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401
buildings in a manne il
; r that differs fr ; . '
continue our s from its highest .
g 1o s o manUfchring perations. i ¢ contr | h
e : Ster
convert these operations in the fofg/seaer;gl; g?uﬁg i R ;E'II(I) I c a pte J
22-900 Transitional provisions HK(IFRIC) INTERPRETATIONS
PH}Z};;nsdlx C contains the transitional Provisions B!
13 shall be i . '
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Restoration and Similar Liabilities

404
g 1 1stinDecommissioning,

0,000 to $3,307,000 ($3,120,000 %

(a) a revision of th z
e estimated outflows of resources embodyi | esioning cost has increased from $3,12
he journal entry to record this

benefits (eg cash flo i
i i required to settle the Obligation; e se of the unwinding of discount. T

(b) arevision to the curr _
of HKAS 37 (&?i: m:lﬁtig;agief-basgd discount rate as defin, ed as follows:
. anges i -
risks specific to the liability); andges in the time value of mg

(¢) an increase that
% ¥ rEfleCtS the passa e s |
unwinding of the discount. i ge of time — also referred e

23-300 Consensus

Most entities account fi i
¢ or their property, plant i ing
;1}02;1.5 tWhere this is 50, under HK([FRyICI))-Int laléflaiqgljalspﬂetr}llt e
discoun:ng decommissioning costs arising from change i g
Sea ﬂ].:late should be. added to, or deducted from thg C mt of
e 5(a)e :I?drre;')nt perclioci}?nd depreciated prospecﬁ’vely o?rser (;fs
1 5( , an anges in decommissionin i
unwinding of the discount should be recognised in pro%it f)?'sfcs)ssar als,

cost as it occurs (para 8). Capitalisati
: . italis v

not permitted. P ation under HKAS 23 Borrowing = ‘.fmual depreciation for the years 20x1 to 20x9 will b

0, whereas the depreciation for years thereafter will be base

2,130,000 ($33,1 20,000 — $990,000).

Dr  Finance costs 187,000

¢cr  Provision for
decommissioning

187,000

31 December 20x9, it is estimated that, due to technological
e dismantlement cost will be just $8,000,000. In this case, the
Il change from $5,200,000

decommissioning cost Wi
$4,210,000 ($8,000,000 discounted

ange is as follows:

that on
ment, th
value of the
discounted at 6% for 11 periods) to

}Oﬂj periods). The journal entry to record this ch
Dr < Frovision for 990,000
decommissioning

- Plant 990,000

e based on the cost of
d on the

=]

If th j i

b (‘e: ;rclzlé?ds;ner}:t :ﬁsults‘lr.l an a.ddition to the cost of an asset, the en

v nOtvg e;u ﬁer this is an indication that the new carryil{g am

- sthl : e fully recove_rable (para 5(c)). If there is such an i di0 .
est the asset for impairment by estimating its recovelztblia

and account for any i i
i . Yy 1mpairment 1 i :
Impairment of Assets”. B oss, in accordance with Hi

when the revaluation

noted that the above principle also applies
is used.

:der HKAS 16 ““Property, Plant and Equipment”

entities account for their property, plant and equipment using the

ion model, a change in the lability does not in itself affect the

of the asset for accounting purposes. Instead, it alters the
on surplus or deficit on the item, which is the difference between its
" and what would have be recognised under the cost model. The
the change is treated consistently with other revaluation surplus or
In these cases, HK(IFRIC)-Int 1 specifically provides that (para 6(a)):

lllustration 23.1

On 1

$30’000J316513E1‘_1}’0£0x1, s Ltd purchases a plant for cash ‘onsiderati

period.lIt is esti ever, ABC Ltd is required to dismantle the p! ant a;te: raz

discount rate isl?"? te:ng\:}: the dismantlement will cost $10 000‘000 'Ihearé'
0y e 2 r B L

$3,120,000 ($10,000,000/(1 + g;s%%l)lt value of the dismantlement cost is ther

In thi .
s case, ABC Ltd will record the plant at a cost of $33,120,000 on 1 Janua

20x1 as follows:
in other comprehensive

sases in the liability shall be recognised
ty (except that it shall

me and increase the revaluation surplus in equi

D el EA0E 33,120,000
Cr  Cash Sirce . ] hifioh
Cr  Provision for 3’ ,000 ognised in profit or loss to the extent th?t g lreversf(—izs a rleva .uat1cci)n
decommissioning ,120,000 t on the asset that was previously recognised in pro t or loss); an
ases in the liability shall be recognised in profit or loss (except that it

hensive income and reduce the

On 31 Decemb
ember 20x1, ABC Ltd has to provide depreciation on the plan
balance existing

allocating the cost of $33,1
/120,000 over the 2 i a
: ( e 20 years. Besid ill 2
d?&‘?;!i lt; tac(tg)s;t ;81- the: change in the decommizsioningez;sﬁfiulz?oculﬁ :
periods to 19 periods). In this case, the present value of

all be recognised in other compre
uation surplus in equity to the extent of any credit

the revaluation surplus in respect of that asset).

