value on the
date of reclassification. Any gain or loss already recognised in profit or loss should not

be reversed. The fair value of the financial asset on the date of reclassification
becomes its new amortised cost.

Any previous gain or loss on an AFS asset that has been recognised in other
comprehensive income should be amortised to profit or loss over the remaining life of
the investment using the effective interest method in the case of an instrument with a
fixed maturity. Any difference between the new amortised cost (being the asset’s fair
value at the date of reclassification) and its maturity amount should also be amortised
over the remaining life of the financial asset using the effective interest method,
similar to the amortisation of a premium or a discount. In the case of a financial asset
that does not have a fixed maturity (e.g. a perpetual debt instrument reclassified from
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-AFS to loans and receivables), the gain or lo§s should be Fecog.m'sed ;nhprohtl orilgzz
the financial asset is sold or otherwise dlsposedlof or u-flpalred. If the reclass
. | asset is subsequently impaired, any previous gain or l_oss that has been
ﬁnangcri?seg in other comprehensive income is reclassified from equity to profit or loss

Teco

irrespective of whether or not the asset has a fixed maturity. [HKAS 39:54]

A financial asset reclassified out of AFS to loans and receivables is subject to
extensive disclosure requirements (see section 4.1.4 of chapter B12).

45 Into HTM investments

A financial asset classified as at FVTPL may be reclassified to HTM if the financial

t is no longer held for the purpose of selling or repul-'chasmg it in the near te;rn
a;fEAs 39:50(c)] and it meets the definition of a HTM investment. The criteria for
reclassification are described in section 4.2 above.

A financial asset classified as AFS may be reclassified to HTM if the.fenctllgy :‘:ﬁs EEZ
. tent and @ability to hold the asset to maturity. The. asset may .bc reclasg] ied during :
" etrurﬂ :ni’s life except during the two-year tainting period if the entity has dlSpO?e
lor}S fno;*‘; than an insignificant amount of HTM assets. When the t‘wojy&:iilrﬂ azgcicé
f,u‘.i"‘squent to the period in which tainting.occurred .hafs passed, th(? en}tjlity tls, i ol
wclassify the assets back into HTM provided that it mtend’s and is able to g s
;;sets to maturity. On the date of reclassification, an asset’s c’arrymg amoun S.e. t
fair value at the date of reclassification) be‘comes the asset’s new taxt':ill:n}slgs ggzr.‘
[HKAS 39:54] Any previous fair value gain or loss on the asset the .
accumulated in equity is amortised to profit or loss over the remaining

financial asset using the effective interest method.

4.6 Out of HTM investments

When, as a result of a change in intention or ability, it is no longer gp;sré)i_):s’;elut;)
classify an investment as HTM, it is reclassified to AFS and rem.easusrg ab ::3 & 1};
[HKAS 39:51] The ‘tainting” provisions of 1-1KAS 39 (see sa_actmn : ta ?r hereg)re
not only to sales but also to reclassifications of HTM myestmen s.t hot d(;
reclassifications of more than an insignificant amount qf HTM mvestmenfsi_ ik
not meet any of the conditions for permittt?d sa{es, taint the HTM portiolio
remaining HTM investments must be reclassified into AFS.

On reclassification out of HTM into the AFS category, as a S:onsequt?nce of ta.mt;lng,
any difference between an asset’s carrying amount and its fair valuf‘: ls.recogmse in
other comprehensive income. [HKAS 39:51 and HKAS 39:55(b)] This ditference must
be disclosed in addition to the reason for reclassification. [HKFRS 7:12]

When an entity taints its HTM portfolio in the current reporting pc_eriod, and is retqltnr?tc;
to reclassify all of its HTM investments into the AF S category, it d(?es I]‘Ot rets} a :use
comparatives for the reporting period to reflect this change of classification, bec

this would conceal the impact of ‘tainting” the portfolio.
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B7 Fair value measurement of financial instruments

9.2 Applying a premium or discount

non-controlling interest discount).
incorporate a premium or discount
HKFRS that requires or permits th,
[HKFRS 13:69]

rement shoy]g

that is inconsistent with the unit of account

Premiums or discounts that reflect
(specifically, a blockage factor that
because the market’s normal daily

quantity held by the entity) are not permitted in a fair value measurement.
13:69]

size as a characteristic of the entity’s hojq
adjusts the quoted price of an asset or a liah,

is simply the size of the investor’s holding, which is
of the financial asset and thus is not conside
this circumstance. For both investors, the fair va
the price for disposing of a single share multi

