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LIST OF ABBREVIATIONS

Accumulated depreciation

Accounting and Corporate Regulatory Authority
Available-for-sale

...Accounting Standards Council

Beginning retained profit

Balance sheet

C&CE....vmiiirireinesineienenes Cash and cash equivalents

CCDG ..o Council on Corporate Disclosure and Guidance
GIE v s ruessomemsonssmmsasprossonsenasesss Carried forward

[ 2 L T—— Consolidated balance sheet

G cccnmsmssmonrsisis ssneminsds Cash flow

(21T 2 O—————————— Cash flow hedge

BOU s msssriviing Cash generating unit

CAE s vnimmsmimsmmsmanmanviniod Construction in progress

L Consolidation journal entry

CEB oo sssmamsmis s Convertible loan stock

COGE . omnmmsne: Cost of goods sold

CPR o mmaraiis Central Provident Fund

B s e R e s an Consolidated profit-asd-loss account

CPS ..oeecemrermoeesanesnspmemsosmspsensas Convertible prefci=nce shares

CSClLuiee e Consolidated sta‘ement of comprehensive income
DCF .o Discounted cash flow

DTL...... ...Deferred iax liability

ED.,....... ...Expesure Draft

EIR.... ...Etfective interest rate
EPS....ocoviremmmmmmmmmscessasarerss\e) .Larnings per share

BRE cosvsssmsmsnsssssssvn yngages Ending retained profit

ESOP.. s ag NGNGs w4+ Employee stock ownership plan
BASB..ccocviriois NENTs s Financial Accounting Standards Board
BE ! wmommmnmesnmmimsvmmeans Forward contract/Futures contract
BEG - fonmmarmmammmiammms Forward exchange contract

B s First-in, first-out

FRS snnsmmmmmnssmns: Financial Reporting Standard

BN s Fair value

= o R Fair value hedge

EVTOCT. ..cccomnonernranenmpsrsnmsszes Fair value through other comprehensive income

Fair value through profit or loss
Generally accepted accounting principles
General purchasing power

General purchasing power accounting
Historical cost
...Held-to-maturity
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International Accounting Standard

TASB ..o International Accounting Standards Board
TFRS ..o eeas International Financial Reporting Standard

Interpretations of Financial Reporting Standard
Inland Revenue Authority of Singapore
Internal rate of return

Institute of Singapore Chartered Accountants
....Jointly-controlled entity

Journal entry

Last-in, first-out

Non-controlling interest

Net realisable value

Other comprehensive income

Profit and loss

Profit or loss

Per annum

....Profit after tax

Profit before tax

Property, plant and equipment
Public-private-partnership’ nubiic-to-private/build-operate-
transfer

Present value

...Retained profit

Statements of avounting standard

Statement of charges in equity

Stateme‘it- of comprehensive income
Singapore Exchange

SIBOR ol Singapore Interbank Offered Rate

Swanding Interpretations Committee

Special purpose entity

Solely payments of principal and interest
Total comprehensive income

Work in progress
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91-100 Introduction

FRS 1 (2009) Presentation of Financial Statements prescribes the basis for the
presentation of general purpose financial statements. Specifically, it sets out the:

® overall requirements for the presentation of financial statements
e guidelines for the structure of the financial statements, and
® minimum requirements for the content of the financial statements (para 1).

FRS 1 is applicable to all general purpose financial statements prepared and
presented in accordance with Financial Reporting Standards (FRSs) (para 2).

FRS 1 is therefore applicable to the financial statements of all business entities
(either individual or group) presented in annual reports and other public
documents such as prospectus, but not to condensed interim financial
information prepared in accordance with FRS 34 Interim Financial Reporting (para
4).

FRS 1 was issued by the Council on Corporate Disclosures and Governance
(CCDG) (which has been replaced by the Accounting Standards Council (ASC))
on 20 Juily 2007 to supersede FRS 1 (2005) Presentation of F inancial Statements.
FPS<hould be applied for annual periods beginning on or after 1 January 2009.
Eariy application is encouraged. An entity that applies FRS 1 for a period
lieginning before 1 January 2009 should disclose that fact.

FINANCIAL STATEMENTS
91-200 Financial statements

General purpose financial statements (hereafter referred to as “financial
statements’”’) are those intended to meet the needs of users who are not in a
position to require an entity to prepare reports tailored to their particular
information needs (para 7).

91-210 Purpose of financial statements

The objective of financial statements is to provide information about the financial
position, financial performance and cash flows of an entity that is useful to a
wide range of users in making economic decisions (para 9).

11-220 Complete set of financial statements

To achieve the above-mentioned objective of financial statements, FRS 1 provides
that a complete set of financial statements should include the following
components (para 10):

® astatement of financial position

® astatement of profit or loss and other comprehensive income
® astatement of changes in equity

® a statement of cash flows, and

A Practical Guide to Financial Reporting Standards (Singapore)




18 FRS 1 Presentation of Financial Statements

® notes comprising a summary of significant accounting policies and other
explanatory information.

FRS 1 allows an entity to use titles for the statements other than those used in the
standard (para 10). For example, an entity may use the title “statement of
comprehensive income” instead of “statement of profit or loss and other
comprehensive income”. The latter title is introduced by the Amendments to FRS
1 issued in September 2011 (hereafter referred to as the “2011 Amendments to
FRS 1), which apply to annual periods beginning on or after 1 July 2012.

FRS 1 requires an entity to present with equal prominence all of the financial
statements in a complete set of financial statements (para 11).

FRS 1 also encourages an entity to present, outside the financial statements, a
financial review by management which describes and explains the main features
of the entity’s financial performance and financial position, and the principal
uncertainties it faces (para 13). An entity is also encouraged to present, outside
the financial statements, additional statements such as environmental reports
and value added statements if management believes they will assist users in
making economic decisions (para 14). It should be noted that these additional

reports and statements are to be presented outside the financial statements and
they are outside the scope of FRSs.

91-230 General features

FRS5 1 sets out the general features for the presentation of financial statements.
Specifically, FRS 1 deals with the following;

® Fair presentation and compliance with FRSs
® Going concern

Accrual basis of accounting

Materiality, aggregation and offsetting
Consistency of presentation

Comparative information, and

Frequency of reporting.

711-231 Fair presentation and compliance with FRSs

FRS 1 requires financial statements to present fairly the financial position,
financial performance and the cash flows of an entity (para 15).

Fair presentation requires faithful representation of the effects of transactions,
other events and conditions in accordance with the definition and recognition

criteria of assets, liabilities, income and expenses set out in the Framework (para
15).

The application of FRSs, with additional disclosure when necessary, is presumed
to result in financial statements that achieve a fair presentation (para 15)

91-230 © 2017 CCH Asia Pte Limited
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1 is amended under the “Disclosure initiative’”” project, which
ﬁcﬁ?is’ef}ggiive for annual periods begi:min_g on or after 1 January ;016. Undir
the Disclosure initiative amendment, an entity may aggregate or .1sfaggre§a e
line items specified in FRS so as to dlscllose materlall and relevant mdprrlna on.
Specifically, an entity is no longer required to Prowde the speglfllc isc cl)suresé

uired by any FRS, if the information resultu_"tg fr(_)m that disc osure is no
iggterial even if the FRS contains a list of specific disclosure requirements or
describe; them as minimum requirements (para 31).

A fair presentation also requires an entity to (para 17):

® select and apply accounting policies in accordance with FRS 8 Accounting
Policies, Changes in Accounting Estimates and Errors

e present information in a manner that provides relevant, reliable,
comparable and understandable information, and

e provid< additional disclosures when compliance with FRSs is insufficient to
enabie-users to understand the impact of particular transactions, other
evonts and conditions on the entity’s financial position and financial
performance.

W15 1 requires an entity whose financial statements comply with FRSs to make
an explicit and unreserved statement of such comphancg (para 16). FRS 1 furtl‘_le}:
provides that financial statements should not be described as complying wit
FRSs unless they comply with all the requirements pf FRSs (para 16). _Note that
the term “‘Financial Reporting Standards” is defined in para 7_a5 comprising bpth
Financial Reporting Standards and Interpretations of Financial Reporting
Standards developed by the ASC.

In the extremely rare circumstance in which management concludes ti\laé
compliance with a requirement in a FRS would be so rmsleadmg that it W% 2
conflict with the objective of financial statements set out in the Framework, .F
requires the entity to depart from the requirement, if such de_:parture is rt;)t
prohibited by relevant regulatory framework (para_ 19)’; As mgntloned here, the
Companies Act has also provided for “true and fair view” override.

When the above-mentioned occurs, FRS 1 provides that the entity should
disclose the following (para 20):

® That management has concluded that the financial statements present fairly
the entity’s financial position, financial performance and cash flows

® That it has complied with all applicable FRSs except ’Ehat it has departed
from a particular requirement to achieve a fair presentation

® The title of the FRS from which the entity has departed, the nature of the
departure (including the treatment that the FRS would require), the reason
for the departure (including why the treatment in the FRS would conflict
with the objective of financial statements set out in the Framework) and the
treatment adopted, and

11-231
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20 FRS 1 Presentation of Financial Statements

® The financial impact of the departure on each item in the financial
statements for each period presented.

When an entity has departed from a requirement of a FRS in a prior period, and
that departure affects the amounts recognised in the financial statements for the
current period, FRS 1 requires the entity to disclose the third and the fourth
disclosures from the previous paragraph (para 21).

FRS 1 further provides that inappropriate accounting treatments are not, and
cannot be, rectified either by disclosure of the accounting policies used or by
notes or explanatory material (para 18).

It should be noted that the financial statements of Singapore-incorporated
companies are also required by the Companies Act to comply with the accounting
standards issued by ASC (s 201(3)). The Companies Act has, however, also
provided for “true and fair view”” override (s 201(14A)). Thus, in extremely rare
circumstances where management concludes that compliance with a
requirement in a FRS would be misleading, the entity should not comply with
the requirement to the extent necessary to achieve a true and fair view.

91-232 Going concern

FRS 1 provides that management should make an assessment of an entity’s
ability to continue as a going concern when preparing financial statements (para
25). In assessing whether the going concern assumption is appropriate,
management should take into account all available information for the
foreseeable future, which should be at least, but not limited to, 12 months from
the balance sheet date (para 26).

FRS 1 further provides that the financial statements should be prepared on a
going concern basis, unless management either intends to liquidate the entiiy or
to cease operation, or has no realistic alternative but to do so (para 25).

When management is aware of material uncertainties related toleyvents or
conditions which may cast significant doubt upon the entity’s abiliis to continue
as a going concern, however, FRS 1 requires those uncertainties vo be disclosed
(para 25).

When the financial statements are not prepared on a going concern basis, FRS 1
requires that fact and the reason thereof to be disclosed, together with the basis
on which the financial statements have been prepared (para 25)
91-233 Accrual basis of accounting

ERS 1 requires an entity to prepare its financial statements, except for cash flow
information, using the accrual basis of accounting (para 27).
711-234 Materiality, aggregation and offsetting

FRS 1 provides that each material item should be presented separately in the
financial statements (para 29).

91-232 ® 2017 CCH Asia Pte Limited
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coce of information is material if its omission or misstatement could,
A P[?; 1y or collectively, influence the economic decisions that users make on
mdll\)fl ;-;aofy the financial statements. Materiality depends on the size and nature
E};eﬂqzsomission or misstatement judged in the surrounding circumstances. The

:7e or nature of the item, or a combination of both, could be the determining
si

factor. )
FRS 1 also provides that immaterial items should be aggregated with amounts of

similar nature and need not be presented separately (para 23).

The application of the materiality concept also means that lspecific _disc%osure
reqiirgglent of an FRS need not be met if the resulting information is not

material (para 31). ; )
i ' iabiliti i and expense,
1 further provides that assets and 11gbﬂ1t1esl, and income
l:llfc?uld not be o?fset except when offsetting is required or pelrmltt'ed by another
FRS (para 32):(In this context, it may be noted that FR5 32 Fmaml:ml Instruments:
Presentatior’ provides that a financial asset may b.e set off against a financial
liabilitv ii, nd only if, there is legal right and intention to offset.)

It is naportant that assets and liabilities, and income and expenses, are retpoxitled
ccarately. Offsetting in the income statement or the balance sheet, exce;; _ly;r er}
of%seth'ng reflects the substance of the transaction, detracts from the abi cli )tfh Ot
users to understand the financial statemer}ts. In this context, it may be ;(i)te : a
the reporting of an asset net of its valuation allowance (for eg trade debtor less
allowance for doubtful debt) is not offsetting (para 33).

91-235 Consistency of presentation

FRS 1 provides that the presentation and classification of items in the financial
statements should be consistent from one period to the next (para 45).

FRS 1 allows the presentation and classification to be changed when the change
(para 45):

® will result in a more appropriate presentation, or

® is required by an FRS or INT FRS.

A significant change in the nature of the operation of an entity_migh‘t suggest thit
the previous presentation and classification of items in the financial statemcletn‘ s
may no longer be appropriate, and should therefore be c‘:hanged 50 as to resu ﬂ]1n
a more appropriate presentation. FRS 1, however, cautions that a change m1 ;
presentation and classification under such circumstance should be made only
the revised structure is likely to continue (para 46).

Similarly, a review of the financial statements may suggest that presentation and
classification of items in the financial statements should be changed so as to
result in a more appropriate presentation. Again, FRS 1 cautions that a change in
the presentation and classification under such circumstance should be made only
if the benefit of the alternative presentation is clear (para 46).

A Practical Guide to Financial Reporting Standards (Singapore) 1” ~433




22 FRS 1 Presentation of Financial Statements

When the presentation or classification of items in the financial statements is
amended, FRS 1 provides that comparative amounts should also similarly be
reclassified to ensure comparability with the current year, unless it is
impracticable to do so (para 41).

Further, FRS 1 requires disclosure of the nature, amount and reason for the
reclassification (para 41) including as at the beginning of the preceding period,
per the Improvements to FRS 1 (August 2012).

When it is impracticable to reclassify comparative amounts (eg data may not
have been collected in the previous period in a way which allows
reclassification), FRS 1 requires the entity to disclose the reason for not
reclassifying and the nature of the change that would have been made if amounts
were reclassified (para 42).

91-236 Comparative information

FRS 1 provides that comparative information should be presented in respect of
the preceding period for all numerical information reported in the current
period’s financial statements unless another FRS permits or requires otherwise
(para 38).

FRS 1 further provides that comparative information should be included in
narrative and descriptive information if it is relevant to understanding the
current period’s financial statements (para 38).

Improvements to FRS 1 (August 2012) (effective for annual periods beginning on
or after 1 January 2013) further require an entity to present, as a minimum, two
statements of financial position, two statements of profit or loss and othe:
comprehensive income, two separate statements of profit or loss (P/L) {if
presented), two statements of cash flows and two statements of chatiges in
equity, and related notes.

In the presentation of the comparative information, the provision of pasa 41 and
42 of FRS 1, as previously discussed, should also be followed, whin velevant.

When there is a change in the presentation of the financial statements, the
comparative figures are generally adjusted or reclassified to conform to the

current year’s presentation. The fact is also generally disclosed in the notes to the
accounts.

It may be noted that generally, comparative information is provided for the
immediately preceding year. However, FRS 1 also requires presentation of a
statement of financial position (balance sheet) as at the beginning of the earliest
comparative period under certain circumstances (see 71-324).

11-237 Timeliness and frequency of reporting

The usefulness of financial statements is diminished if they are not made
available to users on a timely basis.

f1-236 © 2017 CCH Asia Pte Limited

19000 Py - -

23

FRS 1 Presentation of Financial Statements

In this respect, FRS 1 requires financial statements to be presented at least

a 36). |
e (parted :hat under the Companies Act, listed companies are required to
g [}?nancial statements available within four months of the balance sheet
o thgu‘ on-listed companies within six months. It may alsolbe noted that the
dat)e{, Egtirf Manual requires listed companies to announce their full year results
\S;v(i;thhlléo c:?ays from the end of the company’s accounting Iyear ?nd.
When the entity’s balance sheet date changes and the fmanugl gtateme_ntsd age
ted for a period longer or shorter than a year (eg an entity 15. acquired by
prest;:r) FRS 1 requires the entity to disclose the following (para 36):
aﬂ: ”[“he; reason for using a period which is a longer or shorter period, and -
e The fact that amounts presented in the financial statements are not entirely

comparable.

STRUCTURE AND CONTENT OF FINANCIAL
STATEMENTS

91300 Structure and content of financial statements
As previously mentioned, FRS 1 requires the presentation of the following
tinancial statements:

A statement of financial position .

A statement of profit or loss and other comprehensive income

A statement of changes in equity

A statement of cash flows, and - N ;
Notes comprising a summary of significant accounting policies an
explanatory notes.

