
 

       

      

 

 

 

December 2007 Issue 19 

Financial Reporting Matters 
AUDIT 

Developments in financial reporting requirements in 2007 
The financial reporting process for 2007 is set against the backdrop of a depressed credit 
market in the US and a volatile foreign exchange market. FRS 40 Investment Property and 
FRS 107 Financial Instruments: Disclosures provide interesting challenges for some entities 
this year and changes have been made in corporate governance oversight and in the 
accounting standard setting process.  In this year-end issue, we summarise the key 
developments that have an impact on financial reporting. 
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In 2007, the International Accounting Standards Board (IASB) and its interpretation 
committee only issued two revised standards and two interpretations. 

This does not mean that the setting of accounting standards has stabilised. For the 
IASB, 2007 is a year of discussions: discussion papers, exposure drafts and 
roundtable discussions. These set the groundwork for ten new standards or 
amendments to existing standards expected to be effective in 2009, including the 
International Financial Reporting Standards (IFRS) for Small and Medium-sized 
Entities, Business Combinations and Presentation of Financial Statements. 

The IASB is also focusing its attention on various convergence projects with the 
US Financial Accounting Standards Board and getting the US Securities Exchange 
Commission (SEC) to accept financial reporting in IFRS.  

To strengthen its effectiveness in the current changing business environment, the 
Singapore accounting standard setting framework has now been moved to the 
newly established Accounting Standards Council.  The Accounting and Corporate 
Regulatory Authority (ACRA) has also launched its inaugural public consultation on 
its regulatory strategy and the regulatory regime for foreign companies. 

We have provided a summary of the significant changes in financial reporting 
standards that are expected to be effective from 1 January 2009. 



 

 

 

2 	Financial Reporting Matters 

A. Issues arising from current economic conditions 

Current credit market conditions arising from the US sub-prime mortgage crisis 

Determination of fair value of 
financial instruments 

Does an active market still exist 
given current market conditions? 

Is it acceptable to use a valuation 
model for securities that trade in an 
active market on the grounds that 
transactions in current markets are 
distressed transactions? 

When no active market exists for 
instruments, should an entity use a 
model-based measurement that 
reflects the ‘economic fundamentals’ 
of the underlying instruments 
because market pricing is 
‘irrational’? 

In the past few months, financial market conditions have been characterised by 
significant volatility compounded by a liquidity crunch.  Although the primary 
market shock arose from the sub-prime mortgage crisis in the US, the impact has 
been more widespread as lenders and investors have re-evaluated their 
willingness to provide funding.  As a consequence, many entities, not just those 
with direct or indirect exposure to sub-prime mortgages, could be hit by the 
current market conditions. 

One common issue that entities may need to address is how to determine the 
fair value of instruments affected by current market conditions - instruments 
linked to sub-prime mortgages or other types of asset-backed securities. The 
issue arises: 
•	 when measuring such financial instruments at fair value; 
•	 when determining fair values for disclosure purposes; and 
•	 when fair value information is used in assessing impairment of financial 

assets. 

In an active market, the fair value of an instrument is the observed market price.  
Under current market conditions, it is likely that prices of certain financial 
instruments are significantly lower than in past transactions. Liquidity also tends 
to be scarce, even though transactions continue to take place and some quotes 
are available. 

Generally, the fact that transaction volumes are significantly lower does not 
provide sufficient evidence that there is not an active market in the instrument.  
To prove otherwise, it would require not only a significant drop in market 
volumes, but also widely divergent prices.  

A distressed market is one characterised by unwilling buyers or sellers.  One 
question that has arisen is whether the current market for some instruments 
represent a distressed market. 

It would be inappropriate to describe an entire market as distressed.  Rather, an 
entity should consider whether observed transactions in a particular marketplace 
are distressed.  Generally, as long as transactions are occurring in the market 
place, even at a much reduced volume, it should not be argued that the entire 
market represents a distressed market. This is unless there is strong evidence 
that each transaction in the marketplace is between unwilling parties. 

In the absence of quoted market prices from an active market, valuation 
techniques should be used in determining fair values.  In order to arrive at a 
‘transaction price’ that would have occurred at the balance sheet date, the 
valuation techniques should incorporate the impact of current market conditions 
that reflect an increase in default rates, lack of liquidity, market volatility and other 
relevant factors. 

Consequently, it would not be appropriate for an entity to disregard current 
market variables in determining model-based fair values, and substitute these 
inputs with those that might apply in the longer term. 
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Disclosures In current market conditions, it is particularly important that entities disclose 
carefully the credit, liquidity and market risks they are currently subject to. This is 
because repeating and updating previous disclosures may not be sufficient to 
meet the disclosure requirements in FRS 107.  Additional disclosures to explain 
the effects of the current credit market conditions may be necessary. 

Foreign currency losses in Singapore companies 

Derivatives – used correctly, they 
decrease risk by hedging, otherwise 
they increase risks through incorrect 
use and speculation. 