23-300

23-300
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415
ther an Arrangement contains a Lease
e

(c) take—or-pay contracts, in which
payments regardless of whether they take delivery of the

products or services (ega take-or-pay contract to acquire syhg
of the output of a supplier’s power generator).

HK(IFRIC)-Int 4 contains
such as those above that do
be a lease, or contain a lease

isi f the
 explicitly identified by the contractual Pl“’;"’}é‘l?a“srft’erio .
purchasers must make & y be e?c P se this criterion will usuallly be met. ent and
WhJCh Cf m is impliciﬂy identified in the arrangfn_}[ s Rt
B e O umstances. This will be the XeupkeT
et e C;“au:'rical for the supplier to peHOn RS ::%ina}’ be
ly gl Dlitpmative assets. Examples of when a asis sset; the
e of ol hen the supplier owns only one -su1tab ea . 1i1 i
identified are W ontract needs to be at a Pffrtmﬂar 'lolca 3 e
to t;ulfﬁuggﬁascer,s needs; and the supplier is a special purp
gh the pul--e
ed for a specific purpose. er
me fo . P is that the arrangement must convey to thge) E[hm;l;?;ht
e on =2 1 the use of the underlying asset (para 2). ed if
he right torc?lzi:etrt?nderlying asset is deemed to have been convey
"ﬂt;felézif\;ing criteria is met (para 9): B
has the ability or xight to Operae the 82€ 0 0 2 heant
ur.d“éserhile obtaining or controlling more AT
:t’:! é)efsﬂ:a, output or other utility of the asset;

i to the
¢ has the ability or right to control Rhysma];gce:}s\an o
.mc-haseasset while obtaining or co'r}trollfn:}% ;;; o
mliéf]imgnt amount of the output or other utility of the :
ca

i sibilit
‘rcumstances indicate that there is only a remo:;:epct)ian ai
] ar:rit'arC other than the purchaser could t£:1f1<::3halrtnaSsﬁt e
e the output or other utility of t 7 h
'gl\iﬁcartlli amlcl)ruc;;;;r will ptelzjy for the output is ne1ther_cont;ff]t1111; 03;
et fc gf output, nor equal to the current market price p
r uni , no
tpuItn:ls of the time of delivery of the output.

i FRIC)-Int 4
Jllowing two examples are taken from Appendix gf lef(()lt )
4 e is En ;Vrrangement that contains a lease and one does :
on

guidance on determining whether a
not take the legal form of a lease may ;
(as defined in HKAS 17 “Leases”).

HK(IFRIC)-Int 4 becomes effective for annual periods begirmjng on or
January 2006 with earlier application encouraged. If an entity
HK(IFRIC)-Int 4 for a period beginning before 1 January 2006, it sh,

that fact.

The issues addressed in HK(IFRIC)-Int 4 are (para 5):

(@) how to determine whether an arrangement is, or contains, g |
defined in HKAS 17:

(b) when to make the assessment or a reassessment

whether an arra
is, or contains, a lease; and

(c) if an arrangement is, or contains, a lease, how the payments for the
should be separated from payments for any other elements
arrangement.

Consensus

25-310 Determining whether an arrangement
contains a lease
HK(IFRIC)-Int 4

provides that determining whether an arrangemen
contains, a lease s

hall be based on the substance of the arrangen.
On the first issue, HK(IFRIC)
following two criteria are met (
(a) fulfilment of the arrang
or assets (the asset); and

SIN:

-Int 4 requires an assessmen® of whether |

para 6): X

— le of an T

stration 25.1 (adapted from HKglFRIC)-Int 4 — Examp
gement that contains a lease . ' oA o
geg rchaser) enters into an arraqgement with (aiegu-ir: iI:sargoducﬁon
r | o) ¢ Iy 8 EMBRRRE AUERRT SRS ility adjacent to the
e SUPEI%e supplier designs and builds a.facz. i yow]n e
5 fo;r 2013;3:1 1’:; produce the needed gas and maflr(\:tia]ajltns i
trlsegvserpall significant aspects of operating the facility.