91-310 Identification of financial statements -
FRS 1 requires that financial statements be clearly identified and distinguished
from other information in the same documents (para 49).
FRS 1 also provides that each component of the financial statements should be
e following inf tion to be prominently
iti uires the following informati
]c_lr;s;1§$LtéogﬁdF§eieiter§%vhen it is necessarygfor a proper understanding of the
information presented (para 51):
(a) The name of the entity o . ;
(b) Whether the financial statements cover the individual entity or a group 0
entities _ |
(c) The balance sheet date or the period covered by the financial sta’c-emen_tsi
whichever is appropriate to the related component of the financia
statements

q1-310
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(d) The presentation currency, and

(e) The level of rounding used in the presentation of figures in the financial
statements.

For requirement (e), a common rounding level used by Singapore companies is
thousands of Singapore Dollars ($'000).

91-320 Statement of financial position

For the statement of financial position (balance sheet), FRS 1 contains provisions
in relation to:

® current/non-current distinction

® information to be presented on the face of the statement

® information to be presented either on the face of the statement or in the
notes, and

® astatement as at the beginning of the earliest comparative period.

91-321 Current/non-current distinction

FRS 1 requires an entity to present current and non-current assets, and current
and non-current liabilities, as separate classifications on the face of its balance

sheet, except when a presentation based on liquidity provides information that is
more reliable and is more relevant (para 60).

For each asset and liability item that combines amounts expected to be recovered
or settled both before and after 12 months from the balance sheet date, FRS 1
requires disclosure of the amount expected to be recovered or settled after more
than 12 months (para 61). It may be noted that FRS 1 does not require a further
breakdown of the amount. However, note that FRS 17 Leases requires ths
lessor/lessee to further disclose leases receivable/payable after 12 months 1iiger
a finance lease into three time bands of “less than one year”, “one to five years”
and “more than five years”. Further, FRS 107 Financial Instruments: IJisclosures
requires aging analysis of some of the financial assets and maturit7 analysis of

the financial liabilities.
Current and non-current assets

For an entity that presents current and non-current assets as separate
classifications on the face of the balance sheet, FRS 1 provides guidance on the
proper classification.
Specifically, para 66 of FRS 1 provides that an asset should be classified as a
current asset when it is:

® expected to be realised in, or is intended for sale or consumption in, the
entity’s normal operating cycle
® held primarily for the purpose of being traded
® expected to be realised within 12 months of the balance sheet date, or

® a cash or a cash equivalent asset that is not restricted in its use.

1-320
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All other assets should be classified as non-current assets. -

ot items are generally included in current assets on the basis ;1 a - S}é
i ;Zited to be realised within one year or within the normal operating cy
are ex

(8] i i tlme
f th en 1 ichev i tlng C YC]e 18 the average

e Wthh er 1S the ]_Onger- (An Opera : ;
ero Y y

k to cash.) | '
8 therefore, be noted that trading inventories anc.l trade rec}ellvlaé)lesoiiﬁ
Itl m?f%éd as curre’nt assets, even though they may be realised a;f;_cer C; e iﬂ;g: nth
- asti)d because they are, by definition, expected to be realised W
period,

operating cycle.
- t liabilities
urrent and non-curren s
: entity that presents current and non-current h'ablhtles_ das sepzr?}i
Flzlrssiaf?cations on the face of the balance sheet, FRS 1 provides guidance o
c
er classifcation. - -
1;mpifical‘y para 69 of FRS 1 provides that a liability should be classified as a
pecifically ;¢
currept iiability when: . :
it is expected to be settled in the entity’s normal operating cycle
iti imari 3 { being traded
it is held primarily for purpose o
it is due to be settled within 12 months of the balance sheet date, or t
the entity does not have an unconditional right to defer settlement for a
least 12 months after the balance sheet date.

All other liabilities should be classified as non-current liabilities.

Thus, operating items such as trade creditors and accrpals for operatir;g eépegsgz
(whiéh Pby definition, are settled within one operating cycle) are ¢ 511;5 lgnths
current’ liabilities even if they are due to be settled after more than 12 m
from the balance sheet date. ‘ o
If part of a long-term liability is due to be set‘tlecll.l W11t(l:111£1 12 n;or;tilf'uis; gf ;;'u; lz?ll;r;fi
. liability should be reclas T€
sheet date, that part of the long-term . : . B
1abili ifies that this portion continues 1o
liability. FRS 1 para 72 further clari ; : o8 0 B e ts
iabili i t to refinance or to reschedule pay
as a current liability even if an agreemen WL b i
iS ] fter the balance sheet date but befor
on a long-term basis is completed a . ce D et
i i i This is because, at the bala
al statements are authorised for issue. :
fc;-l;:? Ctine entity does not have an unconditional right to defer the settlement for at
least 12 months after that date.
i isi f a long-term loan arrangement
Also, when an entity breaches a provision o ng-te
before the balance sheet date, with the effect that the. ]%ab]_hty becomes payai.})l:fgerrl
demand, FRS 1 requires the liabilities to be reclassified as current, event after
the balance sheet date the lender agrees po-t to demand hpe“byr?elle s
consequence of the breach (para 74). Again, tlus' is because, at t etﬂa rz;lelm e
date, the entity does not have an unconditional right to defer the settle
least 12 months after that date.

q1-321
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If, in the above-mentioned case, the lender agrees before the balance sheet date to
provide a grace period ending at least 12 months after the balance sheet date
within which the entity can rectify the breach and the lender cannot demand
immediate payment, then FRS 1 requires the liability to be classified as non-
current (para 75). This is because, in this case, the entity has an unconditional
right to defer the settlement for at least 12 months after the balance sheet date.

On the other hand, FRS 1 requires an entity to classify its short-term loan
obligation as non-current if it expects and has the discretion to refinance or roll
over an obligation for at least 12 months after the balance sheet date (para 73).
However, when the refinancing or roll over of the obligation is not at the

discretion of the entity, it should classify the short-term loan obligation as
current.

FRS 1 also specifically provides that deferred tax assets and liabilities should not
be classified as current assets and liabilities (para 56). Therefore, in the Singapore
context, all deferred tax assets and liabilities should be presented as non-current.

91-322 Information to be presented on the face of
the statement of financial position

FRS 1 provides that the face of the statement of financial position should include
line items which present the following amounts (para 54):

® Fixed assets (property, plant and equipment (PPE))
® Intangible assets

Financial assets

Investment properties

Investments

Biological assets

Inventories

Trade and other receivables

Cash and cash equivalents (C&CE)

Assets held for sale

Trade and other payables

Provisions

Other financial liabilities

Tax liabilities and tax assets

Deferred tax liabilities and deferred tax assets
Liabilities included in discontinued operation
Non-controlling interests (NCT)

Issued share capital and reserves.

91-322 © 2017 CCH Asia Pte Limited

ERS 1 Presentation of Financial Statements 27

FRS 1 further provides that additional line items, headings and subltotals should
be presented on the face of the balance sheet if such presentation is relevant to
understanding the entity’s financial position (para 55).

11-323 Information to be presented either on the
face of the statement of financial position or

in the notes
FRS 1 provides that an entity should disclose, either o_n‘the. face of the sftate_ment
of financial position or in the notes, further subclassn_cicahons of‘ the line items
presented, classified in a manner appropriate to the entity’s operations (para 77).
FRS 1 specifically requires disclosure of the fc_)llowing for each class of share
capital, either on the face of the balance sheet or in the notes (para 79):
e The number of shares authorised (note that this is no longer applicable in
Singapate since 30 January 2006)
® The reunber of shares issued and fully paid, and issued but not fully paid
e Purvalue per share (note that this is no longer applicable in Singapore since
30 January 2006), or that the shares have no par value
s A reconciliation of the number of shares outstanding at the beginning and
at the end of the year
® The rights, preferences and restrictions attaching to the class _including
restrictions on the distribution of dividends and repayment of capital
@ Shares in the entity held by the entity itself or by subsidiaries or associates
of the entity, and
® Shares reserved for issuance under options and sales contracts, including
the terms and amounts.
FRS 1 also requires disclosure of a description of the nature and purpose of each
reserve within equity, either on the face of the balance sheet or in the notes (para
79).

91-324 A third column

As previously mentioned, generally, comparative information is providec_i for the
immediately preceding year. However, FRS 1 also requires presentation qf a
statement of financial position (balance sheet) as at the beginning of the earliest
comparative period under certain circumstances.

FRS 1 requires an entity to present a statement of financial position as at the
beginning of the earliest comparative period when an entity apphe_s an
accounting policy retrospectively or makes a retrospective restatement of items
in its financial statements, or when it reclassifies items in its financial statements
(para 10). Improvements to FRS 1 (August 2012) (effective for annual periods
beginning on or after 1 January 2013) added that the third statement of financial
position is required if the retrospective application, retrospective restatement or

11-324
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the reclassification has a material effect on the mformation in the statement of
financial position at the beginning of the preceding period.

lllustration 1 . N o
ABC Ltd presented its statements of financial position (balance sheets) in its 20x8
annual report as follows (simplified for illustrative purposes):

31 December 31 December

20x8 20x7
$'000 $'000
Land 50,000 50,000
Building 5,000 5,000
Net current assets 3,000 1,000
Shareholders” equity 58,000 56,000

In 20x9, ABC Lid discovered that the building, which was acquired in January 20x1,
has not been depreciated. ABC Ltd’s accounting policy is to depreciate the cost of
the building over 50 years on a straight line basis. The correction of error is to be
accounted retrospectively in accordance with FRS 8.

When ABC Lid presents its 20x9 statement of financial position (balance sheet), it
has to present three columns (as required by FRS 1), as shown:

31 December 31 December 1 January
20x9 20x8 20x8
$7000 $000 $000

Land 50,000 50,000 50,000
Building 4,100 4,200 4,300
Net current assets 4,000 3,000 1,000
B Shareholders’ equity 58,100 57,200 55,502

11-330 Statement of profit or loss and other
comprehensive income

FRS 1 requires an entity to present a “statement of profit or loss and other
comprehensive income”, to replace the traditional “profit and loss (P&L)
account” (or the income statement). The statement of profit or loss and other

comprehensive income may be presented using the one-statement format or the
two-statement format.

Specifically, the 2011 Amendments to FRS 1 require the statement of profit or loss
and other comprehensive income to present: (i) P/L, (ii) other comprehensive
income (OCI), and (iii) comprehensive income being the total of P/L and OCI
(para 81A). For both P/L and comprehensive income, an entity is to present the
respective amounts attributable to: (i) NCls, and (ii) owners of the parents. If an

entity presents P/L in a separate statement, it is to present the breakdown in that
statement (para 81B).

91-330
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Under the Disclosure initiative amendment (effective 1 January 2016), besides
presenting an entity’s own OCI under two categories of:

e items of OCI that will not be classified subsequently to profit or loss, and

e items of OCI that will be classified subsequently to profit or loss when
specific conditions are met,

an entity is required to present its share of associate’s OCI under the two
categories of items of OCI that will or will not be classified subsequently to profit

or loss (para 82A).
91-331 One-statement format

Under the one-statement format, all items of income and expense recogn{sled urllla
period are presented in one single statement. Iterps that were tr_adltw?ihy
presented in the P&L account will be preser?ted in the t(r)’p portion o }e\
statement ending with the line item titled “profit for the year”. OCI items 1(51_1(:
as revalvawon surplus/deficit of fixed assets_ under FRS 15, trar}s aholn
gains /1¢ssss under FRS 21 and mark-to-market gains /losses on avaﬂa_ble- 01;—52;1 e
(AFS) vecurities under FRS 39) are presented at the botto_m portion o the
strtqr'nunt, ending with the line item titled “total comprehensive income for the
;f\n illustration is provided in the Guidance on implementation accompanying
FRS 1 as follows (it is slightly modified here for illustration purposes):

XYZ Ltd
Statement of comprehensive income
for the year ended 31 December 20x7
20x7 20x6
$’000 $000
Revenue 390,000 355,000
Cost of sales (245,000) (230,000)
Gross profit 145,000 125,000
Other income 20,667 11,300
Distribution costs {9,000) (8,700)
Administrative expenses (20,000) (21,000)
Other expenses (2,100) (1,200)
Finance costs (8,000) (7,500)
Share of profit of associates 35,100 30,100
Profit before tax 161,667 128,000
Income tax expense (40417) (32,000)
Profit from continuing operations 121,250 96,000
Loss from discontinued operations — (30,500)
PROFIT FOR THE YEAR 121,250 65,500
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Other comprehensive income (net of tax):

Items that will not be reclassified to profit or
loss:

Gains on property revaluation 500 3,000

Items that may be reclassified subsequently to
profit or loss:

Translation differences 4,000 8,000
Available-for-sale financial assets (18,000) 20,000
Cash flow hedges 500 (3,000
Other comprehensive income for the year (14,000) 28,000
TOTAL COMPREHENSIVE INCOME FOR THE 107,250 93,500
YEAR e

Profit attributable to:
Owners of the parent 97,000 52,400

Non-controlling interests 24,250 13,100
121,250 65,500

Total comprehensive income attributable to:
Owners of the parent 85,800 74,800

Non—contro]]jng interests 21,450 18,700
L 107,250 93,500

91-332 Two-statement format

Under the two-statement format, the statement of comprehensive income is
presented in two separate statements:

® statement of profit or loss, and
® statement of profit or loss and other comprehensive income.

Items that were traditionally presented in the P&L account will be presented in
the first statement (income statement) ending with the line item titled “profit for
the year”. The second statement (ie statement of profit or loss and other
comprehensive income) will commence with "profit for the year” brought
forward from the income statement, with OCI items (such as revaluation
surplus/deficit of fixed assets under FRS 16, translation gains/losses under FRS
21 and mark-to-market gains/losses on AFS securities under FRS 39) presented
in the body of the statement, and end with the line item titled “‘total
comprehensive income for the year”. Thus, when an entity presents P/L in a
separate statement, it does not need to present the P/L section in the statement
presenting comprehensive income (para 81A in the 2011 Amendments to FRS 1.

11-332
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An illustration is provided in the Guidance on implementation accompanying
1

FRS 1 as follows (it is slightly modified here for illustration purposes):

—
XYZ Ltd
Income statement
for the year ended 31 December 20x7
20x7 20x6
$000 $'000
390,000 355,000
& 20,667 11,300
Other income
Changes in inventories of finished goods and (115,100) (107,900)
work in progress o -
Work performed by the entity and capitalised 16,000 (91256(3) )
Raw material and consumables used (96,38(5) (43,000)
Employee Lenefits expense (45,000) (17,000)
Depreciatiun and amortisation expense (1(3,000; . .
i t of property, plant and equipment ]
[:‘:' N :(Leanesp = (6,000) (5,500)
AN T . (15,000) (18,000)
‘inance col g
| Share of profit of associates 12?,222 128((}00
Profit before tax / ,
(40,417) 32,000
i‘ Income tax expense o i
\ Profit from continuing operations ; .
Loss from discontinued operations 2; { 65! 500!
PROFIT FOR THE YEAR 121,250 65,500
Profit attributable to: 7000 o 400
Owners of the parent 4,250 13,100
Non-controlling interests _ 24250 __ 13,100
121,250 65,500
|
XYZ Ltd T
Statement of comprehensive income
for the year ended 31 December 20x7
20x7 20x6
$'000 $°000
65,500
Profit for the year 121250
Other comprehensive income (net of tax).
Items that will not be reclassified to profit or loss: 2000
Gains on property revaluation 500 :
i 1-332
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Items that may be reclassified subsequently to profit or loss:

Translation differences 4,000 8,000
Available-for-sale financial assets (18,000) 20,000
Cash flow hedges 500 (3,000)
Other comprehensive income for the year (14,000) 28,000
TOTAL COMPREHENSIVE INCOME FOR THE 107,250 93,500
YEAR

Total comprehensive income attributable to:

Owners of the parent 85,800 74,800
Non-controlling-interests 21,450 18,700
107,250 93,500

91-333 Information to be presented on the face of
the statement profit or loss and other
comprehensive income

In addition to items required by other FRSs, FRS 1 provides that the following

line items should be presented in the P/L section or the statement of P/L (para
82):

® Revenue

@ Finance costs

® Share of profit/(loss) of associates and joint ventures

@ Tax expense

® A single amount for the total of discontinued operations.

FRS 1 further provides that the following items should be presentad.in the
statement as allocation of P/L for the period (para 83):

® P/L for the period attributable to: (i) NCIs, and (ii) owners.of the parent,
and

® TCI for the period attributable to: (i) NCTs, and (ii) owners of the parent.

FRS 1 also provides that, additional line items, headings and subtotals should be
presented in the statement(s) presenting P/L and OCI when such presentation is

relevant to an understanding of the entity’s financial performance (para 85 in the
2011 Amendments to FRS 1).

