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FINANCIAL REPORTTING MATTERS 

MARCH 2011 ISSUE 34  | MICA (P) 177/11/2010 

In this issue, we feature the 2011 Budget Speecch by providing an overview of the income 
tax changes for businesses and highlight how t hese changes can benefit businesses.  
We also discuss the accounting treatment for t ax benefits under the Productivity and 
Innovation Credit scheme. In addition, we summmarise the proposed changes to hedge 
accounting that are expected to have a significaant impact in Singapore and briefly explain 
the differences between the newly issued f betw SFRS for Small Entities or Small Entities and full FRS. and full FR .the dif erences een the newly issued SFRS f	 S
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What are the income tax 
changes for businesses? 

Further enhancements to the 
PIC Scheme announced 

subsequent to the Budget Day 

Financial Reporting Matters  

Highlightts of Budget 2011 – 
Income ttax changes for businesses 

On 18 Februaryy 2011, the Minister for Finance delivered his 
Budgget Sppeechh for the financial yyear 2011. In this section,, 
we provide an ooverview of some of the tax changes and 
highlight how thhese changes can benefit businesses. 

We highlight the fol lowing seven key income tax changes for businesses: 

1 E h  f h  P d i i d I i C di  (PIC) S h1. Enhancement 
2. One-off Corpo 
3. Foreign Tax C 
4. Streamlining o 
5. Enhancing cla 
6. Extending Tax 
7. Enhancement 

t of the Productivity and Innovation Credit (PIC) Scheme 
orate Tax (CIT) Rebate or SME Cash Grant 

Credit (FTC) Pooling System 
of Sections 14B and 14K Tax Deduction Schemes 
im of Pre-commencement Expenses 

x Deduction for Employee Equity-based Remuneration (EEBR) 
t to deductions on donations 

1. 	Enhancement oof the Productivity and Innovation Credit (PIC) Scheme 
First introduced in tthe Budget 2010, the PIC scheme has been simplified and 
enhanced in four mmain areas: 
a) The quantum oof tax deduction or allowance is increased to 400% (currently 

250%) of qualifyying expenditure for the first $400,000 (currently $300,000) 
sppent on each qqqqualifyyingg activityy. 

b)	 The PIC benefitts are made available to overseas research & development 
(R&D) which is related to an existing trade or business (currently only R&D 
done in Singapoore). 

c)	 Businesses aree allowed to combine the $400,000 expenditure cap per YA 
for YA 2013 to YYA 2015 into a new ceiling of $1,200,000 over the three YAs. 

d) For each YA, b usinesses can opt to receive, in lieu of a tax deduction or an 
allowance beneefit, a non-taxable cash payout of 30% of the first $100,000 of 
qualifying expenditure, up to $30,000 (currently at rate of 7% of $300,000 of 
qualifying deduuctions or allowances, up to $21,000). 

All other existing coonditions of the current scheme continue to apply.  Please see 
details in the Decemmber 2010 issue of Financial Reporting Matters. 

The IRAS plans to rrelease further details by the end of June 2011. 

On 2 March 2011, tthe Minister for Finance announced a Tax Deferral option for 
businesses to deferr a dollar of current YA tax for every dollar of PIC qualifying 
expenditure incurred for the current financial year. The tax deferred will be due 
for payment when tthe first assessment for the following YA is raised.  By 
allowing businessess to enjoy their PIC benefits one year in advance, this PIC Tax 
Deferral will help buusinesses, especially for small and medium entities (SMEs), 

ith their cash flo w and inand investments in prodestments in productictivity.with their cash flow	 it 
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3 Financial Reporting Matters  

Wh t th  i t hWhat are the income tax changes 
for businesses? (continued) 

How can businesses benefit from 
the enhanced PIC scheme? the enhanced PIC scheme? 

Th  l i i ilablble for thhe ddefferment of tax payablble for YA 2011YA 2011 to YA 2014 The election is avail f f f  YA 2014 
based on the qualifyying PIC expenditure incurred in the corresponding financial 
years 2011 to 2014 . 