Some learning points 

Key FRS 107 disclosure requirements 

Some Singapore companies recently announced losses from exposure to foreign 
currency fluctuations. The currencies that featured in the news were the Euro, 
which hit record highs in recent months, and the weakening US dollar. 

Many Singapore companies have a functional currency of Singapore dollars, but 
the volatile US dollar continues to feature heavily in trade and investment 
transactions or as an exchange currency to cross between Euros and Singapore 
dollars. Such companies may be impacted by realised or unrealised foreign 
exchange gains and losses, or simply as lower gross operating margins due to 
currency fluctuations. 

The losses appear to have arisen from the use of derivatives.  Derivatives -
anything from forward contracts to futures, options and swaps or a combination 
of these instruments - enable investors to hedge their risks, providing a form of 
insurance against market movements.  A hedge involves taking on contractual 
rights and obligations to reduce the effects of adverse price movements in a 
financial asset or liability. Normally, a hedge consists of taking an offsetting 
position in a related instrument, such as a forward exchange contract.  A perfect 
hedge reduces the risk to zero (except for the cost of the hedge).  Similarly, 
purchase and sale commitments (actual and forecasted) in foreign currencies 
need to be considered as well as part of overall financial risk management in 
order to minimise foreign exchange or trading losses. 

While the true cause of these losses is not yet known, it is clear that companies 
should pay very close attention to their financial risk management. Directors 
should understand why transactions in derivatives are entered into, what is 
transacted, and how they are measured, disclosed and reported. 

FRS 107 sets out detailed (qualitative and quantitative) disclosure requirements 
from 1 January 2007.  Information disclosed to shareholders is based on the ‘level 
of information provided internally to key management of the entity’. This is what 
actually occurs in practice, and not something copied from a ‘best-practice’ 
template. 

Management will need to disclose the nature and extent of the financial risks in 
the financial statements, so they will need to identify the nature and extent of 
exposure. The key types of financial risks are credit, liquidity and market risks. 
Foreign exchange risk is an example of a market risk.  There is also a need to 
disclose the objectives, policies and processes for managing each type of risk, 
and the methods used to measure the risk. There are many mandatory 
disclosures in FRS 107, so companies are well advised to assess the state of their 
financial risk management, if they have not done so. 
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With the high volatility of foreign Questions that companies should ask themselves include: 
exchange rates and the increasing 
complexity of financial instruments 
with hidden features, the age-old 
doctrine of putting the appropriate 
risk management procedures in 
place cannot be overemphasised. 

•	 Has the Board fully identified and understood the nature and extent of the 
financial risks, and the risk management and trading objectives? 

•	 Has the board properly delegated its authority to qualified and trained 
employees to manage the financial risks; put in place policies and processes 
such as trading limits, and tools to monitor, measure and report exposures on  
a regular basis? 

•	 Are the products used to manage risks properly approved, how do they work, 
are the contractual obligations onerous, what methods (and tools) have been 
used to simulate and test the products, and are all positions (including foreign 
exchange ) ‘marked-to-market’ continuously? 

•	 Are the trading, settlement and risk management functions segregated? 
•	 Are the employees carrying out the various functions conversant with the 

products traded? What are their respective roles and responsibilities? 
•	 What position reconciliation and risk reporting structure exists, and is there an 

escalation process for exceptions such as limit excesses and triggering of 
stop-loss limits? 

•	 What is the frequency of reporting to senior management and the Board 
Committees? 

B. Changes in legislation 

Establishment of Accounting Standards Council 
Effective: 1 November 2007	 On 1 November 2007, the Accounting Standards Council (ASC) took over the role 

of the Council on Corporate Disclosure and Governance (CCDG) in setting 
accounting standards. 

From 1 September 2007, the CCDG’s other role of supervising corporate 
governance has been taken over by the Monetary Authority of Singapore (MAS) 
and the Singapore Exchange (SGX).  This serves to clarify and streamline 
responsibilities for corporate governance matters for listed companies. 

The ASC has a wider ambit – it will also prescribe accounting standards for 
entities such as societies, charities and cooperatives. Its broader mandate now 
includes setting standards for charities, as well as small and medium-sized 
entities. 

The ASC will preserve the accounting standards that have been prescribed by the 
CCDG and these existing standards will continue in force as if made by the ASC. 

The Ministry of Finance has appointed Ms Euleen Goh to chair the ASC’s 
inaugural council of 16 members, representing stakeholder groups such as the 
accounting profession, the users and preparers of financial information, academia 
and government.  KPMG in Singapore’s Head of Audit, Mr Tham Sai Choy, is one 
of the council members. 
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New format for filing of financial statements 
Companies filing annual returns on 
or after 1 November 2007 for 
financial statements relating to 
periods that end on or after 
30 April 2007 

Effective: 1 November 2007 

Excluded categories 

Filing options 

What do companies need to do now? 

Most Singapore incorporated companies are required to file their financial 
statements in eXtensible Business Reporting Language (XBRL) with effect from  
1 November 2007. XBRL is a language used in computers to present financial 
statements such that they can be retrieved from online records and transferred 
directly to users such as auditors, regulators and financial analysts for various 
purposes.  