3 o i iable

vf'l?:z i th;fotlll?\;t:gchaser will pay a fixed capacity charge and a varia

a) N month, .
¥ charge based on actual production ta_ken. o g s
The supplier’s facility is explicitly identified {n e i e soieen
. B contragual rtll'%g‘t sf)(t)lrz,:g) Es };uot economically feasible or
- However, supplying gas from o
practicable.

ement is dependent on the use of a specific

that asset, €g property, plant or equipment.
specific asset is identified in the arrangement, it is not a lease. Even if a speci
asset is identified in an arrangement, it will not qualify as a lease if

of the arrangement is not dependent on the use of the specific
Dependence on a specifically identified asset is a feature that distinguishes @
lease from other arrangements that also convey the right to use but are
leases.

25-310

25-310
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41 '
0 HK L s whether an Arrangement contains a Lease
(c) tI'he supplier has the right to provide gas to other customers, o will take more than an insignificant amount of the component
Ecefptl_qn of the arrangement, the supplier has no plans to modj fisuce 4 at the supplier’s plant.
a5 e facility. The facility is designed to meet only the purchaser’s TO
The supplier is responsible for repai i g
i G faci]%ty_ epairs, maintenance, and | arrangement contain a lease?
(¢) The supplier must stand ready to deliver a mini En
oy i ¥ R
month. i HER RO » the arrangement does not contain a lease within the scope of HKAS
(f) If the facility does not produce the stated mini g
minimum quanti Ve :
must return all or a portion of the fixed capacity <‘J'karg~&f1 e cause the purchaser has not obtained e sight toise the Plagi ety
Required:  or does not have the ability or right to Dperatz or d;'rEC; oﬂt:\etrs to
i the 1 physical access to the plant, and it is likely that one
Does ﬂ:‘e arrangement contain a lease? eﬁ%:;ﬂo?}i;onthtraon 1tjhey purchaser will takpe more than an insignificant
Analysis: s . "‘fath e ponient parts pro duced at the plant. In addition, the price that
oser will pay is contractually fixed per unit of output taken.

(a)
(b)

In this case, the arrangement contains a lease within the scope of HKAS 17+
assessment is arrived at based on the following: 1758

An asset (ie the facility) is explicitly identified in th ; i
fulfilment of the arrangement is depen}élent on tlhe fe:Ic.‘ih't‘x,;,3 B : Af'SQSSing oFrEasResSIng ittt
The purchaser has obtained the right to use the facility, and there is a : Al r"angement contains a ol

possibility that one or more parties other than the purchaser will
. . P ' ‘
than an insignificant amount of the facility’s outpgt and the pric?k‘ eacond issue, HK(IFRIC)-Int 4 provides that the assessment pf whether
futrﬁhaser will pay is neither contractually fixed per unit of output, nor g AP %'.;;;nent contains a lease shall be MR inc;,1enp’cmn e of
0(; tpi tcurrent market price per unit of output as of the time of delivery o nent, being the earlier of the date of the arrangement and the date of
- : 'ént’by the parties to the principal terms of the arrangement (para 10).

s of HKAS 17, an arrangement shall be

2t with the requirement
i : hange in the terms of the arrangement.

(b)
(©)

(d)

lllustration 25.2 (adapted from HK(IFRIC)-Int 4
i — Exampl
arrangement that does not contain a lease) ple of an

CD Ltd, a manufacturing com i
[ . pany (the purchaser) enters into an arra

:J::tlr; :m ﬁ;citpargy, W)é Ltdf(the1 supplier) to supply a specific componenrlg[;«
tfactured product for 10 years. The suppli i “hu

plapt adjacent to the purchaser'sy e e e o S

designed capacity of the plant exceeds the purchaser’s current negs

supphgr maintains ownership and control over all significant a;peéts

operating the plant. The agreement provides for the following:

nly if there was a ¢
"yo JK(IFRIC)-Int 4 states that a reassessment of whether the

\ent contains a lease after the inception of the lease shall be made
f"y one of the following conditions is met (para 10):

re is a change in the contractual terms, other than one that merely
vs or extends the arrangement.

factory to produce the component part.

newal option is exercised or an extension is agreed to by the parties

e arrangement.

ere is a change in the determination of whether the fulfilment is

pendent on a specified asset.

ere is a substantial change to the asset, eg substantial phy
 property, plant and equipment.