The amount of tax tthat can be deferred is at least $100, subject to a cap of 
$100,000, and is thee lower of: 
• the tax payable asssessed for the current YA 
• the qualifying PIC expenditure incurred in the current financial year. 

This means that a bbusiness that invests in PIC activities in the financial year 2011 
can defer its YA 20111 tax payable immediately based on the PIC qualifying 
expenditure incurred, up to the cap of $100,000.  The deferred tax for YA 2011 
will only be due for payment when the first assessment for YA 2012 is raised. 

 With the enhanccement of the PIC scheme, up to $400,000 of business 
spending on eac spending on eac ch qualifying activity qualifies for to a maximum tax deduction ch qualifying activity qualifies for to a maximum tax deduction 
or allowance of $1,600,000 ($400,000 x 400%).  This translates to $272,000 
of tax savings (bbased on prevailing corporate income tax rate of 17%), which 
means that the ggovernment effectively funds up to about two-thirds of the 
value of the qualifying investments ($272,000/$400,000 = 68%). 

 Businesses should look closely at taking advantage of the scheme, especially 
in areas of invesstments in automation equipment and training of employees.  
For a start, businnesses could evaluate their needs for automated equipment 
addition/renewal. They could also focus on training programmes for their staff 
since they may eenjoy tax benefits under the PIC on top of the various 
Workforce Deveelopment Agency (WDA) subsidies. 

 The PIC schemee has been expanded to cover expenditure for R&D done 
abroad. This woould allow those businesses where there is lack of expertise or 
f ili  f  R&D to be d done iin SiSingapore to benefi  fit from thhe PIC.facility for R&D t b 	  b  f   PIC  

 The liberalisationn of the combined annual expenditure caps ($800,000 for YA 
2011 and YA 2012, and $1,200,000 for YA 2013 to YA 2015, for each 
qualifying activitty) will help businesses that are planning large investments in 
any of the qualiffying activities in any one year to maximise their benefit from 
the full 400% ta x deduction or allowance.  Businesses should therefore take 
advantage of theadvantage of the e enhanced PIC scheme as a powerful tool to reap tax savingse enhanced PIC scheme as a powerful tool to reap tax savings. 

 Businesses whicch pay little or no tax can also benefit from the increased cash 
payout of up to $$30,000 per YA, in lieu of tax deductions or allowances. Given 
that the value off the cash conversion under the enhanced cash conversion 
option is equivallent to 7.5% of qualifying deductions or allowances [i.e. 
$30,000/($100,0000 x 400%)], it would be more beneficial for businesses that 
are subject to taax at a concessionary rate of less than 7.5% (say 5%) to 
convert their quaalifying expenditure into cash.  For businesses that are subject 
to tax at the pre vailing corporate tax rate of 17%, they will lose out on the tax 
differential of 9.55% if they opt for the cash conversion (i.e. cash conversion 
rate of 7.5% commpared to 17% tax savings if utilised against taxable income). 
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4 Financial Reporting Matters  

Wh h hWhat are the iincome tax changes 
for businesses? (continued) 

How can businesses benefit 
from the CIT rebate? 

 eexercised when selecting qualifying expenditure for the cash  Care should be 
conversion so ass to maximise the tax benefit under the PIC. This is because 
for registration oor acquisition of intellectual property rights (IPRs) and purchase 
of prescribed auutomated equipment, partial conversion is not allowed (i.e. 
conversion optioon must be made on a “per filing”, “per IPR” or “per 
equipment” bassis) and there is claw-back if the equipment or IPR is disposed 
of before the miinimum ownership period. 

 The PIC Tax Defferral will allow businesses to obtain cash in the same year as 
they invest by d eferring the taxes that they would have to pay in the current 
year to the followwing year. Businesses can consider taking advantage of this 
tax deferral ratheer than waiting for the cash conversion which will only be 
available in the ffollowing year. 