It should be noted that FRS 1 does not allow the presentation of any items of
income and expense as an extraordinary item in the statement(s) presenting P/T
and OCI or in the notes (para 87 in the 2011 Amendments to ERS 1).

FRS 1, however, requires separate disclosure of the nature and amount of items

of income and expense that are material (para 97). These items are normally
referred to as “abnormal items”’.

1-333
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its normal usage, the term “abnormal items’” refers to items _Of i?‘c"me an_d
iy snse which are of such a size, nature or incidence that their d1sclosur§ °
exp‘i_u-ed to explain the performance of the entity for the relevant accounting
req

period. . ’
FRS 1 lists the following as examples of abnormal items (para 98):

e Write-downs of inventories to net realisable value (NRV), or of fixed assets
to recoverable amount, as well as the reversal of such write-downs

Costs of business restructuring

Gains or losses on disposals of fixed assets

Gains or losses on disposals of long-term investments
Gains or losses arising from discontinued operations
Gains or losses upon litigation settlements, and

Other revet sals of provisions. -
lllustration 2
To illustrate, assume that ABC Ltd’s P&L account for the year ?.'OXS. shows a
T ; 00,000 and a PBT of $1,000,000, whereas the comparative flgur?s for
& ;L‘U‘Ogoé\?nioax{d profit for 20x7 ére $4,000,000 and $1,500,000, respectively.
| :s)gjme rallso that the reason why the 20x8 pre-tax profit is lower than the pre-tax
rofit for 20x7 (when the turnover for 20x8 is higher than the 20x7 -turnover) is atn
Extra amount of $600,000 was paid for wages in 20x8 under a new union ag;eemen-.
i lain the changes in
i , the extra amount of wages should be disclosed to exp ]
hl—;l-qtl;xc}a)izﬁt; as required by FRS 1. The exira wages ,Of $600,000 should el_ther be
gisclosed under a separate heading “‘abnormal item” on the face of the income
statement, or disclosed in the notes to the accounts.

11-334 Information to be presented gither on the
face of the statement of profit or loss and
other comprehensive income or in the notes

i i i i i ither on the face of

FRS 1 requires an entity to present two pieces of mform‘athn ei .

the state?nent(s) of profit or loss and other comprehensive income or m the notes

to the accounts, namely: (i) an analysis of expenses (para 99), and (ii) an analysis
of the items of OCI (para 90).

() An analysis of expenses

FRS 1 requires an entity to present an analysis of expenses in the statement(s)
presenting P/L and OCI (para 100 in the 2011 Amendments to FRS 1). |
FRS 1 further provides that the expenses should be subclagsiﬁed based on either
the nature or the function of the expenses, whichever provides more reliable and
relevant information (para 99).

Under the “nature of expense” method, the expenses are classified accordijng to
their nature (for eg depreciation, transportation and wages). An illustration is
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provided in FRS 1 (para 102) as follows (it is slightly modified here for method, depreciation of factory machinery will be

gunction of expense”

Hlation purposes): categorised as cost of sales, depreci_ati_on of office _equipment cattegor.iseéi Zs
$000 administrative expense and depreciation of a delivery van categorised as
Revenue 390,000 distribution expense). o
Caherinmome 20,667 (Il) An analysis of items of other comprehensive income |
RBlrchages 80,000 FRS 1 requires disclosure of the following either in the statement of profit or loss
Changes in inventories 115,000 and other comprehensive income or in the notes to accounts:
Employee benefits costs 45,000 e Income tax amount relating to each item of OCI, and
Depreciation and amortisation expenses 19,000 e reclassification adjustments (para 90 in the 2011 Amendments to FRS 1).
Rgpatnentloss 4,000 An illustration of the above-mentioned disclosures is provided in the guidance
Finance costs 15,000 on implementation accompanying FRS 1 as follows (it is slightly modified here
Other expenses 6,000 for illustration purposes):
Share of profit of associates 35100 G
Profit before tax 161,667 Disclosure of components of other comprehensive income
year ended 31 December 20x9
T N\ 20x9 20x8
Under the “function of expense” (or “cost of sales”) method, expenses are $000 $000
classﬁi_ed a-ccordjng to their func.tion (eg cost of sales, distribution expenses, | Bxchange differences on translating foreign operations
?c?]if)u:\:;sgtaits“;i e}iﬁenses(’i‘?czi ﬁm 111us_trat1on 15 provided in FRS 1 (para 103) as ‘ Gains arising during the year 5,334 10,667
ghtly modified here for illustration purposes): Tax 1,334 — 2,667
$°000 h) 4,000 8,000
Sales 390,000 Available-for-sale financial assets:
Cost of sales 245,000 Gains arising during the year 1,333 30,667
Gross profit 145,004 Reclassification adjustments for gains included in (25,333) (4,000)
Other income 20057 profit or loss
Distribution expenses 9;000 Tax 6,000 6,647
Administrative expenses 20,000 (18,000) A0
Finance costs 8,000 Cash flow hedges:
Other expenses 2 100 Gains (losses) arising during the year (4,667) (4,000)
Share of profit of associates 35,100 Reclassifi_cation zlldjustments for gains (losses) 3,333 —
Profit before tax @ included in profit or loss . !
Adjustments for amounts transferred to initial 667
carrying amount of hedged items
Under the “function of expense” method, FRS 1 also requires disclosure of Tax 157 1,000
additipnal information on the nature of expenses, including depreciation and 500 (3,000)
amortisation expenses and employee benefits costs (para 104). Property revaluation:
It is generally believed that the ““function of expense” method will provide more e o theyenr 200 SHO
useful information (eg the gross margin). However, the “function of expense” Tax — -
method will be more difficult to implement because a more detailed Al 3,000
categorisation of expenses will be required (eg under the “nature of expense” Other comprehensive income for the year, net of tax (14,000) 28,000
method, depreciation expense will be disclosed as a line item, whereas under the '
ﬁﬂ -334 @ 2017 CCH Asia Pte Limited A Practical Guide to Financial Reporting Standards (Singapore) 1“ B34
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Leases

917-100 Introduction

NOTE: ERS 17 will be superseded by FRS 116 Leases (see chapter on FRS 1165“
effective for annual periods beginning on or after 1 January 2019, P

incidental to ownership include the possibility of losses from idle capac'ity
| ological obsolescence and that of variations in return due to changing
_mic conditions. Rewards incidental to ownership may be represented by
'mectaﬁo n of profitable operation over the asset’s useful life and that of gain
ppreciation in value.

FRS 17, a lease is classified as a finance lease if, regardless of its legal form,
fers substantially all the risks and rewards incidental to ownership from
or to the lessee (para 8).

that does not transfer substantially all the risks and rewards incidental to
ership from the lessor to the lessee is classified as an operating lease (para 8).

17 does not operationalise the concept of “transfer of substantially all risks
wards incidental to ownership”. However, it does provide, in para 10,
nples of situations where a lease would normally be classified as a finance
s follozvs.
The lcas? transfers ownership of the asset to the lessee by the end of the
i Jease term

A lease is an agreement whereby the lessor conveys to the lessee the right
an asset for an agreed period of time in return for rent.

In economic substance, a lease may range from a case where it is nothin
than a mere rental agreement (eg the lessee leases an exhibition hall fro
lessor for one month) to a case where it amounts to a purchase with fina
facilities (eg the lessee acquires the right to use a photocopying machine
entire useful life, but pays for the use through periodic lease payments).

In conformity with the principle of “substance over form”, each lease should b

examined to defermine its economic substance and accorded proper acco
treatment.

In Singapore, the accounting standard that prescribes accounting treatments f
leases is FRS 17 Leases. Two other standards related to leases are INT FRS 27 2
INT FRS 104. Where there is a lease, both legally and in substance, FRS 17 shoy ® "¢ Jease contains a bargain purchase option
be applied; where there is legally a lease, but not a lease in substance, INT FR§ ® the lease term is for the major part of the useful life of the asset
should be applied; and where there is legally no lease, but there is a lease | & The present value (PV) of the minimum lease payments (excluding
substance, INT FRS 104 should be applied. ) & b jexecutory costs) is greater than or equal to substantially all of the fair value
ERS 17 should be applied for annual periods beginning on or after 1 Janus O ~ (FV) of the asset, and
2 "“ ® The leased assets are of a specialised nature such that only the lessee can
FRS 17 is applicable to all leases except the following (para 2): : use them without major modification being made.

® Lease agreement for exploration of natural resources, and

7 further lists indicators of situations which individually or in combination
® Lease agreement for such items as motion picture films, plays, ang lead to a lease being classified as a finance lease, as follows (para 11):
copyrights.

If the lessee can cancel the lease, the lessot’s losses associated with the
FRS 17 is also not applicable to the measurement of the follovsing (para 2):

- cancellation are borne by the lessee
® Lease agreement for investment property (which is«Cavéred under FRS ) Gains or losses from the fluctuation in the FV of the residual value fall to
Investment Property), and 3

the lessee, and
® [ease agreement for biological assets (which is covered under FRS 4 ® The lessee has the ability to continue the lease for a secondary period at a
Agriculture). rent which is substantially lower than market rent.

US accounting standard, FASB Statement No 13 Accounting for Leases, is
e specific in its provisions. It spells out the capitalisation criteria, using the
four tests in para 10 with specific quantitative cut-offs.

CLASSIFICATION OF LEASES
117-200 Classification of leases

FRS 17 classifies all leases, for accounting purposes, into two broad categ
(para 8):

@ QOperating leases, and
@ Finance leases.

The criterion used in the classification is the extent to which risks and rewa

incidental to the ownership of a leased asset lie with the lessor or the les
(para 7).

of these four criteria (tests) will be examined in more detail in the following
1S

17-210 Transfer of ownership test

e lease transfers ownership of the asset to the lessee, it is a finance lease. The
tionale for this test is that if the ownership of the leased asset is transferred to
lessee, then it is obvious that the risks and rewards incidental to ownership of
eased asset would be transferred to the lessee.

T“ 7-100 © 2017 CCH Asia Pte Limil® ictical Guide to Financial Reporting Standards (Singapore) 1“ 7-210




266 267

= .
g 17 Leases

i i | ) i i 1 life of fi is leased for four years
- | ; if an asset with a useful life of five years is . ur years,
1“ 7-220 Bargain purChase option test - the 15:;:3 is classified as a finance lease because the lease term in this case is

" than 75% (4 /5 = 80%) of the useful life of the leased asset.

240 Recovery of investment test |
PV of the minimum lease payments is greater than or equal to sub_stanna]ly
the FV of the leased asset, then the lease is a finance lease. The rationale fqr

is that if the asset is leased such that the PV of the legse_payments is
tially equal to the asset’s market value, then the asset is, in substance,
: hj the lessor to the lessee. 3 ‘

are a few variables that have to be defined and quantified before this test

be objectively implemented. _
v what constitutes “minimum lease payments”? Sec_ondlyf what rate is to
’d to discount the minimum lease payments to arrive at its PV? Thirdly,
is meavt by “substantially equal”?

pimum. iease payments
mnimum lease payments generally consist of the rental payments

If a lease contains a bargain purchase option, it is a finance lease. A bay
purchase option is a provision in the lease agreement which gives the lesgee
option to purchase the asset at a price which is expected to be sufficiently oy,
than the FV at the date the option becomes exercisable. Moreover, at
inception of the lease, it is reasonably certain that the option will be exercised.

The rationale for classifying a lease with a bargain purchase option as a fin,
lease is that under the lease, the lessee will ultimately buy over the leased
Therefore, the lessee effectively assumes the risks and enjoys the rew:
incidental to the ownership of the leased asset.

917-230 Economic life test

If the lease term is for the major part of the useful life of the asset, it follows ]
substantially all the risks and rewards incidental to ownership are transfe
the lessee. Capitalisation is therefore appropriate.

The three variables in this test (lease term, useful life, and “major part”) a

explained below. ‘ i‘.uc‘ling the executory costs such as insurance, repair and maintenance) which
Lease term lessee is or can be required to make during the lease term.

the lessee’s viewpoint, the minimum lease payments also include the
mount of the residual value guaranteed by the lessee or a party related to the
ee (eg its holding company). o

m the lessor’s viewpoint, the minimum lease payments include the initial
costs, any residual value guaranteed by the lessee, or a party related to the
ee, or an independent third party.

here is a bargain purchase option, however, the minimum lease payments (for
th the lessor and the lessee) comprise the rentals payable over the lease term
d the payment required to exercise the purchase option.

~ Discount rate

iacalculating the PV of the minimum lease payments, FRS 17 provides th_at.th.e

discount factor is the interest rate implicit in the lease (para 20). However, if it is

not practicable to determine the implicit rate, the lessee’s incremental borrowing

rate is used as the discount factor (para 20).

\ ,li_'t'p_ractice, therefore, the lessor will use the implicit rate as the discount f_actor. ‘
ﬂ&s for the lessee, if the implicit rate is made known to him/her, he: /she will use
the implicit rate; otherwise, he/she will use his incremental borrowing rate as the

The “lease term”, as defined in FRS 17, is the non-cancellable period for wi
the lessee has contracted to lease the asset together with any further terms
which the lessee has the option to continue to lease the asset, with or wiLh
further payment, when at the inception of the lease it is reasonably certait. thal
the lessee will exercise the option (para 4).

For example, if a lease contract provides for a non-cancellable {eriod of
years (with or without a normal renewal option), the lease tein: is five ye
However, if a lease contract provides for a non-cancellable period of five v
and a bargain renewal option of another three years, then. ihe lease term is e
years. Also, if a lease contract provides for a non-cancellabié period of five y
and a bargain purchase option at the end of a normai renewal option of four
years, then the lease term will be nine years.

Useful life

The estimation of the useful life of the asset, though difficult and subjective;.. i
part and parcel of contemporary accounting. The issues involved in estima
the useful lives of depreciable assets for the purposes of depreciation accounting
discussed under FRS 16 Property, Plant and Equipment are equally relevant here.

discount factor.
“Major part” . “Substantially equal”
The phrase “major part” is not defined in FRS 17. ‘ The phrase “substantially equal” is not quantified in FRS 17. FASB Statement No

13, on the other hand, uses 90% as the cut-off point. It provides that if the PV of
the minimum lease payments equals or exceeds 90% of the FV of the leased asset,
the leased asset should be capitalised.

I

FASB Statement No 13, on the other hand, provides for a quantified cut off po
It provides that if the lease period equals or exceeds 75% of the asset’s econo
life, the asset should be capitalised.

—
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FRS 17 Les

If the fair market value of a leased computer at the inception of the lease is,
example, $10,000, the lease will therefore be classified as a finance lease if the p
of the minimum lease payments is equal to or more than $9,000. :

917-250 Summary of the tests ,
Applying the provisions of FRS 17, together with the quantitative criteria of

FASB Statement No 13, the classification process may be presented as a flowchy
(not necessarily in the same sequence): '

It should be noted that all the above-mentioned tests are to be performed at th
inception of the lease. The inception of the lease is the earlier of the date of ft
lease agreement or the date of a commitment by the parties to the principa
provisions of the lease. If subsequent to the inception of the lease the lessee
the lessor agree to change the provisions of the lease, FRS 17 provides that th
revised agreement is to be considered as a new agreement over its term (para 13
However, changes in estimates (eg a change in the estimate of the useful life)

changes in circumstances (eg default by the lessee) do not give rise to a ne
classification of a lease (para 13).

117-250
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payments 2 90% of sssets fair value? | B \
No
Leageq asset of a Yes FINSNCE LEASE
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tests is satisfied, the lease
. be noted that, so long as one of the i

ﬁh“mld 'all;’sosiﬁed as a finance lease. This is because lease accquntmg stand.afds
d;;;fgned to prevent unjustifiable off-statement of financial position

ting.

i d lessee is based on a lease agreement
ansaction between the lesso_r and - :
t:ne :[0 both parties, the two parties will normally classify the lease in the

,me way-
nevertheless, two circumstances where the application of the tests may

. lease being classified differently by the lessor and lessee, as

qlt in the same
Sllows:

L Where the lessor and lessee use different rates to discqur_mt the minimum
F Jease payments, the investment recovery test may be satisfied by one party

and not vy the other, and

e Wl er- the residual value is guarantegd by an independent third szlartly, ’;12:
mirimum lease payments will be d]ffergnt for' the lessor and t ed G;s e
8 ‘Lecause in this case, the residual value is co:rlls1dered unguaranze rfc)h
the lessee’s perspective and, therefore, will be excluded f;)m th:
computation of the lessee’s minimum lease payments; however, Slmand
lessor’s perspective, the residual value is considered ’gua?aptee lease,
therefore, will be included in the computation of the lessor’s minimum le »
payments). Therefore, the investment recovery test may agam yie
different results.