C)-Int 4 further provides that a reassessment of arrangement shall be
on the facts and circumstances as of the date of reassessment, mc.ludmg
aining term of the arrangement. Changes in estimate (eg the estimated

of output to be delivered to the purchaser) would not trigger a

ment. If an arrangement is reassessed and is determined to contain a

or not to contain a lease), lease accounting shall be applied (or cease to

parts from another plant owned by the supplier. Ho
extended period of time would be uneconolljr}ljical. el
The supplier is responsible for repai i ita
o g B s Et. pairs, maintenance, and cap
The supplier must stand ready to deliver a minimum quantity.
purchaser is required to pay a fixed price per unit for the actual quan
taken. Even if the purchase'r’s needs are such that they do not need the state
minimum quantity, they still pay only for the actual quantity taken. ‘
Ehe supplier has the right to sell the component parts to other customers
as a history of doing so, so it is expected that parties other than

sical damage

25- K.
310 © 2013 CCH Hong Kong Limit
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ant and Equipment

997, then the land would have

ty revalued the land again in 1
pliance with

If the buildin
g were to be converted into a i
Shoppmg compl : ]
p ex} lt WO g .
ou o if the enti
k- fter with sufficient frequency so as to be in com

market price of $200,000,000.
In this case, if the building i '
4 ding is revalued, i salued therea
2 ued, it should be revalyed to $15 : ement of para 5 18

4 also provides that items within a class of property, plant and
t should be revalued simultaneously (para 38). Alternatively, a class
may be revalued on a rolling basis, provided that the revaluation of
f assets is completed within a short period of time and that the
revaluations are kept up to date (para 38). This is in order to avoid

aluation of assets and the reporting of amounts in the financial
and values as at different dates.

49-910 Frequency of revaluation

.
UI(ieS “.lai |e"a1uat1()]l Sllall be made ici

would be determined usi ;
(para 31). ed using fair value at the end of the reportin

’ 1

Hye 1ev
te which are a mixture of costs

15 Accounting for revaluation

initiar revaluation, HKAS 16 provides that an increase in an asset’s
ying ~mount (surplus on revaluation) shall be recognised in other
e income and accumulated in equity under a separate heading,
a decrease in an asset’s net carrying

don surplus” (para 39), and
(deficit on revaluation) shall be recognised in profit or loss (para 40).
upon a subsequent revaluation, a revaluation surplus shall be
ed in profit or loss to the extent that it reverses a revaluation decrease
of the same asset previously recognised in profit or loss (para 39).
other hand, a deficit on revaluation shall be recognised in other
ensive income to the extent of any credit balance existing in the
ation surplus in respect of that same asset. The decrease recognised in
comprehensive income reduces the amount accumulated in equity

1e headings of revaluation surplus (para 40).

materially different from its fair value at end of the reporting |
period.

In compliance with the abov isi

Shety ' Ove provision, items

u?ou%)d }izgéeﬂ;gtbixi)enelnce significant and volatile n?(fvgéfeii;ty' :

o . s 0eI:fla ued f'mr}u_ally. However, items of pro erlrl ‘

b e bey insignificant movements in fair Piralty"

ot gy d be unnecessary. Instead a revaluation threg
y be sufficient. -

The ab e

revalua%ffnp;ggéﬁf\glfgf I'_H(fhs 1?9:; ould help to overcome the defi
whereb T B Os under the old n

upward); ?Vlﬁgz ;i“?tles would revalue their property ;‘i‘:ﬁ?nhgg

assets d eir market values have gone u but’ ANCNS

ownwards when there has been a dOWnlE')u . jnwt?lUId HOI: 1

€ Mark 2t

L)

Ou_ld a].SO O p 5 ) s
e e }.eIIl Of some er ltltIES carrvine LI} 1R p L

PI t P
an a[“i equipmen ‘?ahlatl()[[ I)as (] on some llrelevan' Olti

values.
tion 49.18

ustrate the provision of para 3
m cost of $10,000,000 to market va
nwards to $12,000,000 in 20x5.
5,000,000 in 20x4 should be recognised in other
hensive income of 20x4 and accumulated in equity under a separate
» “revaluation surplus” and the deficit on revaluation of $3,000,000 in
ould be recognised in other comprehensive income of 20x5 and would
the amount of revaluation surplus accumulated in equity, instead of the

t of profit or loss.

: land was further revalued down to $9,000,000 in 20x6, of the total deficit of
0,000 arising therefrom, $2,000,000 should be recognised in other
rehensive income of 20x6 and would reduce the amount of revaluation
us accumulated in equity, and $1,000,000 charged to the 20x6 profit or loss.