2. 	One-off Corporrate Income Tax (CIT) Rebate or SME Cash Grant 
All companies and registered business trusts, regardless of their tax residency 
status and whetherr they enjoy a concessionary rate of tax, will automatically 
receive, after filing their YA 2011 tax return, the higher of: 
• CIT rebate of YA 2011 CIT payable, capped at $10,000 
•	 SME cash grant ( which is not taxable) based on 5% of revenue for YA 2011, 

capped at $5,000. 

The CIT rebate, commputed on the tax payable amount after deducting tax set-offs 
(e.g. double tax reli ef, unilateral tax credits and tax deducted at source), is not 
applicable to incomme of a non-resident company that is subject to final withholding 
tax. 

To enjoy the SME ccash grant, the company must have made Central Provident 
Fund (CPF) contribuutions for at least one employee (including any shareholder or 
director who is an eemployee) during the basis period for YA 2011. 

Th	  IRAS l rellease more detailils by thhe endd of Af A pril 2011.The IRAS plans to r d b il 2011 

 To maximise thhe benefit of the CIT rebate, companies may consider deferring 

their YA 2011 ccapital allowance claim in respect of capital expenditure on 

plant and machhinery which does not qualify for the PIC. 


3. 	Foreign Tax Creedit (FTC) Pooling System 
Foreign income is t Foreign income is t taxable upon remittance to Singapore unless specifically exempt taxable upon remittance to Singapore unless specifically exempt 
from tax. Residentt companies may however claim for FTC for the foreign taxes paid 
against the Singapoore tax payable on the same income. Currently, FTC is computed 
on a source-by-sou rce and country-by-country basis. FTC granted is capped at the 
lower of the foreignn tax paid and the Singapore tax payable on the particular source 
of remitted foreign income. Any excess foreign tax paid over the Singapore tax 
payable for any partticular source cannot be used to reduce the Singapore tax payable 
on other sources off remitted income. 

The change announnced in the Budget 2011 is that FTC can now be computed on a 
pooled basis. The aamount of FTC granted would be based on the lower of the 
aggregate foreign taxes paid or aggregate Singapore tax payable on the pooled 
foreign income. 

All of the three folloowing conditions need to be satisfied before resident companies 
can elect for the FTTC pooling system: 
•	 Foreign income hhas been subjected to tax in the foreign jurisdiction from which it 

was received 
•	 The headline tax rate (highest corporate tax rate) of the foreign jurisdiction from 

which the foreignn income is received is at least 15% at the time the income is 
received in Singappore 
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t t

Financial Reporting Matters  

Wh  th hWhat are the iincome tax changes 
for businesses? (continued) 

How can businesses benefit from the 
FTC pooling system? 

• ThThe fforeign iincom i bj  i  Si d h i i l di me is subject to tax in Singapore and the company is entitled to 
claim FTC on the income. 

Where the above cconditions are not met, or where companies choose not to elect 
for FTC pooling sysstem, the current FTC rules will apply.  

The FTC pooling syystem will take effect from YA 2012. 

The IRAS plans to rrelease further details by the end of June 2011. 

 Resident compaanies can benefit from the FTC pooling system if they have 
different sourcees of foreign income with some sources having foreign 
withholding tax rates higher than the Singapore corporate tax rate of 17% while 
others are lower. This will allow any excess of the foreign tax paid over the 
Singapore tax paayable for the first category of income to be used to reduce the 
Singapore tax paayable on the second category of income, as illustrated in the 
numerical exammple below: 

Facts Dividend Interest Total 

Gross foreign i ncome ($) 500 300 800 

Withholding taxx rate 20% 10% 

Foreign tax pai d ($) 100 (f1) 30 (f2) 130 (ft) 

Current FTC s ystem Dividend Interest 

Singapore tax p 
@17% 

payable 85 (=500 X 17%) 
(s1) 

51 (=300 X 17%) 
(s2) 