FRS ides that the land and building elements of a lease of la.n.d and
;ﬁiﬁdggp;}?;uld be considered separately for the purposes o'f lease. classﬁlclanon
(para 15A). For this purpose, the minimum lease payments (mclu'dn?g anly umtp
sum upfront payments) are allocated between the lgnd and the bu_lldmg.e emfetr;l S
in proportion to the relative FVs of their leasehold interests at the inception of the

lease (para 16).

It should be noted that it is possible for a lessee to account for a property interest
‘held under an operating lease as an investment property under FRS 40 Investment

Property.
OPERATING LEASES
Y17-300 Operating leases

An operating lease will be accounted for as if it is a rental agreement. Thu;, gie
leased asset will continue to be accounted for in the lessor's books, an e
periodic lease payments will be recorded as income by the lessor and as expenses
by the lessee.

B

917-300
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917-310 Accounting by lessees Pmustration 3

: i i ion 1, the car will be
In the lessee’s books, FRS 17 requires the lease payments to be charged tg ¢ C Ltd is the lessor of the car leased to A Ltd in Tllustration 1,
profit and loss (P&L) account as rental expenses (para 33). i orted as a fixed asset in C Ltd’s statement-of financial position. The_ car shlc_)ulld ‘t_)e |
Er ted for in the books of C Ltd according to the same accounting policies in
mect of valuation basis, frequency of revaluation, method of depreciation and rate
gsgepreciaﬁon as those applicable to other motor vehicles held by C Ltd. \

Mustration 1

Assume that A Ltd leases a car for three months from 1 November 20x1 to 31
ey, SRR ey eyl of 410 | ase payments received should be accounted for as rental income in_the

[ :ccouﬂt- FRS 17 requires that the rental income be recogr.u'sed on a.stra1ght \
basis over the lease term, unless another systerr}ahc basis is more |
sentative of the time pattern in which use benefit derived from the leased |

is diminished (para 50). |

Quite obviously, this lease will be classified as an operating lease (it is difficult to
imagine that this lease could transfer substantially all the risks and rewards
incidental to the ownership of the car to the lessee). 1

Given that the lease is an operating lease, what is required to be accounted for in the
books of A Ltd (lessee) are the periodic lease payments. Assuming A Ltd’s.
accounting year end is 31 December, rental expenses of $4,000 will be charged to the
20x1 P&L account and rental expense of $2,000 charged to the 20x2 P&L account.

 [llustratic: & _ - t |
b3 te is ine lessor of the office space leased to B Ltd in [llustration 2, the amounts
fffn;;‘:all income that D Ltd should recognise for 20x1 and 20x2 are $12,000 and ‘
] igfjé,:;_c-u, respectively (assuming that the year end is 31 December and that the

- suaight line basis is most representative of the time pattern of the earnings process). |

FRS 17 further requires the charge to the P&L account to be recognised
straight line basis over the lease term unless another systematic basi
representative of the time pattern of the user’s benefit (para 33). Thus, &

amount recognised may not be equal to the amount paid for each accoun
period. This is to ensure proper matching.

initial direct costs incurred by lessors in negotiating and arranging an
ting lease, FRS 17 requires that they should be added to the carrying |
ount of the leased asset and recognised as an expense over the lease term on
same basis as the lease income (para 52).

Hustration 2

Assume that B Ltd leases an office space for 15 months commencing 1 October 2%

y

(it is obvious that this lease will be classified as an operating lease). Accordin & tu the

terms of the lease agreement, no rental is payable for the first three mor'ths, but a

monthly rental of $5,000 will be payable for each of the remaining 12 reriti is.
Assuming 31 December is the accounting year end, it will not be appropriate for B
Ltd to charge no rental expenses to the 20x1 P&L account, and +¢ charge $60,000 of
lease payments paid in 20x2 to the 20x2 P&, account. ‘

Since B Ltd has paid a total of $60,000 ($5,000 x 12) of lease payments for the use of
the office space for 15 months, it will be more appropriate to charge a lease expense
of $4,000 ($60,000/15) per month. This will be more representative of the time
pattern of the user’s benefit.

FINANCE LEASES

7-400 Finance leases

der a finance lease, the accounting procedure will be as follows: ‘

® The leased asset will be accounted for as if it has been sold to the lf:ssee. The |
leased asset will therefore be recorded as a fixed asset in the lessee’s books |

Thus, for proper matching, the amount of rental expenses that should be charged to

the P&L accounts for 20x1 and 20x2 should respectively be $12,000 ($4,000 x 3) and

| The related financing facility will be recorded as a liability (lease payable) in |
$48,000 ($4,000 x 12).

 the lessee’s books and as an asset (lease receivable) in the lessor’s books, |
and

917-320 Accounting by lessors

For lessors, assets held under operating leases should be retained in their
as fixed assets. Accordingly, these assets should be accounted for in accorda
with FRS 16, and under the same accounting policies (eg depreciation method)a
those applicable to other fixed assets with similar characteristics.

® The periodic lease payments are computed to cover both finance |
- charges/income and repayment of the principal sum. Therefm.:e, the [
- periodic lease payments, when paid or payable by the lessee, or received or (
- feceivable by the lessor, will have to be apportioned into interest and

principal portions and recorded accordingly in the books of both the lessee \
and the lessor.
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T17-410 Accounting by lessees

FRS 17 requires the asset under a finance lease to be recorded as a fixed asset i
the lessee’s books. i

The capitalised amount is the lower

of the FV of the asset at the inception
lease or the PV of the minimum lease

payments (para 20).

In calculating the PV of the minimum lease payments, the discount factor is
interest rate implicit in the lease. However, if the implicit rate is not Practic
determine, the lessee’s incremental borrow'mg rate is used as the discount f;
(para 20).

The leased asset under the finance lease recorded as a fixed asset in the Jeg
books should be accounted for in accordance with FRS 16 and with the s

accounting policies as those adopted by the lessee to account for other
assets with similar characteristics.

The leased asset should be depreciated over its useful life if the lessee is to ob
ownership of the asset by the end of the lease term (that is, either test 1 (tr
of title) or test 2 (bargain purchase option) is met). Otherwise, the leased
should be depreciated over the shorter of the lease term or its useful life (
27). )
FRS 17 also requires the lessee to record the obligation arising from the fin
lease at the same amount as the leased asset (para 27).

As for the periodic lease payments, FRS 17 requires them to Be apportio
between the finance charge (interest expense) and the veduction of
outstanding liability (para 25).

Generally, the interest expense should be allocated using the “effective inter
rate method” so as to produce a constant periodic rate of interest on
remaining balance of the liability for each period during the lease term (para 2
In practice, some form of approximation (eg “sum-of-digit method” or “strai
line method"”) may also be used (para 26).

Thus, for a finance lease, the lessee will record the leased asset and the rela
liability as if the asset were purchased with financing facility. Periodic lea
payments should be accounted for as payments for the principal amount und
the lease liability as well as payments for interest expense. It may be noted

under a finance lease, the lessee will record two expense elements relating to the
finance lease: interest expense and depreciation expense.

Ty ration 5
On 1 January

the end of the lease term, the equipment was to be returned to DEF Leasing Ltd.
t the en

As part of its eccounting policies, ABC Trading Ltd used the “straight line” method

y ars was for the major part (more than 75%) of the useful life of five years of
fop yuo

'ﬁﬂ: equipment.

: 'i Calculation of the PV of the minimum lease payments:

273

20x1, ABC Trading Ltd entered into a lease agreement to lease a piece
quipment from’ DEF Leasing Ltd.

ement included a: :

i Oi:telillilljig; elease term of four years, with no renewal or purchase option,
.ﬂﬂn-caﬂ
and tal of $10,000 per year to be paid by ABC Trading Ltd on 31 December
y kase c]:gfathe four years, commencing 31 December 20x1. ——
“if - rental was calculated and mutually agreed upon based on a 5% rate
lease

i ing Ltd.

t0; - [t.i:Zs Iglew on 1 January 20x1, had a fair market value of $42,000 and
eq;:f};?;firio have an estimated useful life of five years.
ex

 was no mention of the residual value.

jate all its fixed assets (assuming no salvage value unless stated otherwise),
t.hm’(?;fecutive interest”” method to allocate the finance charge. t y
e <o, the Jease would be classified as a finance lease because the lease term
is Tuse,

itali leased asset, record the
i lessee) would have to capitalise the
: Tl-Ell-d ?ﬁgjétd gg‘xidis deﬁ;reciation and allocate the interest EXpEnsE ;\\;erf 3:2
tecl. % Thu.:s I1:‘hree initial calculations would have to b_e:*_perform_ed..h) chzdule
’ h?ur:]:ﬁ-l'lease ’payments, (i) depreciation charge, and (iii) amortisation s

interest expense.

Minimum lease payments: Ordinary annuity of $10,000 for four periods =

$40,000

Discount rate: 5%

PV: $10,000 x 3.5459 = $35,459. .
ini less than the FV of the

Si f the minimum lease payments was of il

Z]nuci‘;ﬂﬂ:;tljgieoleased equipment would be capitalised and the related liability

recorded in ABC Trading Ltd's books at $35,’459' ——

"f'he depreciation charge on the leased equipment would be $8, 7

four years) for each of the four years from 20x1 to 20x4. 5.459),

i) Amortisation schedule for finance charges of $4,541 ($40,000 — $35, :

| 117-410 © 2017 CCH Asia Pte Limited
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inci Lease

Lease Interest Principal Lease
fee payment (5%) liability

$ $ $ 5
35,459
1 January 20x1 ot
31 December 20x1 10,000 1,773 8,227 28,594

31 December 20x2 10,000 1,362 8,638 ,
i 17-410
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Date Lease Interest Principal Leage December 20x4
payment (5%) Iiubilﬂy,
$ § $ § Dr Lease payable 9524
31 December 20x3 10,000 930 9,070 9,52 Dr Inferest eXpense #7e 10,000
31 December 20x4 10,000 476 9,524 Nil Cr Cﬂsohr d lease payment) '
Total 40,000 4,541 35,459 ey

December year ends) would be as follows:
1 January 20x1

Dr Leased equipment
Cr Lease payable
(to record the finance lease)

31 December 20x1

Dr Lease payable
Dr Interest expense

Cr Cash
(to record lease payment)

Dr Depreciation expense

Cr Accumulated depreciation
(to record depreciation expense)

31 December 20x2

Dr Lease payable
Dr Interest expense

Cr Cash
(to record lease payment)

Dr Depreciation expense

Cr Accumulated depreciation
(to record depreciation expense)

31 December 20x3

Dr Lease payable
Dr Interest expense

Cr Cash
(to record lease payment)

Dr Depreciation expense

Cr Accumulated depreciation
(to record depreciation expense)

The journal entries to record the lease for each of the four

Dr Depredation expense 8,865
years (assuming 31 Cr Accumulated depreciation 8,865
. (to record depreciation expense)

Tt should be noted that by the end of the lease on 31 December 20x4, all the accounts
35459 ating to the lease would have been written off, the lease liability fully settled and

35,459 Jeased asset fully depreciated.

s following discussion, the technicality of the provisions of FRS 17 will be
strated wsing the finance lease between ABC Trading Ltd and DEF

8227 L+ in Mlustration 5. Modifications are made to the lease to include the
L7 : puichase option, bargain renewal option and residual value, and to
10,000 »o that the implicit interest rate is not known to the lessee. In addition, a
« where the lease payments are in the form of an annuity due instead of an
8,865 ary annuity is illustrated. Each of the cases is to be considered
8,865 dently. For the sake of simplicity, it is assumed that the implicit rate
s at 5% in each of the following cases, despite the fact the some of the
mentioned changes would affect the rate of return to the lessor.
e rgain purchase option
1,362 i ) '
10,000 ects of the existence of a bargain purchase option are:
L I the lease will be classified as a finance lease
8,865 ' )
8,865 b the minimum lease payments will be increased by the exercise price, and
8 the useful life, instead of the lease term, will be used as the basis over which
the depreciable amount for the leased asset is allocated to determine the
9.070 annual depreciation charge for the leased asset.
930 .
10,000 stration 6
me that the lease agreement between ABC Trading Ltd and DEF Leasing Ltd in
8,865 ration 5 included a provision to give ABC Trading Ltd an option to buy over

equipment at the end of the four-year lease term for $1,000, and that at the
on of the lease on 1 January 20x1, it was estimated that the fair market value
equipment would be about $5,000 after four years’ usage.

n the bargain purchase option, the lease would be classified as a finance lease
lease would also qualify as a finance lease under the economic life test). The
um lease payments would be increased by the exercise price to $41,000. Also,

8,865

ased equipment would be depreciated over five years instead of four years.

117-410
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The related calculations would be as shown as follows:
(i) Calculation of the PV of the minimum lease payments:

Minimum lease payments: Ordinary annuity of $10,000 for four periods plus
$1,000 at the end of the fourth period = $41,000 j

Discount rate: 5%
PV: $10,000 x 3.5459 + $1,000 x 0.8227 = $36,282.

The leased equipment would be capitalised and the related lability recorded i

ABC Trading Ltd’s books at $36,282 (the PV of minimum lease payment&g%
$36,282 being lower than the FV of $42,000)

(ii) The depreciation charge for the leased equipment would be $7,256.40 ($36,282 «
five years) for each of the five years from 20x1 to 20x5. ]

(iii) Amuortisation schedule for finance charges of $4,718 ($41,000 - $36,282):

_rqain renewal option
he effects of the existence of a bargain renewal option are:
'_the Jease term is increased by the renewal period, and |
@ the minimum lease payments are increased by the lease payments during
~ the renewal period.

ease in the lease term and the minimum lease payments may affect the
fication decision of the lease under the economic life test an.d the recoz@rﬁ
' tment test. Also, the increase in lease term extends the period over whic
ed asset is to be depreciated.

B

Date Lease Interest Principal Lease 3 .!tustration = . |
P ) iabilifyy II ﬁgsume 'naut the lease agreement between ABC Trading Ltd and DEF Leasing Lid in
| B ¥ $ $ 1 tratioi 5 included a provision to give ABC Trading Ltd an option to renew the
20x1 o ." ;‘0'* Mo additional years at the end of the four-year lease term for an additional
Dot > hﬂ ?;f‘$l 000 per year to be paid on 31 December 20x5 and 20x6, and that at the
| r—— oo - % E ( ::?e tion é)f the lease on 1 January 20x1, it was estimated that the fair market rental
| 31 December 20x2 10,000 1,405 8,595 19,501 @Eg}f a similar equipment in its fifth and sixth year of use would be about $5t,00g

31 December 20x3 10,000 975 9,025 10,476 r year Assume also that the leased equipment had a useful life of seven (instea

| 31 December 20x4 10,000 524 9,476 1,000 O | o five) years.

| In thi lease would be classified as a finance lease because the lease term
“h &];xzai"iﬁe\‘rvg;efoi the major part (more than 75%) of the useful life (seven y_rears).
minimum lease payments would be increased by the lease payments in the
renewal period to $42,000. Also, the leased equipment would be depreciated e
> Jease term of six years. The related calculations would be as shown as follows:

The journal entries to record the lease would be the same as those under the origir%.
| lease in Illustration 5, except for changes in the figures.

In addition, it is noted that in the amortisation schedule, there would be a baia: ce of
| $1,000 in the lease liability account at the end of the lease. This is the amount the
| lessee would have to pay to exercise the purchase option. The jouria! entry

TEh i the PV of the minimum lease payments:
record the exercise of the purchase option on 31 December 20x4 would be (i) Calculation of the 0 paym

follo: Minimum lease payments: Ordinary annuity of $10,000 for four periods plus
| $1,000 for the next two periods = $42,000
| DrLeg pagaiiy Lo Discount rate: 5%
Cr Cash

1,000 PV: ($10,000 x 3.54595) + ($1,000 x 0.783531) + ($1,000 x 0.74622) = $36,988.

The leased equipment would be capitalised and the related liability recorded in
ABC Trading Ltd's books at $36,988 (the PV of minimum lease payments of
$36,988 being lower than the FV of $42,000).