Prior to this, all companies filed their financial statements in Portable Document 
Format (PDF). ACRA believes that the use of XBRL will achieve the dual 
objectives of: 
•	 facilitating the conduct of business in Singapore by providing more value-

added financial information of companies; and 
•	 enhancing the regulatory environment with improved transparency and timely 

dissemination of relevant financial information. 

ACRA has provided a free online tool, FS Manager, to help companies prepare, 
manage and file their financial statements in XBRL. 

The following entities will continue to file their financial statements in PDF: 
Companies limited by guarantee; 
1. Foreign companies and their branches; 
2. Banks, insurance companies and finance companies whose activities are 

regulated by the MAS; and 
3. Companies that are allowed by law to prepare financial statements in 

accordance with accounting standards other than the Singapore Financial 
Reporting Standards or the IFRS. 

Companies filing their financial statements from 1 November 2007 have the 
following options: 
•	 Option A – Full XBRL: Filing the entire set of financial statements in XBRL 

format; 
•	 Option B – Partial XBRL: Filing only the balance sheet and income statement 

in XBRL format.  If a company adopts this option, it must also file a PDF copy 
of its financial statements.  This option is subject to review after one year. 

•	 Option C – PDF filing only: This applies to companies in the Excluded 
categories referred to above, and to all financial statements with a financial 
year ending prior to 30 April 2007. 

Directors of companies continue to be responsible for the correctness and 
accuracy of the financial statements filed in XBRL format with ACRA.  Directors 
should therefore ensure that those preparing the financial statements possess 
the requisite accounting knowledge to prepare the financial statements which will 
be submitted to ACRA through the FS manager.  The information to be filed 
should also be checked before the Annual Returns are filed. 

It is advisable for companies to decide on the filing option early so that 
appropriate arrangements can be made for the typing, preparation and finalisation 
of the financial statements for signing. 
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Revisions to SGX Listing Rules 
Effective: 3 December 2007 

Immediate announcement of 
employee share options 

Shareholder’s approval for change of 
auditors 

Other changes 

We anticipate that most companies will adopt Option B as more time and effort 
will be required to prepare financial statements and have them audited under 
Option A. The presentation (format and wording) of financial statements will also 
change within the next few years under the IFRS. 

SGX has revised the listing rules to improve market efficiency and promote 
accountability of listed companies.  The revised rules took effect on 3 December 
2007, and considered comments gathered from market participants during a public 
consultation conducted by the SGX in May 2007.  We highlight some key changes 
relating to financial reporting below: 

As a measure to prevent back-dating of options, an issuer is now required to make 
an announcement of any grant of employee share options together with the details 
of the grant. These include the date of grant, the exercise price of options granted, 
number of options granted to directors, controlling shareholders and their 
associates, and the validity period of the options.  The announcement must be 
made on the date of the offer. 

A new Rule 712(2) has been introduced in the Listing Manual to require a change 
in auditors to be specifically approved by shareholders in a general meeting. 

A draft copy of a notice of meeting containing a resolution relating to the proposed 
change of auditors must be submitted to the SGX for review and should 
incorporate the matters prescribed in the new Rule 1203(5).  Such matters include 
the specific reasons for the change of auditors and confirmation from the issuer 
whether or not it is aware of any circumstances that should be brought to the 
attention of the shareholders.  The notice should include a confirmation from the 
outgoing auditors whether or not they are aware of any professional reasons why 
the new auditors should not accept appointment as auditors of the issuer.  

Other changes include: 
•	 Shortening the minimum duration of a trading halt 
•	 Continued trading of cash companies (companies whose assets consist wholly 

or substantially of cash or short-term securities) 
•	 Suspension of the trading rule 
•	 Clarification of rules for Real Estate Investment Trusts and Exchange Traded 

Funds 
•	 Alignment, due to recent changes to the Companies Act (Cap.50). 
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Public Consultation on ACRA’s Regulatory Strategy – Auditing and Corporate Reporting 
Deadline for public comment ended 
on 24 September 2007 

ACRA has embarked on an inaugural strategic exercise to develop, publish and 
consult on three areas of strategic regulatory interest to them: 
1.	 ACRA’s regulatory strategy on auditing and corporate reporting in Singapore; 
2.	 ACRA’s review on the registration framework for public accountants; and 
3.	 Code of professional conduct and ethics for public accountants. 

Three separate consultation papers were issued in July 2007, and the comment 
period ended in September 2007. ACRA hopes to reach out and seek the views 
and feedback on its regulatory framework from the various stakeholder groups. 
These include the directors, audit committees, auditors, professional bodies, as 
well as preparers and other users of financial information. 