It should !
- however, be noted that HKAS 16 provides that th, 9, assume that ABC Ltd revalued its land
€ requiren lue of $15,000,000 in 20x4, and revalued it

para 31 (to make regular re i
: valuations) is not i
€quipment revalued before 30 September 1995? I()}I:ali'caa}g(l}i\t)o gfg‘ﬂ?il:g’tﬁl

(a) these entities d
0 not d
subsequent to 1995; andrevalue their property, plant and eg

b)Y di ;
(b) disclosure of reliance of para 80A is made in the financial stat
stateme

surplus on revaluation of $

0

If an i l)-
entit ac ilflel] a ece of a[l(l n |99(l allli [EVa]"ed 1t it 99 3, an

revalue the land again, the
] s fri
= s gi : T tihe requirement of Ppara 31 relating to the fre

49-910
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Note that after revaluation, the buildi
’ uild i
a new asset where the gross carrying ?g Will be carrjeq in

shown below: mount is equal tq ferred periodically is the difference between depreciation

ed carrying amount of the asset and depreciation based on
11 cost (para 41).

rovides that the gradual transfer of the revaluation surplus
4 for through a direct transfer to the retained earnings, and
fit or loss (para 41).

Building E
Less: Accumulated depreciation
Net carrying amount .

Note that, under both methods, th
’ , the net i
$12,000,000, and that the revaluation Sumlugajzm% amount of ¢

between the revalued amount of 0,000 which .
$8,000,000. of $12,000,000 and the old nef ays

n 49.22
. the provisions of para 41, refer to the revaluation of the building in
4921 above.

. the deprecation charge of $1,500,000 and the gradual transfer of the
surplus of $20,000,000 for each of the years subsequent to the
may be ~ecorded as follows:

49-920 Depreciation of revalued asset

As mentioned earlier, the depreciable
: amoun :
igssquIpnfnt for the purposes of depreciati;nofsa;e;ifm (.)f pr
5 , or other amount substituted for cost, less it -ed e
us, \:vhen an asset has been revalued, the r > Tldual
cost, will form the basis for calculating th’e depriz;i;ue{i "

Depreciation expense 1,500,000
Accumulated dep reciation 1,500,000

ble am Revaluation surplus 500,000
Also, HKAS : : ount, )
e 16 Cl}':equu'es.the reS}duaI value of the asset to b ) ! Retained profit 500,000
of each reporting period (para 51). © fevierica record gradual transfer of the
aluation surplus)

Therefore, when an asset is revalued, the d
recalculated, based on the revalued amount an;P

reciable amount

value. The new d i the newly estimate the surplus of $500,000 to be transferred each year has to be done
remaining useful lifipr?illf?ble amount calculated ig thenyauélmated ugh a direct transfer to the retained earnings, and not through the profit or
of the asset. cated ¢y - The amount is the difference between depreciation of $1,500,000 based on

t's revalued carrying amount and depreciation of $1,000,000 based on the
s original cost.

lllustration 49.21 S:

Assume that ABC Ltd acqui ildi '
quired a building at

gas expected to have a useful life of 50 ?ezlrsa xigi}i 2 $50’[.)00’b00' The buildi

epreciated using the straight-line method. no residual value, and

After 10 years, when the buildin

: rs, W g was carried i

::Vailued_ to its fair market value of $60,000,00(])J.1}t\};§u13§0k5 at $40,000,000, it
valuation, the building was estimated to have € also that at the date

and no residual value. another 40 years of useful life

also that when the building is fully depreciatecl in 40 years’ time, the
aluation surplus of $20,000,000 will be fully realised.

-925 Derecognition of revalued asset

en an asset is derecognised (eg retired or disposed of), as a matter of
al practice, all the related accounts should be eliminated from the
ancial statements. Thus, when a previously revalued asset is derecognised,
only the gross carrying amount and the accumulated depreciation have to
itten off, but the related revaluation surplus should also be written off.

The depreciation char 1 .
ge for the building for

32’530{009 ($60,000,000/40). Note thagi?r belci:)iiyh tO}fethe next 40 years would bg

lp eciation charge for the building for each of th, revaluation, the annual

$1,000,000 ($50,000,000/50). e first 10 years had been

wever, the question often arises as to how the revaluation surplus is to be
ated.