(ii) The depreciation charge for the leased equipment would be $6,164.67 (536,988 +
six years) for each of the six years from 20x1 to 20x6.

| (to record exercise of purchase option)

| In this case, at the end of the lease on 31 December 20x4, while the lease liability
would be fully settled, the leased asset would still carry a balance because it would

| be depreciated over five years. Also, on this date, the leased asset should preférabl:
be transferred to an ordinary fixed asset account. :

| 117-410
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3 : ]l to the amount of the
(iii) Amortisation schedule for finance charges of $5,012 ($42,000 - $36,988): Jease liability will also have a balance equa

anteed residual value at the end of the lease, and

' in or loss will arise due to the difference between tk11e guaranteed
Dute —— Wieres Frincipal Lease ga:;l value and the FV of the leased asset at the end of the lease.
payment (5%) liabilsy :
$ $ $ $
1 January 20x1 36 ation 8 _ -
' . i ABC Trading Ltd and DEF Leasing

31 December 20x1 10,000 1,849 8,151 28, me that in "hg lfgé t{:;‘j?;; "L?dbgﬁﬁijﬂteed DEF Leaging Ltd that the leased
31 December 202 10,000 12 Sl = 1]1:1.5;: 131:32 a’residua] value of $5,000 when the leased asset was reverted to
31 December 20x3 10,000 1,014 8,986 11,2 i at the end of the lease on 31 December 20x4. o
31D ber 20x4 10,00 9,435 ! : Id be classified as a finance lease because he lease

ecember 20x 000 565 \e above-mentioned ]‘?ase t}-‘{\f; sjor part {more thart 75%) of the weshil Hie (Hue
31 December 20x5 1,000 93 907 our years) was for jor p
31 December 20x6 1,000 49 951

The journal entries to record the lease would be the same as those under the or

lease in llustration 5 except for changes in the accounting period and the changeg
the figures.

inim i d

e the mini lease payments would be increased by the guarantee

; 'CavS‘? vth(;f ?5 000%%45,000?%1&3 depreciable amount of the leased_equlpment
a Ld';:u:ecl b’y the guaranteed residual value. The related calculations would

d oe =2

- shown as follows:

4 ini ts:
By the end of the lease on 31 December 20xs6, Calculation of the PV of the minimum lease payments ‘
' |

would have been written off: the lease liability fully settled and the leased

Minimum lease payments: Ordinary annuity of $10,000 for four periods plus
fully depreciated, N

85,000 at the end of the 4th period = $45,000 |
Discount rate: 5% i
PV: ($10,000 x 3.54595) + (35,000 x 0.8227) = $39,572. . . |
I The i italised and the related liability recorded in
DS The leased equipment would be capitalise ] rel |
; leased' E'ISSEt’ tierf oy ]tahreeapw y E};?C Trading led’s books at $39,572 (the PV of minimum lease payments of
oncerned: flrstly, the lessee may be re Tuireq 539,572 o el ekt

} ] ) J Cll} or Sllale 1ﬂ:l tlle (8]} oD able amount 1 3 7’2 39 5;2 ==
e ( [ I 8] the 1eased eql]lpmerl.t wou d be $ 4,5 ($ ’ )
} wWﬁ?Z - fOlII years) fOI each Of Hle fOLlI yeaIS fIOm 20X1 to 20)(4-

Amortisation schedule for finance charges of $5,428 ($45,000 — $39,572):

Residual value

As for the residual value of th
scenarios as far as the lessee is ¢

Guaranteed residual value

|
‘ If the lease agreement requires the lessee
|
I

inci Lease
(or any party related to the lessee, Date Lease Interest Principal

/ ent (5%) !‘iﬂbﬂﬁy
parent company) to guarantee the residual value of the leased asse e $ $ $ $ {
following points should be noted: 39,572 |
® The guaranteed residual value will form part of the minimum -I_Ianumy o 10.000 1,979 8,021 31,551
| payments 31 o 10’000 11578 8,422 23,129
| ® The depreciable amount of the leased asset will be equal to the cap iim B eaibe 20x§ 10,000 1’157 8,843 14,286
| amount less the guaranteed residual value (as in the case for ng?eember 20x ’ '71 A 0986 5,000
| depreciable assets under FRS 16) 31 December 20x4 10,000 ’

117-410
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The journal entries to record the leas

e would be the same as those under th
lease in Ilustration 5 except for chan

ges in the figures.
In addition, it may be noted that in the amortisati

on schedule there woul
balance of $5,000 in the lease liabilit

unt of $39,572 less A/D of $34,572
that the FV of the equipment as at 31 D

close the accounts relating to the lease

(38,643 x four years)). Assumg
ecember 20x4 was $5,000, the journal entry.
would simply be as follows:

Dr Lease payable

5,000
Dr Accumulated depreciation

34,572
Cr Leased equipment
(to close the lease accounts)

If the FV of the leased equipment was less than the
retumed to the lessor, however, the lessee would have to

difference. This additional payment would be recorded as
books.

For example, assuming that the leased e
the lease on 31 December 20x4,
difference of $2,000. The closing
would be as follows:

the lessee would have to pay to the lessor
entry and the journal entries to record the log

Dr Lease payable
Dr Accumulated depreciation

Cr Leased equipment
(to close the lease accounts)

Dr Loss on finance lease
Cr Cash
(to record loss on guarantee)

On the other hand,
value when it was
surplus (or part the
agreement merely
residual value, then
lease agreement could, of course,
guaranteed amount would accrue wholl
between the lessee and the lessor, In
lessee would be recorded as a gain.

5,000
34,572
39,572

2,000
2,000

y to the lessee or to the lessor, or shared
the latter case, any amount received by the

117-410
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d be g
S is tha

39,572

guaranteed amount when it wag
pay to the lessor the
a loss in the lesseels

quipment had an FV of $3,000 at the end of

if the FV of the leased equipment was muore than the guaranteed
returned to the lessor, the lessee might or might not enjoy the:
reof), depending on the terms of the lease agreement. If the lease
required the lessee to guarantee a certain minimum amount of
the lessee might not be entitled to any surplus. However, the
provide expressly that any surplus of FV over the.

© 2017 CCH Asia Pte Limited
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7 Leases

ring of sales proceeds

3 ith
i to enjoy wholly or share wit
. acreement provides for the lessee > enjo)

E 1eassjle ?:)roceeds of the leased asset when it is disposed of at the end of
‘hﬁsSOfﬂ;f amount of the sales proceeds accruing to the lessee represents ai ‘
Eﬁ’ : ?as opposed to cash outflow in the case of a guaranteed residua
inflow

inim i be affected. Moreover, the

' inimum lease payments will not ; _

S -th?i IElount and the amortisation schedule for finance cha{:ges will not bel.; \
tﬂhs?gyaﬂxe existence of the lessee’s right to share in the realised amount o

c

ssidual value.

i the depreciable amount
: c4 of a guaranteed residual value, however, : |
" {ihe CJE:I ‘1sbset v%i]l be reduced by the amount of the expected residual vah;ﬁ
; eai; tl;e lessee. Therefore, the annual depreciation charge each year w
ﬁ%ndingly be reduced.
|
(S -
Illustration _ | .
. d DEF Leasing Ltd in
‘ ; It agreement between ABC Trading Ltd an
ﬁluéﬂaiiggaagﬂ;‘iOS?g:d gtiat ABC Trading Ltd and DEPf tlffafmg Lttdt;{ve;aeﬁt;\ ;fh;ge
f the leased equipment at the end of the lease at the 3
misaﬁ:gcgfadtstge leased assetcifvas expected to have a residual value of $5,000 as ‘
' - i I b the lease term
y i , the lease would be classified as a finance lease ecause t
f?@;:l ;::1?5 waii for the major part (more than 75%) of the useful life (five years).

The PV of the minimum lease payments and the amortisation schedu:le for the ‘
f-i;"tts:'re:st expense would be the same as those in the original case as follows:

" (i) Calculation of the PV of the minimum lease payments (same as that shown in
 the original case in I[llustration 5):

Minimum lease payments: Ordinary annuity of $10,000 for four periods =
$40,000 ‘
Discount rate: 5%

PV: $10,000 x 3.54595 = $35,459.

Amortisation schedule for finance charges of $4,541 ($40,000 — $35,459) (same as
that shown in the original case in Illustration 5). ‘

\

|| (i)

| { iati i i however, would be different

The depreciation charge for each accounting perlpd, i .

from t?1};t 11: ihe origi_ngl case in Ilustration 5. In this case, the. depreciable amount ;)C.E

the leased equipment would be reduced by the expected residual value accr;;rfll%o)
the lessee of $2,000 (2/5 % $5,000), and would therefore be $33,459 ($35,4594 5—9 2, four.

R C: annual depreciation charge would be $8,364.75 ($33,459 +

- Consequently, the P

| years) for each of the years 20x1 to 20x4.

- The journal entries to record the lease would be same as those under the original
. lease in Tllustration 5 except for changes in the depreciation figures.

17-410
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It is noted that the leased liability account would be full
lease on 31 December 20x4, as in the original case.

At the end of the lease on 31 December 20x4, however, the leased e

be carried at an amount equal to the estimated residual value of $
the lessee ($35,459 — ($8,364.

January 20x5 for $5,000 and ABC Trading Ltd received its sh
accounts would be closed as follows:

31 December 20x4

are of $2,000,

Dr Receivable from lessor

2,000 :gclgfded in ABC Trading Ltd’s books at $%4,651. 1 be §8,662.75 (534,651 <
Dr Accumulated depreciation 33,459 i) The depreciation c}]:m%g}el fc;r tl:1eyl:;1rsseEi~ s}c}lu;gge;t 2‘824. 062,
i b ears) for each of the four :
e liemsedl eqpprest oA 7 Ytisation schedule for finance charges of $5,349 ($40,000 — $34,651):
January 20x5 Amort
ate Lease Interest Principal . a[iatzi?fr;
Dr Cash 2,000 payment (6%) 5
Cr Receivable from lessor 2,000 $ $ $ .
If the leased asset were subsequently disposed of at an amount more than or less. 1 fanuary 20x1 079 7,921 26,730
than $5,000, the lessee would record the surplus as a gain and the deficit as a loss, as 31 December 20x1 10,000 % y 18,334
i 31 December 20x2 10,000 1,604 8,396 e
3 $ 0 ’
3 0,000 1,100 8,90
» 31 December 20x3 10/ :
Unguaranteed residual value gi cerber 20xd 10,000 566 9,434 Nil
If the lessee (or a

party related to it) does not guarantee the residual value. n
the lessee entitled to the sale proceeds of the leased asset at the end of tive 1

‘ then the residual value of the leased asset is of no relevance to the desges
should therefore be ignored.

Use of lessee’s incremental borrowing rate

| In practice, the lessor may not always disclose the implititsate to the le
because the lessor may deem the implicit rate used in the jea
| of its trade secrets.

In cases where the lessee has no kno
| requires that the lessee use its own

incremental borrowing rate to compute
| PV of the minimum lease payments.

lustration 10

ABC Trading Ltd and D

] rading Ltd had no Icnowledge of the imp
rate used in the lease and that its incremental borrowing rate was 6% pa.

| In this case, the lease would still b

term of four years was more than 75% of the useful life of the

FRS 171

y closed at the end of

quipment would
2,000 accruin, fo
76 x 4)). If the equipment were subsequently sold j

5e agreement as par

wledge of the lessor’s implicit rate, FRS 1f

e classified as a finance lease (because the lease
leased equipment).

| 117-410
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ini ts, the lessee’s
4 : tation of the minimum lease payments, e
4 ever; ﬁl)o:?cfwﬁénﬁ;tleaof 6% would be used (instead of the implicit rate of 5%).

a .

R C f:ulaﬁon of the PV of the minimum lease payments: o e B et
g - ayments: Ordinary annuity of $10,000 for four =
Minimum lease paym
640,000
~ Discount rate: 6%
PV: $10,000 x 3.46511 = $34,651.

e 2 0 P the FV of the
th PV the minimum lease ayments was less than th oru

t thefleased a:lsset would be capitalised and the related hablhty
ment,

Sinc

x journal entries to record the lease would bei the same as those under the original
in Ilustration 5 except for changes in the figures. - -
the end of the lease on 31 December ZDXL.I’. all the accoun;s recllahﬂ:;glioa ;fe 5 aes s
uld have been written off: the lease liability fully settled an

ﬁlﬂy depreciated.

ity due _ o

3 e it is common for the lease agreement to prox-ride for thg fll;t Se]f::}?éi
aynlent to be made at the beginning of the period (annuity du

al’f’ the end of the period (ordinary annuity). | o

cially, the difference between an annuity due and an ordmtis.llryla;\;:;;ing (115

in the former case the lessee is taking les.s financing fro1c'1n e le P

efore, the finance charge should correspondingly be reduced.

117-410
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sible Assets

FRS 38 Intan

938-100 Introduction

FRS 38 Intangible Assets prescribes the accounting and disclosure fop e
assets that are not specifically dealt with in other FRSs. T

ERS 38 applies to all intangible assets except:

® intangible assets that are within the scope of another standard

acquired in a business combination (which is dealt with in FRS 1
Combinations))

® financial assets as defined in FRS 32 Financial Instruments: Presenty
® exploration and evaluation assets, and

i i i intangible asset may include
e ¢ benefits flowing from an in : :
ure ec";zm;ﬂe of product or service, cost savings or other benefits
m :
f,m its use by the entity. |
. on criteria are stated in FRS 38 as follows (para 21): . N
(])Jable that the future economic benefits that are attributable to the
Eﬁ’ﬂ flow to the enterprise, and
d reliably.
+ of the asset can be measure . -
. that meets the definition of intangible asset and sat‘lsﬁes ifblig
I ecriteria previously discussed should be recognised as an intang

gible item does not meet both the definition and tk&;?tcgﬂszz
an intangible asset, FRS 38 requires the expenditure on
wod 23 arvexpense when it is incurred (para 68). . e
i5 acquired in a business combination, however, thlst e;pizrlll t ;d e
m ihe cost of acquisition) should form part of the arg\oun attr
negative goodwill) at the date of acquisition (para. 68). .
RS 38 provides that expenditure on an in_tangible item tfhi[:l ;Ngg 51?10 }aai
d as an expense should not be recognised as part o
le asset at a later date (para 71).

210 Internally generated intangible assets

rnal expenditure that are expected to result in future economic benefits
cognised as intangible assets because either:
hey are not separately identifiable as an asset, or
i i ici trol.
e enterprise has insufficient con . o
ple, internally generated goodwill, brands an_d 1temls) s%mﬂarasu;
e car:not be distinguished from the cost of developmi 1i;he usmfsls_.p a2
ised as intangible assets. Also, an ente
and are therefore not recognise ‘ - Al i
| i ble to identify incremen
a team of skilled staff and may be able to
13‘-a",.'caiing to future economic benefits from trauung,.however, urv.u:l]ly,i ;11;
ise has insufficient control over the staff to recotghmse these te:)s (];];t:f e
i if it has the power
An enterprise has control of an asset if it '
CONOMicC l‘iaenefits flowing from the underlying resource and to restrict the
s of others to those benefits (para 13). I
FRS 38 specifically provides that interne.llly ger‘lerlatec'l go%dim , s]i\aguféi
cads publishing titles, customer lists and items similar in substance
gni 63).
ecognised as assets (para 48 and . ' _
ples of other expenditure that will not give rise to an H?tanglble asset to be
ised in the financial statements are as follows (para 69):
Expenditure on starting up an operation or a business (start-up costs)

® Expenditure on training

® expenditure on the development and extraction of minerals, oil,
and similar non-regenerative resources.

FRS 38 is operative for annual periods beginning on or after 1 July 2004,

RECOGNITION
138-200 Recognition

FRS 38 provides that the recognition of an item as an intangible asset
entity to demonstrate that the item meets (para 18):
@ the definition of an intangible asset, and
® the recognition criteria.

An “intangible asset” is defined in para 8 of FRS 38 as an identuizable ny
monetary asset without physical substance.

Thus, to meet the definition of an intangible asset, an item tiust fulfil §
criteria, namely:

® identifiability

® control over a resource, and

® existence of future economic benefits,

FRS 38 provides that an asset meets the identifiability criteria when it:

® is separable from the entity (ie can be sold, transferred, licensed,

exchanged individually or together with a related contract, as
liability), or

® arises from contractual or other legal rights, regardless of whether
rights are transferable or separable from the entity (para 12).

The capacity of an entity to control the future economic benefits fr
intangible asset would normally stem from legal rights that are enforceabl
court of law. However, legal enforceability of a right is not a necessary co

for control because an entity may be able to control the future economic b
in some other way.

— : — 138-210
938-100 © 2017 CCH Asia Pte Fractical Guide to Financial Reporting Standards (Singapore
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592 Jble Assets

A ides that the FV of intangible assets acquirgd in business
- Er'r.gfgljrr\f“;-ll()rnm:ﬂly be measured with sufficient rehabll}ty to be
separately from goodwill, especially if the acquired intangible assets

3 35).
to useful lives (para
ifically provides that an in-process research and development (R&D)
th acquiree should be recognised as an intangible .asset separate_ly
?iwi]l if the project meets the definition of an intangible asset and its

‘measured reliably (para 34).
INITIAL MEASUREMENT

00 Initial measurement
liovides that an intangible asset should be measured initially at cost

® Expenditure on advertising and promotion, and
® Expenditure on relocating or reorganising part or all of an entey
Generally, to assess whether an internally generated intangible agse

criteria for recognition, FRS 38 requires an entity to classify the gener.
asset into: (i) a research phase, and (ii) a development phase (para 52),

FRS 38 provides that all expenditure on research or during the research 5
an internal project should be written off as an expense when incurred
intangible asset should be recognised (para 54).