Among these three consultation papers, the first paper on the regulatory strategy 
on auditing and corporate reporting is of more relevance to preparers and users of 
financial statements.  In particular, ACRA highlighted the six supporting pillars  
which were identified to be instrumental in it achieving the strategic outcomes 
for its regulations: 
Pillar One: Internationally Reputable Policy & Legislative Framework 
Pillar Two: High Quality Audit 
Pillar Three: Effective and Efficient Regulation 
Pillar Four: Transparent and Informed Market 
Pillar Five: Strong Professional Environment 
Pillar Six: Competitive Audit Market 

In the consultation paper, ACRA also identified some of the possible areas for 
projects and activities in its future regulatory work plan.  For example, ACRA’s 
financial surveillance programme is carried out on a risk-based approach (focused 
on ‘public-interest entities’) and emphasises the importance of directors taking 
ownership of the quality of corporate financial reporting.  

In the longer term, ACRA proposed to select companies for review based on: 
1.	 identified sectors of the economy that are under strain (e.g. certain accounting 

practices in specific industries); and 
2.	 specific aspects of the financial statements of all listed companies (e.g. 

application of new accounting standards). 
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Public Consultation on Review of Registration and Regulatory Regime for Foreign Companies 
under the Companies Act (Cap. 50) 
Deadline for public comment is by 
15 January 2008 

In October 2007, ACRA issued a public consultation paper to review and seek 
consultation on the registration and regulatory regime for foreign companies under 
the Companies Act, Cap. 50 (the “Act”).  This is part of its continuous efforts to 
review and refine legislation to look into the relevance of the provisions to the 
current business environment.  

The consultation paper includes a comprehensive summary of the current  
regulatory requirements imposed on foreign companies, ACRA’s proposals, as well 
as an analysis of the reasons for the proposal.  

In summary, ACRA is asking for feedback on the following key specific issues: 

Review of registration regime 
•	 Retention of the existing definition of a foreign company in the Act 
•	 Considerations and factors that contribute to a foreign company registering as a 

branch to carry on business in Singapore instead of incorporating a subsidiary 
•	 Simplifying the filing requirement for appointment of authorised agents and 

others 
•	 Reducing the minimum number of authorised agents 
•	 Requiring each foreign company to include its registration number in documents 

of its local operations 
•	 Removing the need to display names and place of origin outside the registered 

office and at every place of business 

Review of financial reporting regime 
•	 Requiring foreign companies to lodge similar components of the financial 

statements and other reports as locally incorporated companies 
•	 Retaining requirement for foreign companies to lodge financial statements for 

Singapore operations 
•	 Specifying liability and penalty for foreign companies that fail to lodge financial 

statements and other reports with the ACRA 
•	 Specifying liability and penalty for foreign companies whose financial statements 

do not comply with accounting standards 
•	 Empowering the Registrar to issue class orders for exemptions from financial 

reporting requirements for qualifying foreign companies 

Other foreign company registration regimes available overseas 
•	 Cross registration system for foreign companies 
•	 Transfer of incorporation system for foreign companies. 
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C. Changes in income tax matters 

Refer to KPMG Tax Special (February 2007) and 
KPMG publication - Budget 2007 for details 

Reduction in Singapore corporate 
income tax rate from 20% to 18% 

Effective: Year of Assessment 2008 

Reduction in partial tax exemption 
threshold 

Effective: Year of Assessment 2008 

End of five-year transition period to 
one-tier tax system 

Effective: 	Transition period ends on  
31 December 2007 

Refer to KPMG Tax Alert – September 2002 for 
details 

On 15 February 2007, during the Budget Speech, changes to income tax matters 
were announced.  We highlight below significant matters of wider relevance.  

Companies got their biggest wish answered with a cut in the headline corporate 
tax rate by 2%. 

Financial statements relating to financial periods that ended subsequent to 15 
February 2007 should use the tax rate of 18% in computing the provision for 
current and deferred tax.  The effect of the change in tax rate from 20% to 18% 
should be accounted for in the first interim period after 15 February 2007. 

The threshold for partial tax exemption is increased to $300,000 as follows: 
1. 75% exemption of up to the first $10,000 of normal chargeable income; and 
2. 50% exemption of up to the next $290,000 of normal chargeable income. 

All companies enjoy this exemption, although it is primarily aimed at small and 
medium-sized entities.  With this tax exemption, companies enjoy an effective 
tax rate of less than 18%. For example, for a company having a normal 
chargeable income of $500,000, the effective tax rate after the exemption is only 
12.5%. 

Companies need to take into consideration this tax exemption when computing 
the amount of provision for current and deferred tax.  Where material, the effect 
of the tax exemption should also be featured as a reconciling item in the 
disclosure of the effective tax rate. 

The one-tier corporate tax system was implemented with effect from 1 January 
2003. Under the one-tier system, the tax payable on normal chargeable income 
by Singapore companies would constitute a final tax.  Dividends payable to 
shareholders by companies are exempt from tax under the one-tier system.  
Under the previous imputation system, the tax payable on normal chargeable 
income by Singapore resident companies was passed on to its shareholders as a 
tax credit on the payment of dividends (franked dividends). 