It . N
trarr?sizr?;dnoteti that HKAS 16 provides that “some of th - HKAS 16 provides that the revaluation surplus may involve transferring the
as the asset is used by the entity” (para 41) Tli surplus may whole of the surplus when the asset is retired or disposed of (para 41). (The
- the amount of last sentence in para 41 that “Transfers ... are not made through profit or

49-920

©2013 . A
CCH Hong Kong Limited Hong Kong Master GAAP Guide 49-925



750
751

31 December 20x5 1,000
r 93

31
December 20x6 1,000 A . imum lease payments would be increased by the guaranteed

of $5,000 to $45,000. The depreciable amount of the leased
d be reduced by the guaranteed residual value. The related

'uld be as shown below:

_—

42000 5012

The journal entries to

1) record the lease w i

ori : : ould be th

ginal lease in Illustration 50.5, except for cl e the same 3 Calculation of the present value of the minimum lease payments:

the changes in the figures. anges in the accoun 1.
Minimum |lease payments:

" Ordinary annuity of $10,000 for 4 periods plus $5,000 at the end
* of the 4th period = $45,000
~ Discount rate: 5%
. Present value: $10,000 % 3.54595 + $5,000 x 0.8227 = $39,572
The leased equipment would be capitalised and the related
liability recognised in ABC Trading Ltd’s books at $39,572 (as the

resent value of minimum lease payments of $39,572 was lower
than th?2 1air value of $42,000).
The dipreciable amount of the leased equipment would be
434 572 ($39,572 — $5,000). The depreciation for the leased
aquipment would therefore be 48,643 ($34,572/4 years) for each

of the 4 years from 20x1 to 20x4.
Amortisation schedule for finance charges of 5,428 ($45,000 —

$39,572):

By th

w)gul::el ;na‘i: {)g;ilffrsifton 3}fDecember 20x6, all the accounts rel.

full en off: Sl ;
y depreciated. off: the lease liability fully settled a;edg

50-413 Residual value

A : H
e i v f e e gt sy b
as the lessee is concerned: firstly ML
g:ciyl;?gltee tilile feﬁdual value of the leased gést:te ;Iaissﬂele P
proceedjg’of tie Elfgzzgdn;sag’ tenjl?y wholly or share with ethimii
Srirdl et when it is disposed of _
Y, the lessee may have nothing to do with the reidual ‘i)f
value,

(i) Guaranteed residual value

If thy i
e lease agreement requires the lessee (or a party related

for exam i
asset, the I;(lﬁiol:fmp; ;%nigt;gh%i?;aé‘;‘foiﬁ residual value Lease  Interest Lense
(@) g:; Ignl;irtest?teed residual value will form part of the mini i;l,..f__ k., Pf"ymf’"; ‘-’XPP”S; P””C'Pﬂ; "‘“I”“t;
. sary 20x1 39,572
(®) (t:};;ig‘fgzc?gsuzﬂgsﬁh cenc the leased asset will be equal B Dece er 20x1 10000 1979 8021 31551
for assets under HKAS 16); guaranteed residual valuEltuuu. ecember ioxz 1%?)?)((]) 1??7; 2?4? ﬁ:;z
(c) the lease liability will also have a balance equal {o {tie am nt mzz 2?))3 10:000 ’714 9:286 5:000

guaranteed residual value at the end of the lease; and

d : L2
(d) a gain or loss will arise due to the difference between the

residual value i '
leaso. and the fair value of the leased asset at the en

40,000 5428 34,572

irnal entries to record the lease would be the same as those under the
i lease in Tllustration 50.5, except for changes in the figures.

lllustration 50.8
n, it may be noted that in the amortisation schedule, there would be a
of $5,000 in the lease liability account at the end of the lease. This is the

ASSuIIle at in e lease transactio etweer adlr g td an
tr action b ABC
T

Ltd in Il i
s leasegs{;":;(:n “?glfl ;bl-?;fé ABC "_l'éad?g Ltd guaranteed DEF Leasing
a residual val
reverted back to the lessor at the end of the?eizeotfnssgiolggc?rﬂin t;l(l)% ‘ie
er 20x4.

The b ease
ease uld be Classi.fied as a ﬁnance lease becﬂu_se
above l WO ﬂ e ] ;

(four years) was f i
St ) was for the “major part” (more than 75%) of the useful life

ed equipment account would also be carried at a book value of $5,000
ised amount of $39,572 less accumulated depreciation of $34,572 ($8,643
5)). Assuming that the fair value of the equipment as at 31 December 20x4
5,000, the journal entry to close the accounts relating to the lease would

y be as follows:

50-413
50-413
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31 December 20x4

Dr Receivable from lessor
Dr Accumulated depreciation
Cr

Leased equipment
(to close the lease accounts)

January 20x5
Dr Cash

Er Receivable from lessor
(to record receivable from lessor)

If the leased asset were subsequently dis
than $5,000, the lessee would reco
loss, as the case may be.

(iii) Unguaranteed residual value

In practice, the lessor may not alwa
lessee because the lessor ma

agreement as part of its trade secrets.

lllustration 50.10
Assume that in the origi

1 case of the lease between ABC Tradjng Lt
Leasing Ltd in Hlustration i

Implicit interest rate ysed
was 6% per annum.