As for expenditure on development or during the development
internal project, FRS 38 provides that it should be capitalised as an j
asset if, and only if, the enterprise can demonstrate all of the fo]lowing‘

® Technical feasibility of completion

® Intention to complete

Ability to use or sell the asset

Generation of probable future economic benefits
Availability of adequate resources to complete and to use or sell, and

Development expenditure attributable to the asset can be m
reliably.

138-220 Separately-acquired intangible assets

For separately-acquired intangible assets, FRS 38 provides that the proy .
criterion is always considered to be satisfied (para 25), and that the cust ¢
usually be measured reliably (para 26).

0 Internally generated intangible assets

srovides that the cost of an internally generated intangible asset is the
'.enditure incurred from the date when the intangible asset first meets
hition criteria (para 65). |

as previously mentioned, FRS 38 para 71 prohibits expenditure that has
s ’ recognised as an expense in previous annual financial statements or
financial reports to be recognised as part of the cost of an intangible asset

date.

stration 1

td i loping a new production process. For the year ended 31 Dec;ember
‘gfngfﬁeogcfrred wag $100,000, c?f which $7U,OQD was incurred during the
three quarters of 20x5 and $30,000 was incurred during the last quarter of 20)(15.
company presents quarterly reports, and for the ﬁrs_t three quarters, it was able
emonstrate that the production process met the criteria for .recogmhon as an
ble asset only as at 1 October 20x5. The recoverable amount of the know-how
d in the process (including future cash outflows to complete the process
re it is available for use) is estimated to be $50,000.
case, the production process is recognised as an intangible asset in the 20x5
nce sheet at a cost of $30,000. The $70,000 expenditure mcurre_dE duru}g t:he first
e quarters has been written off as expense because the recognition criteria were
met, and this expenditure cannot be reversed to form part of the cost of the
ction process recognised in the balance sheet.

Normally, the price an enterprise pays to acquire an intangibie asset n
expectations about the probability that the expected future economic
embodied in the asset will flow to the enterprise.

Further, since there is a transaction, the measurcoent issue will
overcome.

Thus, most of the acquired intangible assets will be recognised as in
assets under FRS 38.

138-230 Intangible assets acquired in a business
combination

For intangible assets acquired in a business combination, FRS 38 provide:
the probability criterion is always considered to be satisfied (para 33). Hi
measurement for individual intangible assets may be an issue.

Thus, FRS 38 provides that an entity should recognise an intangible
acquired in a business combination separately from goodwill if the asset’s ]
be measured reliably, irrespective of whether the asset had been Tecognis
the acquiree before the business combination (para 34).

ost of an internally generated intangible asset comprises all directly
ble costs necessary to create, produce and prepare the asset to be cgpable
rating in the manner intended by management. Examples of these f:hreﬂtly
ble costs are costs of materials, costs of employee bene:ﬁts and
tisation of patents and licences consumed in generating t'he intangﬂ?le asset
gal fees to register a legal right (para 66). However, selling, administrative

3 cal Guide to Fi ial Reporting Standards (Singapore) 1{38-3‘[0
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and other general overhead expenditure (unless this expenditure can be . 2
attributable to preparing the asset for its intended use), identified inef ration
and initial operating losses incurred before the asset achieves ,
performance and expenditure to train staff to operate the asset are not
cost of an internally generated intangible asset (para 67).

that on 1 January 20x1, ABC Ltd (with 31 December account-in_g year ends)
.d an intangible asset with indefinite life at a cost of $10 million. Assume
that, on 31 December 20x3, the company revalued its intangible asset to
: va]\.lle of $13 million, but revalued it downwards to $11 million on 31
+or 20x5 and to $9 million on 31 December 20x7.

the revaluation surplus of $3 million in 20x3 should be crec_lited to a
ca'1’1ta\b1e reserve, “revaluation reserve’’, the deficit on revaluation of $2
in 20x5 should be charged against the revaluation reserve, and of the
n deficit of $2 million in 20x7, $1 million should be charged to the

on reserve and the other $1 million charged to the 20x7 income statement.

B
that on 1 January 20x2, XYZ Ltd (with 31 December account_ing year ends)
41 intangible asset with indefinite life at a cost of $20 million. Assume
moi on 31 December 20x4, XYZ Ltd revalued its intangible asset
arus to its market value of $18 million, and on 31 December 20x6, revalued it
to its market value of $21 million.

ase, the deficit on revaluation of $2 million in 20x4 should be charged to ‘.the
income statement. Of the revaluation surplus of $3 million in 20x6, $2 m}li}on
be credited to the 20x6 income statement and the remaining $1 million
ed to a non-distributable reserve, “‘revaluation reserve”.

that FRS 36 Impairment of Assets (para 124) prohibits the reversal of impairment
gnised for goodwill in a subsequent period. This is because any subsequent
in recoverable amount of goodwill after an impairment is likely to be an
in internally generated goodwill (FRS 36 para 125).

138-320 Separately-acquired intangible assets

For a separately-acquired intangible asset, FRS 38 provides that th
comprises its purchase price and any directly attributable expen
preparing the asset for its intended use (para 27).

Examples of directly attributable costs are costs of employee be
professional fees arising directly from bringing the asset to its workin,
and costs of testing whether the asset is functioning properly (para 28).

138-330 Intangible assets acquired in a business
combination

For an intangible asset acquired in a business combination, FRS 38 provid,
the cost of the asset is its FV at the acquisition date (para 33). For annual
beginning on or after 1 January 2013, the measurement and disclosure

should follow FRS 113 Fair Value Measurement. '

SUBSEQUENT MEASUREMENT

938-400 Subsequent measurement

After initial recognition, FRS 38 allows an intangible asset to be mcas
either the cost model or the revaluation model (para 72).

Under the cost model, an intangible asset should be. carried, after
recognition, at its cost less any accumulated amortisaticn and any ace
impairment losses (para 74).

ing on whether the useful life of an intangible asset is finite or indefinite,
juent accounting treatment will defer.

ally, an intangible asset with finite life will be subjected to amortisatiqn
impairment test, while an intangible asset with indefinite useful life will
bjected to amortisation but will be subjected to a more vigorous
nt test. An enterprise applies FRS 36 to determine when to recognise or
an impairment loss on an intangible asset and how to measure the
tloss (para 111).

 important, as required by para 88 of FRS 38, that an entity should
hether the useful life of an intangible asset is finite or indefinite.

y be noted that FRS 38 requires an intangible asset to be regarded as having
iinite useful life when, based on the analysis of all of the relevant factors,
no foreseeable limit to the period over which the asset is expected to
net cash inflows for an entity (para 88).

further provides that the useful life of an intangible asset that has been
to be indefinite (and hence, not amortised) should be reviewed each
fo determine whether events and circumstances continue to support an

Under the revaluation model, an intangible asset should be carried, after
recognition, at a revalued amount less any subsequent accumulated amor
and any subsequent accumulated impairment losses (para 75).

FRS 38 specifies that the revaluation model is permitted if, and only if, FV ca
determined by reference to an active market for the intangible asset (para
addition, once an entity elects this model, FRS 38 requires revaluation to bei
with sufficient regularity such that the carrying amount of the intangible
does not differ materially from that which would be determined using FV
balance sheet date (para 75), and all the intangible assets in the same classs
be revalued unless there is no active market for any asset in the class (
and 81). The accounting treatments for revaluation increase and de
provided for in para 85 and 86 are similar to that provided in FRS 16 P
Plant and Equipment.

138-320 © 2017 CCH Asia Pte LIl Cuide to Financial Reporting Standards (Singapore) 938-400
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o example ﬂlu-StIates tlle pIOVlSlOI[S ()f II{S ;” lelatl()ll (8]

useful life assessment from indefinite to finite life should be accoung,
change in accounting estimate in accordance with FRS 8 (para 109). FRs
110 further requires that, in this case, the entity test the jntangi

impairment in accordance with FRS 36, '

938-410 Amortisation

FRS 38 provides that intangible assets with indefinite useful lives g
amortised (para 107).

of intangible assets:

‘ t 31
on 3 - 12 million of development costs as a
at DEF Ltd has Capltah:ii tﬁ;roi{ﬁ from the sale of the newly developed

: 0,
be appI'O

in 20x4. . ) that $6
dzf:" lcri\evelopmem costs should be amortised in a manner such that $
e

i "
d to the 20x2 profit and loss (P&L) account, $3.6 million to the
bﬁuc;a;ﬁg 42 4 million to the 20x4 P&L account.
acc

For intangible assets with finite useful lives, however, FRS 38 Provides |
depreciable amount (ie cost or revalued amount less residual value) ;

amortised on a systematic basis over its useful life (para 97). 20 |-,;1pairment

e ; w ful
ies all intangible assets (whether with finite or indefinite use
aie

Thus, the discussion here is only applicable to intangible assets with finite ; to the
o . - G hether carried at cost or at revalued amount) to be subjected to
whe

lives (whether carried at cost or at revalued amount), and not app

intangible assets with indefinite useful lives.

i i are subjected to the
ith finite useful lives, hpwgver, e
- aise’:s o;vll;hwhenever there is indication tha}u tlh? assse:hg\ﬁg e
i i ith indefinite use ive
intaneible assets with in e
[ tW hf}igaim?airrient test at least annually and whenever
0

that the asset may be impaired (para 108). | .
. hether an intangible asset may be impaired, an enterprise applies
whne
nent of Assets. ' |
also requires the reversal of impairment loss for all intangible assets other

Te
0 d‘Wﬂﬁ:lCCOUIlted for under FRS 38. .
. , 7

owing examples illustrate the provisions of FRS 36 in relatio

mt test.

Amortisation should commence when the asset ig available for use anc

when the asset is derecognised or when the asset is classified as held for \ l
earlier (para 97). | O

FRS 38 also requires that the amortisation method used should reflect the Pe. ‘
in which the asset’s economic benefits are consumed by the enterprise, T
pattern cannot be determined reliably, the straight line method sk
adopted (para 97).

In the Amendment to FRS 16 and FRS 38 (2014), which is effective for
periods beginning on or after 1 January 2016, FRS 38 is amended to pro
amortisation method based on “revenue’” is not appropriate, unless
life of the underlying intangible asset is limited by revenuie (para 98A).
ent of intangible assets:

The amortisation charge should be recognised as an expense unless anoth@ :
permits or requires it to be included in the carrying amount of anothe

(para 97). ustration 4

Au BC Ltd pays $15,000,0 : the
ng;sf:gl(];? that, the E’le{ identifiable assets acquired include

t (Brand) which has an FV of $3,000,000 at the date of :a.cqu_isiti?m{.:1 o e
e that, In 20x6, because of adverse press reports, the Brand is deem:

erable amount of only $1,000,000. . _ _ ¢ loss of
case, the Brand is deemed to be iInPaued a1’1d2 Sm6 ﬁ%?rllrensf;fement.
000 has to be written off and charged against ABC’s 20x e e e
ume further that the press reports are subsequently .fogé\:zlsto e un

verable amount of the Brand increases to $2,500,000 in 8, 61,500,000 will be
this case, there is a reversal of impairment in 20x8 and a gain of 31,200,

lited to ABC’s 20x8 income statement.

ire the business of another
i il an intangible

For the purposes of determining the depreciable amount, FRS 38 speci
the residual value of an intangible asset is assumed to be zero unless
either a commitment by a third party to purchase the asset at the end of its
life or an active market by which its residual value can be determined and
probable that this market will exist at the end of the asset’s useful life (par

FRS 38 requires the amortisation period and the amortisation metho
reviewed at least at each financial year end (para 104). Any change
amortisation period and amortisation method should be accounted for as ch
in accounting estimate in accordance with FRS 8 Accounting Policies,
Accounting Estimates and Errors.

138-420
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Illustration 5

oo Disclosures
Assume that LMN Ltd has capitalised $15,000,000 of develo g

pment cogts ! : i e for each class of intangible assets,
December 20x1. LMN Ltd expects the recoverable amount from the sale of g requires the fouowmg dﬁSdOS:;erated 'mtangible assets and other
product to be approximately $20,000,000, and the amount is to be earned i between internally g

from 20x2 to 20x6. Assume further that as at 1 January 20x3 (after the amg, ssets (para 118):
charge of $3,000,000 for 20x2 has been made, and when the unamortise
therefore, stands at $12,000,000), it is expected that, due to changes in the
conditions, the recoverable amount in the future will only be $10,000,009
earned evenly from 20x3 to 20x6).

In this case, a write-down of $2,000,000 ($12,000,000 — $10,000,000) is necess
impairment loss should be charged to the 20x3 income statement. Note
amortisation charge for 20x3 will be $2,500,000 ($10,000,000 = 4), w
amortisation charge for 20x2 was $3,000,000 ($15,000,000 =+ 5).

The journal entry for the impairment loss in 20x3 is as follows:

er the useful lives are finite or indefinite, and if finite, the useful lives
amortisation rates used |
ion methods used for intangible assets with finite useful lives

The amortisat Hin
oss carrying amount and the accumulated amortisation (aggregated
accumulated impairment losses) at the beginning and end of the
iod o

line item(s) of the income statement in which the amortisation of

Dr Impairment loss 2,000,000 gibie assets is included, and

Cr Accumulated impairment zrﬁrci]jation of the carrying amount at the beginning and end of the

{od-showmg_ o .
| iti indicati from internal development, those
. additions, indicating separately those . nt, t

:c'qujred separately and those acquired through business combinations

lllustration 6
Refer to the case of LMN Ltd in Illustration 5.

Assume that as at 1 January 20x5, (when the unamortised amount sta
$5,000,000), it is expected that, due to changes in the market conditions, the
forecasted recoverable amount of $20,000,000 is attainable, and that $4,00

expected to be recovered in each of the years 20x5 and 20x6. '
In this case, the write-down of $2,000,000 in 20x3 should be reinstated. Howeve
amortisations for 20x3 and 20x4 have each been reduced by $500,000 ($3.
$2,500,000) due to the write-down in 20x3. Thus, the write-back in this cose, W
should be credited to the 20x5 income statement, would be $1,000,000 (42,0004
$500,000 x 2). After the reinstatement, the amortisation charges {0r 2Ux5 and

would each be $3,000,000 (($5,000,000 + $1,000,000) = 2), the satae amount as.
before the write-down.

assets classified as held for sale and other disposals

. increases or decreases during the period resulting 'from tevalugtions
and from impairment losses recognised or reversed directly in equity

_ impairment losses recognised in the income statement during the
period under FRS 36 | |
impairment losses reversed in the income statement during the period
under FRS 36

: any amortisation recognised during the period
The journal entry to record the reinstatement of impairmen. it 20x5 is as follows;

— net exchange differences arising on the translation of the financial
2,000,000 I . statements of a foreign entity, and

other changes in the carrying amount during the period.

Dr Accumulated impairment
Cr Accumulated amortisation
Cr Write-back of impairment loss

f intangible assets is a grouping of assets of a similar nature and used 11;
erprise’s operations. Examples of separate classes may mc'lude: brancl
; mastheads and publishing titles; com_puter softwqre; hcencgs and
ises; copyrights, patents and other industrial property rights, semc_e and
g tights; recipes, formulae, models, designs and prototypes; an
ble assets under development (para 119).

938-500 Retirements and disposals

ERS 38 provides that an intangible asset should be derecognised on disp
when no future economic benefits are expected from its use and subs
disposal (para 112).

. 2 - : iscl ara 122):
Gains and losses arising from the retirement or disposal of an intangib further requires the financial statements to disclose (p )
should be determined as the difference between the net disposal procee
the carrying amount of the asset and should be recognised in income sta

(para 113).

for an intangible asset assessed as having an indefinite useful life, th(;
carrying amount of that asset and the reasons supporting the assessment o
an indefinite useful life

1[38'500 © 2017 CCH Asia Pte “actical Guide to Financial Reporting Standards (Singapore) 1]38_600
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FRS 38 Intan ible Assets

ntang

® a description, the carrying amount and remaining amortisation
any individual intan

1d be
its assessment of the useful life of an asset, that change shou
es
gible asset that is material to the entity’s
statements

2 for as a change in accounting estimate in accordance with FRS &
d for a
). -
200 Comparison with IASB standard

F R S 38 and L iS 38 . CO]I Lpllar 1ce W lth } RS 38 W 111 ensure CoIr lphaI 1ce

8.
000 Appendix A: INT FRS 32

. Standards Council (ASC) issued INT FRS 32 Intangible Assets —
%?.I;:-an%vhich was operative on 1 February 2003.