When the one-tier system was implemented, a five-year transitional period was 
for resident companies with the unutilised tax credits (Section 44 balance) to pay 
franked dividends to their shareholders.  The five-year transitional period for 
utilisation of Section 44A tax credits expires on 31 December 2007.  With effect 
from 1 January 2008: 
1. All companies still on the imputation system will move to the one-tier system 
2. Any Section 44 balance remaining on 31 December 2007 is no longer available 

for paying franked dividends 
3. All dividends payable are exempt from tax in the hands of shareholders 
4. There is no need to distinguish between normal exempt dividend and tax 

exempt (one-tier) dividend in the vouchers 
5. All corporate shareholders receiving dividends paid by companies in Singapore 

can pay the same dividends to their shareholders with no restrictions on the 
shareholding and the number of tiers. There is no need to maintain an account 
to keep track of the balance available for payment of normal exempt dividends 

6. There is no need to maintain a Section 44 account. 
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D. Changes in Financial Reporting Standards 

With the transfer of the accounting standard setting role in Singapore from the 
CCDG to the ASC, a number of IFRS and IFRIC not yet adopted in Singapore will 
have to be considered by the ASC.  We summarise below the new and revised 
FRS and their interpretations, as well as IFRS not yet adopted in Singapore. 
Companies in Singapore need to look beyond financial reporting standards that 
are already effective, as FRS requires entities to disclose the effect on adoption of 
FRS that have been issued but have not yet adopted. 

New FRS effective for financial periods beginning from 1 January 2007 
FRS 107 Financial Instruments: 
Disclosures and Amendments to 
FRS 1 Presentation of Financial 
Statements – Capital Disclosures 

Effective: 	Annual periods beginning 
from 1 January 2007 (listed 
companies) and 1 January 
2008 (all other companies) 

Refer to Financial Reporting Matters – April 2006 

and September 2007 for details 

FRS 40 Investment Property 

Effective: Annual periods beginning 
from 1 January 2007 

Refer to Financial Reporting Matters – June 2005 
and March 2007 and for details 

FRS 107 supersedes the disclosure requirements in FRS 32 Financial Instruments: 
Disclosure and Presentation. The presentation requirements in FRS 32 remain 
unchanged.  FRS 107 is applicable to all entities, regardless of size or industry.  

All entities should note that FRS 107 will apply to common financial instruments 
including cash, trade receivables and payables and borrowings.  Examples of the 
risks associated with these financial instruments are: 
•	 credit risk from trade receivables; 
•	 liquidity risk arising from the ability to pay creditors; and 
•	 market risks, such as interest rate risk from floating rate borrowings and 

foreign currency exchange rate risk from trade receivables and payables. 

FRS 107 has introduced some new disclosures – in particular, sensitivity analysis 
for market risk to which a company is exposed at the balance sheet date.  KPMG 
in Singapore recently published the Singapore Illustrative Financial Statements 
2007 which incorporates example disclosures required by FRS 107, as well as 
other changes for financial year 2007. 

All companies will be required to disclose the nature and extent of each type of 
risk (credit, liquidity and market) that they are exposed to, arising from financial 
instruments at the reporting date.  Also required are how they identify these risks, 
and the objectives, policies and processes for managing the risk and methods 
used to measure the risk.  Adequate qualitative and quantitative disclosures are 
required. 

Under FRS 40, companies can choose to value their investment properties using 
the fair value model or the cost model.  Under  the fair value model, all changes in 
fair value are recognised directly in the income statement.  Fair value is 
determined based on the ‘knowledgeable willing buyer, willing seller’ test, and 
not on the value of the cash flows achievable through use.  The application of the 
fair value model would increase the volatility of the earnings of property 
investment companies and may impact dividend payments. It should be noted 
that the revaluation method available under FRS 16 Property, Plant and Equipment 
is not available for investment properties accounted for under FRS 40, and that 
operating leases accounted for as investment property must use the fair value 
model. 
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INT FRS 107 Applying the 
Restatement Approach under FRS 29 
Financial Reporting in 
Hyperinflationary Economies 

Effective: Annual periods beginning 
from 1 March 2006 

Refer to IFRS Briefing Sheet - Issue 40 for details. 

INT FRS 108 Scope of FRS 102 

Effective: Annual periods beginning 
from 1 May 2006 

Refer to IFRS Briefing Sheet - Issue 42 for details. 

INT FRS 109 Reassessment of 
Embedded Derivatives 

Effective: Annual periods beginning 
from 1 June 2006 

Refer to IFRS Briefing Sheet - Issue 46 for details. 

Other changes introduced by FRS 40 include changes in the criteria for identifying 
investment properties, accounting for transfers and enhanced disclosure 
requirements. 

Upon transition to FRS 40, an entity has a choice between the cost model and 
the fair value model, irrespective of the previous accounting policy adopted.  The 
standard states that it is highly unlikely that a change from the fair value model to 
the cost model will result in a more appropriate presentation.  This indicates that a 
decision to adopt the cost model would be hard to justify after a first time 
adoption of FRS 40. 

This interpretation requires that in the year when an entity identifies the existence 
of hyperinflation in the economy of its functional currency, the entity should 
restate for the effects of inflation as if it always had done this restatement. 