50-414

posed of at an amount mg,
rd the surplus as a gain, and

-414 Use of lessee’s incremental borrowir

ys disclose the implicit inters
y deem the implicit interest rate u

755

I[Oft] I IIEEEEI y nts
tlo

yum lease payments: el |
duiTarY annuity of $10,000 for 4 periods = $40,000

2,000
33,459 0
: 6%
unt rate: 6 i
: $10,000 x 3.4651 = $34,65 i
et t value of the minimum lease payments w.e’:s]_lizzs& ﬂ;ir:i
the presen uipment, the leased asset wou]d’be capita . $34, an
“l‘iﬁj’ﬂﬂﬁifé T e L benle a$ Aok
a
. i t would be $8,662.
iation charge for the leased equipmen
6?;;??::;2?) for eglch of the 4 years from 20x1 to 20x4.

- &l
ortisation schedule for finance charges of $5,349 ($40,000 — $34,651)
10

Interest e
; hense Lea
ayLr;Ieg;i Ex;( 6%)  Principal  liability
S $ $ $
34,651
10,000 2,079 7,921 26,730
10,000 1,604 8,396 18,334
< e e ,000 1,100 8,900 9,434
€ proceeds ber 20x3 10, y o o
. l 10,000 566 9,
ore be 1@01'3{1
40,000 5,349 34,651

der the
Id be the same as those un

ies to record the lease wou ] . :
iéase-e;trﬁ?ls]sgation 50.5, except for changes in the figures

ts relating to the lease
1 December 20x4, all the accoun e
Qlfaifll\ifatiit:: 2ff' the lease liability fully settled, and the leased a
e -
epreciated.

Annuity due

i first
t to provide for the fir
it i n for the lease agreemen ) -
-lé’a'sg ;Sa;r?gftlc;o be made at the l:_vegmnmg gf the period (annuity
r than at the end of the period (ordinary annuity).

i ity is
the difference between an annuity dge ansi anforduzﬁgylésan;;’l gnd
I?'fon'ner case the lessee is taking less financing r%m i e
2 the implicit interest rate charged by the lessor shou
ndingly.

50-415
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cost—to—co'st bagis. Revenue from information techp
_ $ 1
0logy sery - 52 HKAS 19 (2011)

“Interest inco
" me from i ; it e
effective interest metho?}:esments is recognised as it aq Employee Benefits’
i C1 E:"-‘-‘. e Rt a Tt M LR

’ i 52-200

d di i
services uil:fd st-emp )
e is recogm; oL st-employment _benefmts ...............................................
sales in ghised fined contribution PIANS, i-usesiosiapse bemppsbmpsessbiemsisine s 52-310
Accordangg fined benefit PIGIIS L..ls.cetransssidsbonsatasiiuatsismtiisosesianstrnisss 52-320
e 52-400
ong-term employee DENETILS ..ceirervernssmarmsmmsennessaans 52-500
52-600

ISCIOSULES <vovcersnsrsssresssssspmsissintssmspssssysnstineasosssterastss
parison with'HKAS 19 “Employee Benefits' c.c-eoeerseee: 52-700

parisct. with International Accounting
B (o ErTS ....ooonvieeenresnmrnesens e

shareholder’s rig}:? ’?0 fTOl:n L oo

e ‘ receive payment has been establ; :

LS5 ;ortxrle.recelyable under operatin P

T s alght-lhne basis over the ten:ﬁ
€ recognised in profit or logs

2 Introduction

(2011) “Employee Benefits”” p
for employee benefits, other than those to w
ayment”’ applies (para 2).
ee benefits are all forms of consideration given by an entity in

for service rendered by employees or for the termination of
ent (para 8). They include benefits provided directly either to
ees or to their dependents or beneficiaries. (para 6).

rescribes the accounting and
hich HKFRS 2 ““Share-

51-900 Comparison wi
Standards

HKAS 18 is b
: ased on JA ‘“
differences between the two Scc?m Bevenueﬂ, There are no majo

will ensure compliance with IAS 18

th International Accountj

liability when an employee has provided service in exchange for
nployee benefits to be paid in the future; and
expense when the entity consumes the economic benefits arising from
e service provided by an employee in exchange for employee benefits.
hoses of accounting and disclosure, HKAS 19 (2011) has categorised
yee benefits into four groupings, namely:
short-term employee benefits;
‘post-employment benefits;
termination benefits; and
other long-term employee benefits.
ddition to HKAS 19 (2011), HK(IFRIC)-Int 14 “HKAS 19 — The Limit on a
ined Benefit Asset, Minimum Funding Requirements and their
raction”” provides guidance on the effect of asset ceiling test that relates to
] post-employment and other long-term employee defined benefit plans.