® for intangible assets ac

quired by way of a government grant and jpa
recognised at FV—

— the FV initially recognised for these assets
— their carrying amounts, and

— whether they are measured using the cost model or the revalys
model. T

® the existence and carrying amounts of intangible assets
restricted and the carr

whose
ying amounts of intangible assets pled
for liabilities, and

ged as s U

! tlll 1ssue all 1 O |e|||a| ell(l ure on

. ; 1
[ i for internal or externa
" e o contecual co e elopnient and operation of an entity’s own website

ts for the acquisition of ings ve S ; 11 erated intangible asset under

NG ebsite is an internally gen .
assets. (1) é\'}}?ﬁ‘ﬁz S;);gpriat e accounting treatment of such expenditure.
For intangible assets that are carried at revalued amounts, FRS 38 requires | Q\\ and (ii
following additional disclosures (para 124): |
® By class of intangible assets—

— the effective date of the revaluation OO

— the carrying amount of revalued intangible assets, and \J

— the carrying amount that
statements had the revalue
cost model.

B incur internal expenditure on the devu_s:lopmgnt a;t? opii:z?;

& e 1:r‘layfor internal or external access. A web site designe é)r et.1 .
\& B i d for various purposes such as to promote and.a ver ds e
. - ducts and services, provide electronic services an bru
e A website designed for internal access may be uset'
SEl'VifZei:S and customer details and search r'elevant 1F1f01.rma 1or(1i.
compang * 1stite's development comprise: planning, apphc(:_latmnn?;nt
%E:furz Eéle‘::elopmen’c, graphical design development and co

ment. | ' .

i nterprise’s own website that arises

I"R;ei% ng;d?; t}_‘;ﬁéﬂ?; gr exfernal access is an internally generated
ble asset that is subject to the requirements of FRS 38.

would have been included in the G
d intangible assets been measure usg

® The amount of the revaluation
beginning and end of the peri
and any restrictions on the dis

® The methods and significant assumptions applied. in estimating th
FVs.

surplus that relates to intangible ass
0d, indicating the changes during the
tribution of the balan~¢ te shareholders,

isi 11 be
32 further provides that a website arising fro1;n. developmerft j;hawjth
ised as an intangible asset if, and only if, in addition tochn;I}: gntgrprise
ral recognition requirements described in FRS 38 para 21,
fy the requirements in FRS 38 para 57.

For R&D expenditure, FRS 38 requires the financial statements to disclose |
aggregate amount of R&D expenditure recognised as an expense during
period (para 126).

i bsite development, which
' diture on the planning stage of a we A
}:i)ehf; Elf:;lealrélh phase ionRS 38 para 54 to 56, should be expensed when
ed.

icati i ture
the other hand, expenditure on the apphcatﬁon ;?:nt H&gjj{é;fn e
opment stage, the graphical design stage and‘ e co i
' p“th than for advertisement and promotion purpose ,1 i
; 'oede;s an intangible asset when the expenditure can be ghl;ec{) gf Caal e
%nrfecessary to create, produce or prepare the website for it to p
'ting in the manner intended by management.

138-700 Transitional provisions

FRS 38 is operative for annual periods beginning on or after 1 July 2004.

ERS 38 should be applied prospectively (para 129). Thus, on the first day F
is adopted, an entity should not adjust the carrying amount of its recog
intangible assets.

Further, on the first da

y FRS 38 is adopted, an entity should reassess the 1
lives of its recognised

intangible assets. If, as the result of the reassessmen

138-700

_ 138-900
© 2017 CCH Asia P Limil ical Guide to Financial Reporting Standards (Singapore)
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604 FRS 39 Financial Instruments: Recognition and
o M

i that gives rise to
i i FRS 39 as any contract that
e ::lrl a financial liability or equity instrument of

i
o] instrument _
o cil:lsasset of one entity an

ty. -

.1 instruments comprise: ‘ S

lﬂlms 1 ts like cash, account receivable, account payable,
instrumen

139-100 Introduction

NOTE: FRS 39 will be superseded by FRS 109 Fingncigl Instruments (see b,
FRS 109) effective for annual periods beginning on or after | January 2019

The International Accounting Standards Board (TASB) has issued four 5

d
5 4 . . estrnerltsf an
standards on financial mstruments: ad

ns s l].ke aId tur l’.l()II waps.
atl

- t:
' applied by all entities to all financial mfstljuments fli);z:}?that e
.- in subsidiaries, associates and ]Omtpver};cial Statements,
e der FRS 27 Consolidated and Separate Fina Joint Ventures,
. te}i fo;;;zts in Associates and FRS 31 Inferests in
oc 28 Inve
i 5e8
ectl"elyb]i ations under leases accounted for under F_RS 17 Lechounted
i Bﬂf{ 1 ssgets and liabilities under employee benefit plans
1 = a -
et ERS 19 Eniployee Bencfits nt
wrun. instruments under FRS 102 Share-based Payme o R
0 ti 1 i i i e . i tion in a business combination un
perative on ]anuary 2007, deals with the disclosure 1ssues rely tracts for contingent consideratio
: . it :,

® IAS 32 Financial Instruments: Disclosure and Presentation, issued jn
1995 and operative on 1 January 1996, deals with the digelgern
presentation issueg relating to financial instruments (since 1 J

TAS 32 no longer deals with disclosure issues which are dealt wig
7) ‘

® IAS 39 Financial Instruments. Recognition and Measurement, issyeq in
1999 and operative on 1 January 2001, deals with the
measurement issues relating to financial instruments

Business Combinations

: i S 104
15514es), and d obligations under insurance contracts as defined in FR

rioh 0
® IFRS 9 Finagneigl Instruments, issued in July 2014, will replace IAS 39 affer s o

T e Contracts
for annual periods beginning on or after 1 January 2019, JEranc

[ISI] (95} |e[|.ts 1S t]_ﬂg entlty 1I1C1L1 n

- ity of the reporting entity, and o meet the

i d continue t
; e entered into an :
| commodity contracts that Wersales or usage requirement, and were

. rchase, ; settled
gy St ?Foe: :fgt }Eipose at their inception and are expected to be
designate

by delivery.
9-200 Recognition

i i i t or financial

ides that an entity should recognise a ﬁgar:imlwfes; 5 R
‘ pI'O_\i tatement of financial position when, and o : z{)
tf:yoillllelcifltracmal provisions of the instrument (para 14).

. incinle in para 14 are as follows: N
. . : nies 1]a some examples of applying the principle C}; ised as assets and liabilities When
for non-listed companies, there are three FRSs dealing with financial instrun ® Trade receivables and ]:)r:lyablel‘t%1 arell‘e rg;i rchase contract (with immediate
s the sales O . - a
?ehenhw ?egggéis), 2}1931‘2’;2 consequence, has a legal right to receive, or
delivery o ,
: bligation to pay money . itment to
legal o _fable or payable is recognised as a result Qf ahggm ;r?gﬁd e
e 1l goods until at least one of the parties i t or is obligated
fhuxchase : Si sugctl)l that it either is entitled to receive an asset or
€ agreemen

In Singapore, TAS 32 was issued by the Council on Corporate Disclas
Governance (Singapore) (CCDG) as FRS 32 Financial Instruments: n

IFRS 7 Financial Instruments: Disclosures was issuec.as 'FRS 107 F
Instruments: Disclosures in January 2006 to supersede tiise provisions of .
dealing with disclosure issues and is effective on 1 January 2007 for
companies and on 1 January 2008 for non-listed companies. (The title of
was thereafter renamed Fingncig] Instruments: Presentation.)

® FRS 32 Financial Instruments: Presentation
® FRS 39 Financial Instruments: Recognition and Measurement, and
® FRS 107 Financial Instruments: Disclosures,

FRS 39 establishes the principles for recognition and measurement of fina

. ! . . j : i
instruments in the financial statements, to disburse an asse

939-200

3 . . ingapore)
139-100 © 2017 CCH Asia Pte Limited \Practical Guide to Financial Reporting Standards (Singap
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. . . iti nd Measurement
606 FRS 39 Financial Instruments: Recognition and py ncial Instruments: Recognition

® A forward contract (FC) is, however, recognised as an asset op a
the commitment date, rather than waiting until the closing date ]
the exchange actually takes place

50 (thus
December 20x1, the shares of XYZ Ltd are ttlli?d‘? . 2tvﬁ£ue cEf the
that on 31 having an intrinsic value of $1,500), and the tim ber 20x1 is
AN ﬂillS cgse the FV of the call option on 31 Dece(l)n_ g
or lsfggoLE has to éarry its investment ﬂkcccéuitﬁtéjézglb;l 20x1 will
and : - ition. The journal entry required a
o financial posi

pilov> - 1,200
Jnvestment in call option ' 1,200
¢ value gain

® Financial options are recognised as assets or liabilities when the |
writer becomes a party to the contract

® Planned future transactions, no matter how likely, are not recoo
assets or liabilities of an entity since the entity has not become 4 ¢

contract requiring future receipt or delivery of assets arising oy
future transactions, and k-

|
|

; tion 2 : d) enters into a forward exchange
' counfing year end) n

g (w(llt)h ?’111131:;?1?1}?; z(?;l to buYgUS$1O million from the exchange dealer o

(FEC) o

= te between US$ and S$ at the relevant dates are as follows:

a1.9¢ 1a

® All contractual rights or obligations under derivatives are Tecognis
assets or liabilities in the statement of financial position. B

recognised in practice on a basis consistent with the recognition criteria Ag ;. funuary 20X US$1.00 = 5$1.50

39, Spot rate US$1.00 = S$1.52
24-month future rate

Recognition of derivative mstruments, however, will be greatly affected 4 ber 20x1

recognition requirements of FRS 39, Before FRS 39, derivative mstruments. i Do US$1.00 = 5$1.55

) ) ; o ;s ‘ Spot rate =5%1.58
mainly off the statement qf fmanmal position until the day they matured, : ] 12-month future rate US$1.00 =55

At 31 December 20x2

OIW ard rate a t}le baS f measuremen ejo to record ﬂle
th f S 1S O su t, th urnal entrles
e

mentioned transactions will be as follows:

entity) becomes a party to the contractual provisions of the instr
14). Thus, FRS 39 requires all derivative instruments to be on th
financial position from day one. FRS 39 specifically requires a1 e
recognise all of its contractual rights and obligations under desivatives
statement of financial position as assets or liabilities (para AG24). {

US$1.00 = 5$1.68

b 20x1 -
";Iafmaryal entry required. Only a memorandum entry to record the fact tha
‘No journ 5

forward exchange contract has been entered into.

lllustration 1
On 30 November 20x1, when the shares of XYZ Ltd are ¥sied.at $6.00 per s

ABC Ltd (with 31 December accounting year ends) pays$500 to buy a call * 31 December 20x1 600.000
for 1,000 shares of XYZ Ltd with a strike price of $6.00 per share, The option Dr Other debtors ’ 600,000
on 30 January 20x2. £

Cr Fair value gain

In this case, ABC Ltd has to record the option (a derivative) on 30 November 20x1 as (year-end fair value adjustment for contract receivable) |

follows:

31 December 20x2 © 500,000

. Dr Other debtors ,000, -
Cr Fair value gain i

(year-end fair value adjustment for contract receivable |

Dr Investment in call option 500 '
Cr Cash

b Ianuagy (Q;OXE 1,600,000 o
g 1,600,
Cr Other debtors
(receipt from exchange dealer)

estimated using option-pricing models, such as the Black-Scholes model. It may
be simply calculated as equal to its intrinsic value (the difference between
market price and the strike price of the underlying at any point in time) plus its
value (based on, inter alia, the expected changes in market price of the underly
during the option period).)

939-200

E : : i e
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608 FRS 39 Financial Instruments: Recognition and ncial Instruments: Recognition and Measurement 609

Alternatively, the spot rate may be used, and the journal entries to record the

d 11 be as foll for the above-mentioned conditions should be done only on the date of
mentioned transactions will be as follows:

~ition; subsequent tests are not allowed unless there is a significant
0 4

there is a reclassification out of fair
1 January 20x1 the terms of 1‘chseS 1(115'}35_[' lcj(ir)ltract or
o !
Dr Contract receivable 15,000,000 ugh profit or —
Dr Deferred premium 200,000 ion 3
' tion ) _
Cr Contract payable 15, d (with 31 December accounting year end) buys a convertible loan stock of

illi has the intention to hold the loan
N B i 511.05111123 lt?el;n?ln(fghluga?);l’fﬁ&]gﬁ Iglt'lcérefore to be accounted for as an
‘ fomﬁsak %AFS) financial instrument", as will be discussed?. .
the equity conversion feature is an embedded der1vat1ye. _It may be
r:asgl economic characteristics and risks of the embedded derivative are not
e{iat:d to those of the host (the value of the loan stpck {host contra;:t)tﬁs
1-g.ffs.a,cted by changes in market interest rates, while the va.lu_e 0 ; the
ion feature (embedded derivative) is dependent on the market price of the
o shares).
y:iiv para)ll, the conversion option should be recognised separately from

Note: The contract receivable and contract payable may be offset and only {
net amount of $200,000 is recorded. :

31 December 20x1

Dr Contract receivable (FC) 500,000
Cr Fair value gain

(year-end fair value adjustment for contract receivable)
31 December 20x2

,rock. ]
PrEantariteeivbleliL) 1500000 ﬂ::f) avoid “first day gain/loss”, FRS 39 further requires the embeddtid
Cr Fair value gain 1,30 ve to be first measured at its FV, and the balance of the costs assigned to the
(year-end fair value adjustment for contract receivable) ! - ntratcltl-e BV of the conversion option to be $300,000, the cost of $1.5 rm']lion_ is
1 Jenaaty 203 ! .all%cated as $1.2 million for the loan stock and $300,000 for the equlg
Dr Contract payable 15,200,000 . rsion feature (the FV of the embedded derivative should be first determined,

Cr Cash 15,2001.00° the balance of the cost allocated to the host), the journal entry required on 1 July
200,10 3 .
(payment to exchange dealer) will be as follows:

Investment in loan stock 1,200,000

Dr Investment in derivative 300,000 0000
Cr Cash 200,
be discussed, the investment in derivative has to be marked to market at the

iti umi i i ight has
ent of financial position date. Assuming that the equity conversion rig
of $400,000 on 3% December 20x1, the journal entry required at 31 December

1s as follows:

Dr Cash ‘ 16,800,000
Cr Contract receivable (FC) 16,801
(receipt from exchange dealer)

Note: Prior to FRS 39, the forward exchange contract would be; in most cases,
off the statement of financial position untl its maturity cate.on 1 January 20x3,
when the following is recorded.

Dr Cash 1,600,000

Dr Inv tin derivative 100,000
Cr Gain on FEC 1,600 Dr Investment in deriv

Cr Fair value gain 100,000

Besides the stand-alone derivatives (as illustrated), FRS 39 also re
embedded derivatives to be separately recognised from the host contract i
following conditions are met (para 11):
® The economic characteristics and risks of the embedded derivative
closely related to the economic characteristics and risks of the host con
® A separate instrument with the same terms as the embedded der
would meet the definition of a derivative, and

® The hybrid instrument is not measured at FV with changes in F
recognised in profit or loss (P/L).

be noted that applying the recognition criteria in FRS 39 strictly wquld
hat when an entity places an order to buy sh'ares on day_ one and re(:emaé;1
s on day three, it will have to first recognise a _fmanaal asset (fOI'W;I‘
ive) on day one and later recognise another financial asset (shares). on day
In order not to make it unnecessarily cumbersome, FRS 39 provides for
ortcut methods on recognition for such transactions. . ‘
y, FRS 39 provides that a “regular way” purchase_or Isr,ale Sf fmanaai
should be recognised using either “trade date accounting” or “settlemen
ccounting” (para 38).