A worked example accompanies this interpretation to illustrate the accounting for 
entities whose functional currencies are hyperinflationary for the first time. 

This interpretation is expected to have limited application in Singapore. 

INT FRS 108 provides guidance on accounting for share-based payment 
transactions when the fair value of identifiable goods or services by an entity is 
less than the fair value of the share-based payment. 

For example, a company may issue shares to a charity as a contribution. Although 
no identifiable tangible goods and services may have been received, the company 
would probably have enhanced its corporate image in the process. The company 
may expand its customer base or receive other future economic benefits as a 
result of this enhanced corporate image. The interpretation requires the company 
to recognise the unidentifiable goods or services received on the grant date at the 
fair value of the shares issued. 

It is common for a parent entity to grant options over its equity instruments to the 
employees of its subsidiaries.  Under INT FRS 108, as the identifiable 
consideration received by the parent entity for the option in this situation would 
be less than the fair value of the equity instruments granted, the parent entity 
would have to account for this transaction. This is done by recognising an 
increase in equity and a corresponding increase to the parent entity’s investment 
in the subsidiary. 

An entity should assess whether an embedded derivative is required to be 
separated from the host contract and accounted for as a derivative when the 
entity first becomes a party to the contract.  INT FRS 109 prohibits the 
reassessment of whether to separate an embedded derivative, unless there is a 
change in the terms of the contract that significantly modifies the cash flows. 

Changes in accounting policies should be accounted for retrospectively in 
accordance with FRS 8 Accounting Policies, Changes in Accounting Estimates 
and Errors. 
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INT FRS 110 Interim Financial 
Reporting and Impairment 

Effective: Annual periods beginning 
from 1 November 2006 

Refer to Financial Reporting Matters – October 
2006 for details. 

INT FRS 110 states that an entity should not reverse an impairment loss 
recognised in a previous interim period in respect of goodwill, an investment in 
an equity instrument or a financial asset carried at cost. 

The interpretation should be applied prospectively from the date that the entity 
first applied the measurement criteria of FRS 36 Impairment of Assets (i.e. 
annual periods beginning from 1 July 2004 for goodwill) and FRS 39 Financial 
Instruments: Recognition and Measurement (i.e. annual periods beginning from 
1 January 2005 for investment in an equity instrument and financial asset carried 
at cost). If an entity had early adopted FRS 36 or FRS 39, the ‘early adoption’ 
date applies. 

New FRS effective for financial periods beginning after 1 January 2007 
INT FRS 111 FRS 102 Share-based 
Payment - Group and Treasury Share 
Transactions 

Effective: Annual periods beginning 
from 1 March 2007 

Refer to IFRS Briefing Sheet - Issue 57 for details. 

INT FRS 112 Service Concession 
Arrangements 

Effective: Annual periods beginning 
from 1 January 2008 

Refer to IFRS Briefing Sheet – Issue 59 and First 
Impressions: IFRIC 12 Service Concession 
Arrangements for details. 

INT FRS 111 addresses the accounting for the two scenarios below: 
1.	 When a parent grants rights to its equity instruments directly to employees 

of a subsidiary, the transaction should be classified as equity-settled in the 
financial statements of the subsidiary when the transaction is classified as 
equity-settled in the consolidated financial statements of the parent company. 

2.	 When a subsidiary grants rights to equity instruments of its parents to its 
employees, the transaction should be classified by the subsidiary as a cash-
settled arrangement. 

The main change from current practice relates to the transaction in (b) above.  
Currently, such a transaction could be classified as equity-settled or cash-settled 
arrangement.  Note that classification of such a transaction as cash-settled 
applies irrespective of how the subsidiary obtains the equity instruments to 
satisfy its obligations to employees (E.g. by entering into an agreement with the 
parent company to provide the shares). This is a separate transaction from its 
transactions with employees. 

INT FRS 112 applies to public-to-private service concession arrangements in 
which the grantor (normally a public service entity) controls and/or regulates the 
services provided with the infrastructure and its price, and controls any 
significant residual interest in the infrastructure.  Accounting for many ‘built-
operate-transfer’ arrangements with governments are likely to be affected by 
INT FRS 112. 

The main change from current practice is that the private operator would not 
recognise any property, plant or equipment throughout the life of the 
arrangement.  Instead, the operator recognises an intangible asset if its right to 
receive cash is dependent upon usage of the infrastructure, or a financial asset if 
its right to receive cash is not so dependent. 
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FRS 108 Operating Segments 

Effective: Annual periods beginning 
from 1 January 2009 

Refer to IFRS Briefing Sheet – Issue 58 for details. 

FRS 23 (revised) Borrowing Costs 

Effective: Annual periods beginning 
from 1 January 2009 

Refer to IFRS Briefing Sheet – Issue 66 for details. 

FRS 108 replaces FRS 14 Segment Reporting, when FRS 108 becomes effective 
for annual periods beginning on or after 1 January 2009.  FRS 108 would require 
the restatement of comparatives. 