51-900
52-100

© 2013 o
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814 i anefits

h

ts as a result of past events; and

timate of the obligation can be made. Sl
b i xists when, and only when, the entity
ligation € ’

52-200 Short-term employee benefits 4 at o tgm make the payments.

Short-term employment benefits are defined in HKAS 19 (2011)
benefits (other than termination benefits) that are expected tq
wholly before 12 months after the end of the annual reporting perie
the employees render the related service (para 8).

Short-term employee benefits include items such as (para 5 (a)):
(a) Wwages, salaries and social security contributions;

(b) paid annual leave and paid sick leave;

(c) profit sharing and bonuses; and

(d) non-monetary benefits (such as medical care, housing, cars a _
subsidised goods or services) for current employees. i

Generally, for all short-term employee benefits, HKAS 19 (2011) re
undiscounted amount of the benefits to be recognised as expenses
accounting period during which they are incurred, and the amount

unpaid recognised as a liability (accrued expense) (para 11). ‘

For s_hort—term paid absences, HKAS 19 (2011) provides that an ent;
provide for, at the end of the reporting period, the additional amount

entity expects to Pay as a result of the unused entitlement
accumulated at the end of the reporting period (para 16).

HKAS 19 (2011) Supersedes the previous version of K

applicable for annual periods beginning on or after 1 JTanugpy
application is permitted. 3

on 52.2

i nds of 31
hich has accounting year-el
I‘Idtde(e‘: c::mta'm a clause which requires A Lfti:
g (or a proportionate amount thereo
year) in January the following

t A
apl ent contract_s tl_'\a
b};ﬁered into with its emp
) loyees a “13th month bonus o)
mpwgrks for less than 12 months for
i i
i “#13th month bonus”.
igat to pay the “13th n
P e acli li\gegtc? E\lrli%laﬁgge to }r)nake a provision for the “13th

at each year-en
 bonus “by:

8 ff costs

. 7 gyision for bonus

" r-ends of 31
tracts that B Ltd (which has accountgign)’:ﬁy clause on
Pl nto with ite employees do ot ot loyees a one-
er) entered in Oh ast. B Ltd has been paying its empwgrks for less
. Ho“(iever’P:;ptofﬁgnat:e amount thereof if an employee
bonus ora

- the following year.
12 months for a yeor) ipjangary gation to pay the one-month bonus.

have a legal obli : mind of its
case, B L e aetion in the past, B Ltd has created i e paid and
ever, through i esc ; ke c,ne_nmnth1 bo_rlu.'-‘ato'";ay the one-month
ees an exp nstructive obligation = he “one-
quently, B Lg: dg:.f ;’1:1;' eBaLig will have to make a provision for the
us. Thus, at each year-end,

nth bonus” by:
Staff costs
Provision for bonus

lllustration 52.1
(This illustration is modified from the Example in para 17 of HKAS 1y ¢ =011).)

An entity has 100 employees, who are each entitled to five worki; :g days of
sick leave for each year. Unused sick leave may be carried forward for
calendar year. At 31 December 20x8, the average unused entitlement ig twi
per employee (ie total of 200 days). The entity expects, based on past experi
that 92 employees will take no more than five days of paid sick leave in 20x9, an
that the remaining eight employees will take an average of seven days each.

In this case, since the entity expects that it will pay an additional 16 days (
days each, for eight employees) of sick Jeave as a result of the unused entitlem
that has accumulated at 31 December 20x8, it recognises a liability equal to 16
days of sick leave, even though the total unused sick leave is 200 days. i

ario C : its employees that if the
i informed its emp 5
. : loyees, C Ltd has ; ount, it may
@éderft?hmog::;zrllt; ?;}Pthg current year exceeds:a; certain 2el
profit o e C

[l lde the e[IlponeeS an aCidlthI Lal bOIluS.
’
) T pay-mg

‘Iﬁﬂus case, (: Ltd (i(?es Il“t IlaVe an ()bl I.gatl()n to Pay t}le addltlo[lal bOIlus. [llus,

-end.
C Ltd should not recognise the bonus at current year-en

specific disclosures about short—ter@
owever, be required by other HKFRS.

19 (2011) does not require
" requires disclosures of

ployee benefits. Disclosures may, h

t sharing and bonus plans, HKAS 19 (2011) provides that an |
r example, HKAS 24 “Related Party Disclosures

For profi

shall recognise the expected cost of profit sharing and bonus payments wh
and only when (para 19), 2-200
59

52-200 © 2013 CCH Hong Kong Li Jetnastes AP Guide