Less: FTC (85) 
(lower of f1 or s1) 

(30) 
(lower of f2 or s2) 

Net Singapore 
payable ($) 

tax NIL 21 

Total tax paid:Total tax paid: : $151  ($130 + $21) : $151 = ($130 + $21) 

FTC Pooling s ystem Total 

Singapore tax ppayable @17% 136 (=800 X 17%)(st) 

Less: FTC (lowwer of ft or st) (130) 

Net Singapore tax payable ($) 6 

T t l t idTotal tax paid: $136 ($130 $6): $136 = ($130 + $6) 

4. 	Streamlining o f Sections 14B and 14K Tax Deduction Schemes 
The further/double deduction schemes under Section 14B (for expenses relating to 
approved trade fairss, exhibitions or trade missions, or maintenance of overseas trade 
offices) and Sectionn 14K (for overseas investment development expenditure) will be 
merged into a singlle scheme . The merged scheme will be simplified to allow more 
businesses to bene businesses to bene efit from it efit from it. 

International Enterpprise (IE) Singapore will continue to administer the merged 
scheme, which hass a sunset clause of 31 March 2016.  The merged scheme will be 
effective for applicaations submitted and approved on or after 1 April 2011. 

IE Singapore plans to release further details by the end of March 2011. 

 Merging the schhemes will ease the administrative process for businesses to 
l  f  d t  t k d t f  FFor example, bbusinesses will b ill be able ttoapply for and to take advantage of. l i bl 

submit their appplications at a later date, i.e., up to the day of their overseas 
marketing trip innstead of seven days before the trip. This means that expenses 
relating to last mminute trips will now be eligible for tax deduction under the 
merged schemee. 

How can businesses benefit from the 
merged schemes for Section 14B and 14K? merged schemes for Section 14B and 14K? 
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6 Financial Reporting Matters  

Wh t th  i t hWhat are the income tax changes 
for businesses? (continued) 

 B iBusinesses i inttee di  t i t ti li d d h ld t h tnding to internationalise and expand overseas should watch out 
for more details on this merged scheme (expected to be released by IE 
Singapore by the end of March 2011) to see how they can benefit from the 
scheme. 

5. 	Enhancing claimm of Pre-commencement Expenses 
Under the concessiion for enterprise development which was effective from YA 
2004, all expenditurres that are deductible against income incurred from the first day 
of the accounting yyear in which a business earns its first dollar of trade receipt are 
deductible. This cooncession has been enhanced to allow deduction for revenue 
expenses incurred one year prior to the accounting year in which the business earns 
its first dollar of tradde receipt.  This means that businesses can claim pre-
commencement revenue expenses incurred in the basis period for YA 2011 in the 
YA 2012 tax return if the first dollar of trade receipt is earned in YA 2012. 

This enhanced conccession will take effect from YA 2012. 

All other existing coonditions of the current concession apply.    

The IRAS plans to rrelease further details by end June 2011. 

6. 	Extending Tax Deduction for Employee Equity-based Remuneration (EEBR) 
With effect from YAA 2012, a company will be given a tax deduction for the costs it 
incurs to acqquire itss pparent comppanyy’s shares througgh a sppecial ppurppose vehicle 
(SPV) for fulfilling it s obligations under its EEBR scheme where the SPV: 
•	 is set up as a commpany or a trust solely to administer the EEBR scheme for 

companies withinn the group; and 
•	 acquire the parent company’s shares from the parent company or the market and 

holds them in trusst for the employees of the companies within the group for the 
EEBR scheme. 

The tax deduction iThe tax deduction i s the lower of:s the lower of: 
• The amount paid by the company to the SPV for the parent company’s shares; or 
•	 The cost incurred by the SPV to acquire the parent company’s shares, less any 

amount recoveredd from the company’s employees for the parent company’s 
shares. 