In contrast, when measuring the fair value of
incorporate a control premium because HKFRS
characteristic of the asset or liability. [HKFRS 13:69]

In all cases, if there is a
liability, the entity should
except as specified in HK

quoted market price in an active market. fo:
use that price without adjustment when meas
FRS 13:79 (see section 10.1.1 below). [HKFRS 13:69]

When measuring the fair value of finan
offsetting positions in market risks o

i0, not the individual units of account that make up

9.3 Bid price versus ask price inputs

If an asset or a liability measured at fair value has a bid
input from a dealer market), HKFRS 13 requires the p
that is most representative of fair value in the circumstances to be used to measure fair

value regardless of where the input is categorised within the fair value hierarchy (i.e.
Level 1,2 or 3: see section 10 below).

price and an ask price (e.g. an
rice within the bid-ask spread

HKFRS 13 permits, but does not re

quire, that asset positions may be measured at bid
prices and that liability positions ma

y be measured at ask prices. [HKFRS 13:70]
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e fair value measurement (see section 3.1 ghqy

trading volume is not sufficient to absorb

a controlling interest, it is appropriate to
13 regards the control premium as g

“n asset or a
suring fair value,

cial assets and 1imancial liabilities with
I counterparty credit risk the unit of
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sy tions
3 . s ther pricing conven
: d-market pricing or o
n entity to use mi
13 allows a

i . . .
u d £ actl a[ ex e!lle][ !”! aill Vahle

ty y i i i ite O us mid—mal‘ket

‘ -cted pricing convention: ;

vided that the selecte ek v oo B tion);
k. d by market participants (e.g. an industry-accepted pricing convention)
use y mar

ot S 13. For
1 surement objective of HKFR _
: ith the fair value measuremen ; ised assefs or
18 mﬂs's'“?f;,:;gg not be appropriate to use ask prices f:or recoi!::;; s ie
mm.}e" lf ecognised liabilities because such‘a pricing app Wil
E nFiSn:):vgth the HKFRS 13 objective that fair value is an exit p
. incon_sls ()

V‘ v i i i Oli Choice

similar characteristics and risk. The po
opriate.

e ebt security as an asset. Entity Y, a broker-dealer, is a

; same d . d in an active
k- 5:;:1 EPhgedegzdsgzirity. Entity X is not. The debt security 1s traded in
irket-maker m

et by Entity Y (and other broker-dealers) using bid and ask prices.

i lose to the bid price,
i the debt security at or close
| st i S;lilid-market price as the fair value of the debt

icy to use the : the ask price
R Sei::ctlt:g)o;:i(i:i(nt However, it would not be appropriate to use the P
ity as a practica i

i jecti ir value being
i i th the objective of fair v

: i ; this would be inconsistent wi
 the debt security because
‘exit price.

: Entity Y may be abl : L
| v;:seth(:;gilts poli)::y to measure the debt security by using
|

‘; | expedient.
£

. ] - bid price, Entity Y may
e to exit at a price greater than ti'lebid sricc as a practical

I : : f
]“: . ] .] l . 1 F ] L3
vall e a !)(, 1 ‘E (5] Ellle] llal Ila\‘e 0 i‘Settlll mat ket T lSkS alld 1n
'domg S0 use m

1 ici. ther
9.3.1 Changes in the use of bid, ask or mid-market pricing or 0

pricing conventions

th the requirements of HKFRS t:]3t72
ice within the bid-ask spread tha! -

it is not generally
to using the practical

* When an entity has in the past comphefh wi ;

| (see above) and measured fmr value at ﬂi p i

| most representative of fair value in the A .policy
appropriate for the entity to change its acc

383




B7 Fair value measurement of financial instruments

expedient of mid-market pricing or another pricing convention as permineé‘ .
HKFRS 13:71.

Once a valuation technique has been selected, it should generally be a
consistently. A change in a valuation technique is only appropriate if the ch
results in a measurement that is equally or more representative of fair value i
circumstances. [HKFRS 13:65]

Having established a policy of measuring fair value at the price within the bid-;
spread that is most representative of fair value in the circumstances, a change
using a practical expedient such as mid-market pricing or another p

convention would generally be inappropriate because it would not typically result
in a measurement that is equally or more representative of fair value.

there is a significant decline in the activity of, o
'. k'—fer new issues (i.e. a primary market) for the ass
L