FRS 108 requires segment disclosure based on the components of the entity 
that management monitors in making decisions about operating matters.  Such 
components would be identified on the basis of internal reports that the entity’s 
chief operating decision maker regularly reviews when allocating resources to 
segments and in assessing their performance.  This ‘management approach’ 
differs from FRS 14, which currently requires the disclosure of two sets of 
segments, based on a disaggregation of information contained in the financial 
statements. 

The main change is the removal of the option for immediately recognising all 
borrowing costs as an expense.  The revised standard requires that an entity 
capitalises borrowing costs directly attributable to the acquisition, construction or 
production of a qualifying asset as part of the total cost of that asset. 

On first time adoption of the revised standard, the good news is that the revision 
is to be applied prospectively from the effective date. 

Recently issued IFRS not yet adopted in Singapore 
Revised IAS 1 Presentation of 
Financial Statements 

Effective: Annual periods beginning 
from 1 January 2009 

Refer to IFRS Briefing Sheet – Issue 74 for details. 

IFRIC 13 Customer Loyalty 
Programmes 

Effective: Annual periods beginning 
from 1 July 2008 

Refer to Financial Reporting Matters – October 
2006 and IFRS Briefing Sheet – Issue 69 for 
details. 

This revised IAS 1 will supercede the current version of IAS 1 when it is adopted. 
The revised standard introduces ‘total comprehensive income’ (i.e. changes in 
equity during a period, other than those changes resulting from transactions with 
owners in their capacity as owners), which is presented either in: 
• one statement (i.e. a statement of comprehensive income); or 
•	 two statements (i.e. an income statement and a statement beginning with 

profit or loss and displaying components of other comprehensive income). 

Another significant change is that a statement of financial position (formerly the 
balance sheet) is required at the beginning of the earliest comparative period 
following a change in accounting policy, the correction of an error or the 
reclassification of items in the financial statements.  Accordingly, an entity is likely 
to be required to present its balance sheets for the previous three years, instead 
of the current two years, when many new/revised standards comes into effect 
from 1 January 2009. 

This interpretation addresses the accounting for customer loyalty programme 
award credits granted as part of sales transactions.  It requires programmes 
within its scope to be accounted for as a separately identifiable component of 
revenue. It addresses: 
•	 how this component should be measured; and 
•	 when this revenue should be recognised. 
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IFRIC 14 IAS 19 The Limit on a 
Defined Benefit Asset, Minimum 
Funding Requirements and their 
Interaction 

Effective: Annual periods beginning 
from 1 January 2008 

Refer to IFRS Briefing Sheet – Issue 71 for details. 

A common practice now is to account for such award credits by recognising all 
revenue immediately, and recognising a provision for any incremental costs of 
fulfilling the obligation under the award.  This treatment is no longer allowed 
under the new interpretation.  Consequently, an entity must defer the recognition 
of revenue attributable to the award credits.  The consideration received or 
receivable from the customer is allocated between the item sold and the award 
credit granted based on their fair values. 

IFRIC 13 requires retrospective application from the effective date if there is a 
change in accounting policy. 

This interpretation clarifies when refunds or reductions in future contributions in 
relation to defined benefit assets should be regarded as available, and provides 
guidance on the impact of minimum funding requirements (MFR) on such assets. 
It also addresses when a MFR might give rise to a liability. 

This interpretation is not expected to apply to the majority of Singapore 
companies providing post-employment benefits solely under a defined 
contribution scheme, such as the Central Provident Fund Scheme. 

E. Developments in IFRS and interpretations 

Exposure Draft (ED) of Proposed 
Amendments to IAS 39 Financial 
Instruments: Recognition and 
Measurement – Exposures 
Qualifying for Hedge Accounting 

Refer to IFRS Briefing Sheet – Issue 75 for details. 

ED 9 Joint Arrangements 

Refer to IFRS Briefing Sheet – Issue 76 for details. 

The aim of the proposed amendments is to clarify the IASB’s original intentions 
regarding what can be designated as hedged risk and when an entity may 
designate a portion of the cash flows of a financial instrument as the hedged 
item. 

The proposed amendments continue to allow the designation of a financial 
instrument in its entirety as the hedged item with respect to all of its risks. 
However, if an entity hedges a particular risk and not all risks in a financial 
instrument, the ED specifies certain risks that are eligible for designation as the 
hedged risk under IAS 39.  

It should be noted that only those risks and portions specified in the ED would be 
eligible for designation under IAS 39.  Under the proposed amendments no other 
risks or portions will be eligible for hedge accounting. 

This ED defines a joint arrangement as a contractual arrangement where two or 
more parties undertake an economic activity together and share decision-making 
relating to the activity.  

One significant proposed amendment is to require an entity to recognise an 
interest in a joint venture (i.e. an interest in a share of the outcome generated by 
the activities of a group of assets and liabilities subject to joint control) using the 
equity method.  Unlike IAS 31 Interests in Joint Ventures, proportionate 
consolidation will not be permitted. 
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ED of Proposed Improvements to 
International Financial Reporting 
Standards (Annual Improvement 
Standard) 

Refer to IFRS Briefing Sheet – Issue 77 for 
details. 