1[3 9-200 © 2017 CCH Asia Pte al Guide to Financial Reporting Standards (Singapore) ﬂ3 9-200
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610 FRS 39 Financial Instruments: Recognition ang j ial Instruments: Recognition and Me

FRS 39 further requires that the method used should be applieq cons -
all purchases and sales of financial assets that belong to the same cg tion 5 . 4. Assume that ABC Lid's accounting year end is 30 June
financial assets. (FRS 32 requires disclosure of the accounting policy,) ustration &

1 December), and the FV of the shares is $2.07 million as at 30 June 20x1.
A “regular way” contract is one for the purchase or sale of financja] %1 senal entries will be as follows:
requires delivery of the assets within the time frame generally egt !
regulation or convention in the market place concerned. ;

The trade date is the date that an entity commits to purchase of sell

..“; date aCCOunti_tlgle

Under “trade date accounting””: zolfvestment in shares 2,000,000 )
® the asset to be received and the liability to pay for it are recogp P ble EPR
trade date, and " [iiiccount paya
® the asset that is sold is derecognised and the r iv. 20x1 . 70,000
payment is recognised on the toade date. fhe recelvable from thel Qi estment in chares 70,000
The settlement date is the date that an asset is delivered to or by an enm?,._ U f g alvegain
“settlement date accounting”’: - July 201 2,000,000
® the asset is recognised on the day it is transferred to the entity, and | 3z Account payable 2,000,000
® the asset is derecognised on the day it is transferred by the entity. B in shares 30,000
When settlement date accounting is applied, any change in the FV of ¢ Rt sestment in Share 30,000

during the period between the trade date and the settlement date gh Cr Fair value gain

accounted for. How the change in FV is accounted for depends on the cat,
which the asset belongs.

i,

lllustration 4 TJune 20x1
On 29 June 20x1, ABC Ltd commits to purchase 1,000,000 shares for $2 million No entry
July 20x1 (settlement date , the FV of the shares is $2.1 million. The sha> e 0 Tune 20x1
classified as “held for trading”. ABC Ltd has 2 31 December accounting yeay end, fijune Hehiors 70,000
Under “trade date accounting”: | thet debto . 70,000
i in
29 June 20x1 i Cr ];'alr value ga
. i 20)(
Dr Investment in shares 2,000,000 gy . 2,100,000
o t in shares i
Cr Account payable o I_nv;stmen 2,000,000 |
1 July 20x1 Cr C: . 70,000
; e
Dr Account payable 2,000,000 g e ) 30,000
Cr Fair value gain
Saidinsh h lifies as
; ; i ua
Dr Investment in shares 100,000 \e two above-mentioned illustrations, because mvestmegt ﬁ’l S aarfeqnoted that |
Cr Fair value eain gular way”’ transaction, the shortcut methods are used. It m yttlement iy
; the shortcut methods (either trade date accounting or se s ‘
Under “settlement date accounting””: 4 hn ), only one financial asset (investment in _sha:es) is recogng:f ’ ialfpazsjgtgs
29 June 20x1 mgﬁjiion requirements of FRS 39 strictly will require t‘we?:l anc |
No entry stment in derivative and investment in shares) to be recognised.
1 July 20x1
Dr Investment in shares 2,100,000 ced and
Cr Cash 1 FRS 39 requires that if the embedded derivative cannot be separately recognise

i “FVTPL” financial
measured, the entire hybrid instrument should be designated as a L"” finan ‘
instrument (para 12). |

939-200

Cr Fair value gain
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gnition and M

Once the rule is tainted, all HTM investments have to be reclassiﬁed
investments and the entity is not allowed to classify any investment

the next two accounting periods, both at the company level as we]j
group level (para 9). '

: i e excluded from fair valuation under para 46
; ﬁnag?;lgagsf:;iu?}?; :.'fiould be measured at amortised cost, using the
¥ }l,?:éemterest rate method (para 46}, and . - i
ﬁnancial assets that are excluded from fair valuation under4 é)ara
do not have a fixed maturity should be measured at cost (paré ).
10 easure becomes available for a financial asset for which such 3
E lv was not available, the asset should be remeasured at FV an.
rem%léstvzeen its carrying amount and FV should be accounted for in
e ;zeith para 55, to be discussed in this section (para 53). .
if due to a change of intent or ability, it is no longer appropriate to
. tment as HTM, it should be reclassified as AFS and remeasured
e gli;:;ence between its carrying amount and Fv _should be accounted
Erdam-e with para 55(b), to be discussed in this section (para 51).

e ot hand, if due to a change of intent or ability or a rel%able measurc: oi
; a er available, it becomes appropriate to carry a fmapcml asset a
.." P lgt rather than at FV, the carrying amount (FV) of the financial asset
_:_e ;atceof)ecomes its new amortised cost. Any previous gain or loss o? that
£ had been recognised directly in equity should be accounted for as

Q.‘ q
\&&

For the purpose of measurement, FRS 39 classifies financial liabilitjeg 4
categories: 3

® Financial liabilities at FVTPL (which comprises: (i) “held
liabilities, and (ii) “designated” liabilities), and
® Others.

-for- trac

Financial liabilities held for trading are financial liabilities that were
principally for the purpose of generating profit from short-term fluctua
price or dealer’s margin. For example, an entity that borrows shareg |
Singapore Exchange (SGX) to cover its short position will have tg

liability as “held for trading”. Further, derivative financial liabilities are

deemed held for trading unless they are designated as effective |
instruments.

Financial linbilities designated as liabilities at fair value through profit or loss
liabilities that are designated, when initially recognised as financial Jiabj
the entity, as FVTPL. Before 1 January 2006, FRS 39 permitted any fi
liability to be designated as FVTPL, except for those whose FV cannot be
measured. However, after the “FV option” amendment effective 1 Januar
there are only four circumstances under which the designation may be om

the case of a financial asset with fixed matul:“ity, the gain ordloss should be

ortised over the remaining life of the HTM mvestment, and ‘

the case of a financial asset that does no.t havg a fixed _mat-urlty, t}'_lee%a:l

or loss should be left in equity until the financial asset is %erecogr;ls)

time it should be included in the net P/L for the pe-n-o (para ..

cial liabilities, FRS 39 provides that after initial recognition (para 47):

bilities at FVTPL should be measured at FV

ﬂl;lt‘iases that are liabilities should be measured at FV (except those tl}at

linked to and must be settled by delivery of an unquoted elcéulgy

trument whose FV cannot be reliably measured, which shou e

ured at cost) . .

ancial liabilities that are designated as hedged items are subject to

n asurement under the hedge accounting provisions, and

other financial liabilities should be measured at amortised cost.

ancial assets and financial liabilities that are remeasured to FV, F{BS 39

des that the gain or loss arising therefrom should be accounted for as
ara 55):

gp or los)s on financial asset or liability classified as at FVIPL should be

included in the net P/L for the period in which it arises, and - .

- Gain or loss on an AFS financial asset should be recognised directly in

ity, until the financial asset is derecognised or impalred, _at Wlnach1 ;clmge

e cumulative gain or loss previously recognised in equity should be

included in the net P/L for the period.

139-310 Initial measurement

FRS 39 provides that a financial asset or liability should be measured at
upon initial recognition (para 43). However, a financiql asset/liability
FVTPL should be measured at its FV plus the directlattributable trans
costs, eg fees and commissions paid to agents, advisers, brokers, and

levies by regulatory agencies and securitios exchanges; and transfer t
duties (para 43).

It may be noted that as an exception to para 43, FRS 39 requires certain
gains and losses to be included as part of the initial measurement of the cos
the related hedged asset (see 939-500).

139-320 Subsequent measurement
For financial assets, FRS 39 provides that after initial recognition:

® financial assets at FVTPL and AFS financial assets should be measuret
their FV (without deduction for expected disposal costs), unl
financial asset does not have a quoted market price in an active mark
whose FV cannot be reliably measured (para 46)

i . 39-320
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process (para 56).
The following illustrates a case of “held-for-trading” investmengt me
(mark-to-market) as required under para 46 and 55 of FRS 39.

illustration is also equally applicable to any financial asset classified ag

lllustration 6

ABC Ltd acquires the following shares in the SGX
intends to sell in early 20x2 to take advantage of th
prices, as follows:

® 100,000 ordinary shares of LMN Ltd at $2.00 per share plus transacﬁg,‘;'
$3,000, and T

@ 200,000 ordinary shares of XYZ Ltd at $3.00 per share plus transactj
$5,000.
At its accounting year end on 31
the following prices:
® Ordinary shares of LMN Ltd: $1.80 per share, and
® Ordinary shares of XYZ Ltd: $4.00 per share.
In this case, the shares will be classified as “held-for-
treatment required under FRS 39 will be as follows:

on 15 November 20x1,
& expected changes ip

December 20x1, the shares are quoted at thy

trading”, and the acg

15 November 20x1
Dr Investment in trading securities $800,000
Dr Expense $8,000
Cr Cash
31 December 20x1
Dr Investment in trading securities $180,000
Cr Fair value gain $1
Cost Fair value Gain/(loss)
$000 $°000 $000
LMN Ltd 200 180 (20)
XYZ Lid 600 800 200
Total 800 980 180

In the statement of financial position as at 31 December 20x1, the invests
trading securities will be presented at its FV of $980,000.

In the statement of profit or loss and other comprehensive income for the
ended 31 December 20x1, the FV gain on trading securities of $180,000 and
expense of $8,000 will be included as part of the net P/L for the year.

The following illustrates a case of AFS investment measured at FV
market), as required under para 46 and 55 of FRS 39.

o d tion 6. Assume that the shares were acquired as long-term
e mélsgqaerefore, are classified as AFS securities. N
- t;1 t at its accounting year end on 31 December 20x2, the s
o a * 3 i
] En‘e'SEX at the following prices:
- chares of LMN Lid: $1.70 per share, and
chares of XYZ Ltd: $3.10 per share.
the accounting treatment will be as follows:
ber 20x1 ;
Dr Investment in available- $808,00
for-sale securities 508,000
(- Cash
>mber 20x1 ;
Dr Investment in available- $172,00
for-sale securities 172000
e Cost Fair value Gain/(loss)
$000 $'000 $'000
203 180 (23)
o L;d 605 800 195
?f(YtZILt 808 980 172
ota
31 December 20x1 190000
~ Dr Fair value reserve 190000
. (CrlInvestment in available-
= Cost Fair value Gain/(loss)
$’000 $’000 $'000
Ltd 203 170 (33)
t
IJV[NLtd 605 620 15
XYfl 808 790 (18)
* 172
Fair value adjustment carried forward -
Adjustment for the year
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| Instruments: Recognition and Measurement
a

_ |

d by simply comparing
0 for 20x2 may also be compute ra
FI:/V aiotise 2;3133 ’z%sz of $790,000 with that at the end of 20x1 of §980,0
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. : : ition and Measurement
620 FRS 39 Financial Instruments: Recognition an, nstruments: Recogniti
Note that, as required under para 43, “loans and receivableg’” er 20:3 0
financial assets, have to be initially recognised at FV. In most Trade debtor " 000 + 5,340)) 5,660
transactions, cost and FV are of the same amount at the date Interest income (6% x (89, ] 100,000
Ho‘gever' where the cost and the FV are materially different, the | Cash ’ 100,000
used.

7fad,e debtor

i d
lllustration 9 Case B, DEF Ltd is, in substance, making a sale of $89,000 an

. TMN Ltd. The $100,000 that DEF Ltd receives comprises sale
glggala(]t)oand interest income of $11,000.
7y

On 30 December 20x1, ABC Ltd sells goods invoiced at $100,000 to X
terms 30-day credit. Assume that XY7 Ltd’s incremental cost of borrowin
In this case, there is no material difference between the cost ($100,000) 5
(present value of $100,000 discounted at 6% pa for 30 days). The trade g
correspondingly, the sales) will be initially recognised at $100,000, as fo

for “loan and receivables” there are two basic principles in FRS 39
T

; T ]!alllely:
Edhe Ed tO, - .
ana 7

q at their FV, and

0 December 20x1 + income must be computed based on the fair market interest rate.

Dr Trade debtor 100,000
Cr Sales

Assuming that there is no collectibility problem as at ABC Lid’s account
end on 31 December 20x1, the trade debtor will be carried in the states
financial position as at 31 December 20x1 at $100,000.

Case B

On 30 December 20x1, DEF Ltd sells goods invoiced at $100,000 to LMN i
agreed that the amount will be payable only after two years on 30 Decem >
with no interest. Assume LMN Ltd’s incremental cost of borrowing
Assume also that there is no collectibility problem.

In this case, there is a material difference between the cost of $100.006 and
$89,000 ($100,000 discounted at 6% for two periods). Therefore, the trade

(and, correspondingly, the sales) should be initially recognived at $89,
follows:

| i t rate, the
i i t carry the market interes "
e allldlfﬁcewabireionc};lir::gted '_[Yhis is because, in these cases,
, i mor . '
’S')l?ai?ssafd r)éceivables” will not be equal to their costs, and the

. 1 e will not be equal to interest received.

cases in Illustration 10 illustrate and explain the issues involved. .

n 10 .
t fair interest rate and repayable at a determinable future date)

e i Yy ble ata
d at market interest rate and are repa _a
rf:()mpan loans are gra.nte s (

.t on 1 January 20x1, P Ltd grants a $100,000 loan to its subsidiary S Ltd

et ]IltEIeSt Iate Of 6 /0 pa, to be repa able on 31 DeCember X,
mbe 20)(

Dr Trade debtor 89,000
Cr Sales | 1.;;.:.; : beidian 100,000
In subsequent years, the trade debtor amount will be increased due Jbtr Loan due from sul y 100,000
unwinding of the discount period (until it reaches the amount of $100,000 Cr Cash
December 20x3). The other journal entry will be interest income. The B e mber 20%1
journal entries are as follows: ok 6,000 ‘
Dr Cash 6,000 |
31 December 20x2 Cr Interest income ‘
Dr Trade debtor 5,340
Cr Interest income (6% x 89,000)
January 20x1 100,000
Dr Cash 100,000
Cr Loan due to parent
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FRS 39 Financial Instruments: Recognition and M
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Additionally, for this type of loan (often referred to as an “equity loan”
additional accounting issue for the borrower. As provided for in FRS

f the next five years, then the deferred staff cost should be amortised
3 o1

as egu 21 a bg
has to present this loan S q ﬁy, instead of llﬂbllliy

: i iod is
Y P&L accounts for the years 20x1 to 20x5. If the service perio

arged tgeﬂ}ciree years, then the deferred staff cost shoulf_l be amorhse}i arécll
td t&)le Pé&L account for the years 20x1 to 20x3 and the journal entry for

d to

Assume that on 1 January 20x5, P Ltd grants a $1 million loan to its subsig;. ber 20x1 will be as follows:

which is in financial difficulty. The loan does not bear any interest rate,
repayment is stipulated. The mutual understandin.

3 20x1
g is that the loan is to be & b
into investment when B Ltd turns around in the fu i

ture Dr Loan due from employee P00 5,040 |
P Ltd ' Cr Interest income (6% x 84,000) :
1 January 20x1 5333
1 000 /
Dr Loan due from subsidiary 1,000,000 Dr Staff cost (/3 x16,000) 5,333
Cr Cash 1,000,000 Cr Deferred staff cost
31 December 20x1 - ]
No entry 3 anif l’
. ivati ly recognised an
~ s ires that if the embedded derivative cammot be separafeﬂy T R |
Pl ¢ izf.c ;Z-ef quesenﬁfe hybr?d instrument should be designated as a “FVIPL” financial
1 Ianua]_jry éOxlrl1 h,ﬁq‘n‘:ment (para 12). |
r Cas 1,000,000 n 7 - i ition.
Cr Equity loan* 1,000 | Tobe presented as part of shareholders’ equity in B Ltd’s statement of financial position ‘
31 December 20x1 |
No entry

330 Impairment of financial assets |

provides that all financial assets, except those measured at FVTPL, are \
Case E (interest-free loan to employees)

en a to the impairment test (para 46).
wh V& L to its employee at zero interest rate or belc
interest rate,

lly, FRS 39 requires an entity to assess at each statement ‘oflfmantasllﬂ |

there will be three accounting issues to consider (as discussed date whether there is any objective evidence that a financia gslse o |

e of assets may be impaired. Further, FRS 39 prov1c1e§ that a financia asnts |
aired and impairment loss is incurred if, and on‘ly if, one OIt'h moret g;‘ted L
curred (loss event) and the loss event has an impact on ehes e ‘
cash flows of the assets that can be measured reliably. If such ev = U,
the entity should estimate the recoverable amount of that asset or group h

and recognise the impairment loss (para 59).

® valuation of loan
@ accounting for the “initial difference”, and
® accounting for interest income.

Assume that on 1 January 20x1, A Ltd grants a three-year interest-free $100,000
to its CEQ (assume the fair interest rate for the CEOQ s 6% pa).
Alid

1 January 20x1

. . .. |
e recoverable amounts of the various categories of financial assets are
determined as follows:

| For a financial asset carried at amortised cost, its recoyerabl‘e amount is tl;e
- PV of expected future cash flows discounted at the financial instrument’s
original effective interest rate (para 63)

Dr Loan due from employee
Dr Deferred staff cost
Cr Cash

84,000
16,000*

100,000 ® For an unquoted equity security that is not carriefi at TV, its recoverablci
*Th g ‘amount is the PV of expected future cash flows discounted ilt the curren
: s . : 66), an
¢ deferred staff cost should be charged to the profit and loss (P&L) account | - market rate of interest for a similar financial asset (para 66)

i 3 - : i overable amount is its current
conditions attached, the deferred staff cost should be charged to the 20x1 ® For an equity instrument carried at TV, its rec
account. If the loan is granted on the condition that the CEO must serve fl

- FV (para 67).
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