Inputs to valuation techniques B7

r there is an absence of, a market
et or liability or similar assets or

liabilities; and | e
little information is publicly available (e.g. for transactions that take pla
prmcipal-to-principal market). f
n a significant decrease in the volume or level o

i ether there has bee
sessing wh he significance and relevance of factors such as

ty, an entity should evaluate t
se listed above. [HKFRS 13:B37]

that the presence of one or more of the factors 1_i-s,te,d in HKFt:lS 1132)113317 ;:;);1;
ot sufficient to conclude that a market is not ‘active’ (see section 10.1. _

. further discussion).

level of

e i concluded that there has been a significant decrease in the volume or t o
3y l.t s cg’ ‘he asset or liability in relation to normal market activity fgr the asse
gctivity T ;. ?1 r assets or liabilities), further analysis of the transactions or quoted
lity «or SI(Iin:da If it is determined that a transaction or quoted price d‘oes not
PPﬂ o5 1st f{:;f th.le (e.g. there may be transactions that are not (?rderly), an adjusama:n;
':;D rgie: et?amsactions or quoted prices will l?e necessary if thos',e P?C:Z tal;f; t?h:efzisre v:]ue
lhas1s for measuring fair value. The adjustment can be signific

‘measurement in its entirety. [HKFRS 13:B38]

9.4 Measuring fair value when the volume or level of activity for
an asset or a liability has significantly decreased

HKFRS 13 notes that the fair value of an asset or a liability might be affected when
there has been a significant decrease in the volume or level of activity for that asset or

liability in relation to normal market activity for the asset or liability (or similar assets
or liabilities). [HKFRS 13:B37]

The consequence of a significant decrease in the volume or level of activity could be

that a transaction price or a quoted price for that item is not representative of fair value,
However, a decrease in the volume or level of activity on its own may not indicate the’
a transaction price or quoted price does not represent fair value or that a transaction in

that market is not orderly. [HKFRS 13:B38]

The following are examples of factors that can help determine whether, on th« basis of
evidence available, there has been a significant decrease in the volume or level of

activity for the asset or liability:

[HKFRS 13:B37]

e there are few recent transactions;

®  price quotations are not developed using current information;

®  price quotations vary substantially either over time or among market-makers (e.g.

some brokered markets);

* indices that previously were highly correlated with the fair values of the asset or

liability are demonstrably uncorrelated with recent indications of fair value for
that asset or liability;

there is a significant increase in implied liquidity risk premiums, yields or
performance indicators (such as delinquency rates or loss severities) for observed
transactions or quoted prices when compared with the entity’s estimate of
expected cash flows, taking into account all available market data about credit and
other non-performance risk for the asset or liability;

there is a wide bid-ask spread or significant increase in the bid-ask spread;
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i ice for a
in other circumstances (e.g. when a price :
Adj ents also may be necessary I 0 :
g?ﬁ];lsaﬁsset requires significant adjustment to make it comparable to the asset being
measured, or when the price is ‘stale’). [HKFRS 13:B38] _
| for making significant adjustments to

i : dol .
HKFRS 13 does not prescribe a methodo Ogyth vaiation techinidues diitasssd in

: or quoted prices. Consistent wi s : <k
iﬁlt::;n;nsaboveq appropriate risk adjustments should be applied, including a ris

ici and as
premium reflecting the amount that market par{t]mlpant; w;;sli O(Ee;nliabﬂity
i ainty inherent in the cash flows of an
it el faithfully represent fair value. In some cases,

0 i nt does not
R ment may be difficult. However, the degree of

determining the appropriate risk adjust 1 . | .
lﬁcult;r;%one isI:E}t a sufficient basis on which to exclude a risk adjustment. The risk

1 —
idjustmeﬂt should be reflective of an orderly transaction between legaré(;; ]part101pan s
at the measurement date under current market conditions. [HKEFRS 13:

If there has been a significant decrease in the volume or leve? (;f actlzf;gnt;otrezhh; Zsj:;
;br liability, a change in valuation technique or the use of n:(tlultiple \ge:n i
may be appropriate (e.g. the use of a market approach and an 130 tions of fair value
sections 8.1 and 8.3 above, respectively). When w it 1cahould consider the
tesulting from the use of multiple valuation techmques, an entlt_y i e
reasonableness of the range of fair value rneasure:ments. The (:b_]cc, 1; byilsrior
the point within the range that is most representative of fair va ue u‘tjl- 61; s
é_ondiﬁous, A wide range of fair value measurements may be an indical

analysis is needed. [HKFRS 13:B40]

i ivity for
Even when there has been a significant decrease in the volume or leyel t(;lf'e a:;;r;tyFatr
the asset or liability, the objective of a fair value measurement remains -
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