Meetings of the IASB – September, 
October and November 2007 

Refer to IFRS in Brief – Issues 39 to 41 and 
IFRS Briefing Sheet – Issue 78 for details. 

This ED is the result of the IASB’s first annual improvements project, which has 
included the IASB accumulating through the year what it believes are non-urgent, 
minor improvements to IFRSs.  The final Annual Improvement Standard is 
planned to be effective for annual periods beginning on or after 1 January 2009. 

Changes to 22 accounting standards were proposed.  Some of these are: 
•	 IFRS 5 Non-current Assets Held for Sale and Discontinued Operations – 

specify that if an entity will lose control of a subsidiary as part of a sale plan, 
then it would classify such a subsidiary’s assets and liabilities as held for sale. 

•	 IFRS 7 Financial Instruments: Disclosures – to resolve a potential conflict with 
IAS 1 regarding the presentation of net finance costs. 

• IAS 1  Presentation of Financial Statements - to remove the potential 
implication that financial liabilities that are classified as held for trading must be 
presented as current liabilities. 

•	 IAS 16 Property, Plant and Equipment – to specify that assets that are rented 
and then subsequently sold on a routine basis should be transferred to 
inventories when they cease to be rented and are held for sale. When these 
assets are sold, the proceeds will then be recognised as revenue. 

•	 IAS 17 Leases – to remove guidance in relation to leases of land that 
duplicates general guidance to all leases. 

•	 IAS 19 Employee Benefits – to amend the classification (and thus the 
accounting) of short-term and long-term employee benefits to be based on the 
period during which the employee becomes entitled to the benefits. 

•	 IAS 38 Intangible Assets – to clarify that expenditure on advertising and 
promotional activities is recognised as an expense at the time that the benefit 
of the goods or services becomes available to the entity. 

•	 IAS 40 Investment Property – to require property under construction or 
development for future use to be accounted for under IAS 40, rather than 
IAS 16. 

Amongst the many projects discussed at the recent IASB meetings, we highlight 
the following projects that are scheduled to be completed by the end of 2008 and 
are likely to be effective in 2009: 

•	 IFRS for Small and Medium-sized Entities – the IASB extended the 
comment deadline to 30 November 2007, primarily to give more time to 
entities that are participating in the field trials. See details in our Financial 
Reporting Matters – June 2007. 

•	 Annual improvement – see details in the previous page. 
•	 Business Combinations phase II: Application of the purchase method – 

The IASB has approved the final revised standard on Business Combinations 
with an effective date of 1 July 2009.  Key changes proposed have been 
discussed in our Financial Reporting Matters – October 2005. One significant 
change in the final standard from the exposure draft is that the ‘full goodwill’ 
method would not be mandatory.  Alternatively, an entity can elect to 
recognise goodwill only to the extent of the interest acquired by the parent. 

•	 Financial Statements Puttable at Fair Value and Obligations Arising on 
Liquidation – This is a short-term project aimed at creating a limited exception 
to allow classification of certain financial instruments as an equity, rather than 
a financial liability. 
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•	 Earnings per Share – Treasury Stock Method – IASB will propose certain 
amendments to the methods used to calculate dilutive effects of options, 
warrants and their equivalents that are classified as liabilities.  In addition, the 
IASB will propose to use the fair value model to replace the treasury stock 
method and the ‘if converted’ method in the earnings per share calculation. 

•	 Related Party Disclosures – IASB proposed to provide a disclosure exemption 
is respect of related party relationships that arise through common control by 
the state, except if indicators of influence exist between the entities.  There 
were also proposals to amend the definition of related parties. 

•	 Share-based payment: vesting conditions and cancellations – This project 
is to clarify the definition of a vesting condition; and to provide guidance on the 
accounting treatment of cancellations by parties other than the entity – for 
example, an employee’s failure to continue contributing to an employee share 
purchase plan. 

The KPMG international publications covered in this issue are: 
•	 IFRS in Brief: Issues 39 to 41 
•	 IFRS Briefing Sheet: Issues 74 to 78 

This section provides a highlight, particularly the relevance of international 
developments in the local context, of our International publication – IFRS in 
Brief and IFRS Briefing Sheet. You can access the electronic version as follows: 

IFRS in Brief: 
http://www.kpmg.com.sg/newsletters/ifrs_in_brief.html 

IFRS Briefing Sheet: 
http://www.kpmg.com.sg/newsletters/ifrs_briefing_sht.html 

This publication has been issued to inform clients of 
important accounting developments. While we take care 
to ensure that the information given is correct, the 
nature of the document is such that details may be 
omitted which may be relevant to a particular situation or 
entity. The information contained in this issue of 
Financial Reporting Matters should therefore not to be 
taken as a substitute for advice or relied upon as a basis 
for formulating business decisions. Materials published 
may only be reproduced with the consent of KPMG. 
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