The company is eliggible to claim the tax deduction at the later of: 
•	 The date when thhe entity “applies” the parent company’s shares for the benefit 

f it l undder itits EEBREEBR schheme through thh the SPVof its employees	 th SPV 
• When the entity i s liable to pay the SPV for the shares transferred. 

Like before, no dedduction will be allowed for costs incurred by the company in the 
purchase of its pareent company’s newly issued shares through the SPV. 

The IRAS plans to rrelease further details by the end of June 2011. 

77.	 Enhancement t to deductions on donations Enhancement t to deductions on donations 
The tax deduction oof 250% will be extended for another five years for donations made 
during 1 January 20011 to 31 December 2015.  All other existing criteria to qualify for 
the tax deduction oof donations remain unchanged. 
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7 Financial Reporting Matters  

O h  iOther income tax 
changes for businesses 

How should the new tax measures 
introduced during Budget 2011 be 

reflected in the financial statements? 

Incoome tax changes 

All sectors – R 
r 
f 

– T 
c 

Renewal of tax exemption scheme for income derived by non-
resident non-individuals from any structured product offered by a 
financial institution in Singapore. 
Tax benefits for voluntary CPF medisave contributions by eligible 
companies to self-employed persons. 

Banks – L 
– E 

Liberalisation of the withholding tax exemption scheme for banks. 
Extension of tax incentive schemes for project finance. 

Insurance – EExtension of captive insurance tax incentive scheme, marine hull 
companies a 

i 
– W 

g 

and liability insurance tax incentive scheme and specialised 
nsurance tax incentive scheme. 
Withdrawal of withholding tax exemption scheme for financial 
guarantee insurers. 

Shipping – SStreamlining all existing tax incentives for the maritime sector and 
industry c 

M 
– N 

S 

consolidating them all under one umbrella scheme called ‘the 
Maritime Sector Incentive’. 
New enhancements will also be introduced under ‘the Maritime 
Sector Incentive’. 

If an entity’s finan cial year ends on 31 December 2010, should the financial 
statements be adjuusted for the effect arising from the new tax measures
introduced during Budget 2011? 

No.  The financial sttatements should not be adjusted. 

FRS 12 Income Taxxes requires changes in income tax laws and regulations to be 
taken into account taken into account in the measurement of current and deferred taxes from the date in the measurement of current and deferred taxes from the date 
of substantive enacctment of these changes.  In Singapore, new tax measures are 
generally considereed substantively enacted on the date of announcement by the 
Minister of Financee during the Budget Speech or Budget Roundup Speech. 

Therefore, measureement of current and deferred taxes for financial statements for 
years  ended 31 Deecember 2010 should not take into consideration the effect of the 
new tax measures introduced during the Budget Speech 2011.  

WhereWhere the authoristhe authorissation of the entity’s financial statements is after 18 Februarysation of the entity s financial statements is after 18 February 
2011, the date of thhe Budget Speech, the entity should disclose the nature of the 
new tax measures only when material to the entity, and an estimate of their financial 
effect as a “subseqquent event”. 

Find out more 
For a more detailed a nalysis of the possible implications to businesses arising from the 
Budget 2011 tax channges, you can refer to KPMG’s Singapore Budget Publication 2011 at: 
htthttp:// //www.kpmg.com /SG/ /I A dI i ht /P /T S B d tP bli ti 2011k m/SG/en/IssuesAndInsights/Pages/Tax_SgBudgetPublication2011.aspx 

For more detailed infoormation on the Budget 2011 tax changes, you can access IRAS’ 
website at: http://wwww.iras.gov.sg/irasHome/page.aspx?id=11586 

For details of the key budget initiatives and the Budget Speech, you can access MOF’s 
website at: http://app .singaporebudget.gov.sg/budget_2011/default.aspx 
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Benefits under the PIC 
scheme 

Financial Reporting Matters  

Account ing for the benefits 
under the Productivity and 
Innovatioon Credit Scheme

In this section, we discuss the accounting for tax and cash 
benefits underbenefits under  the Productivity and Innovation Credit (PIC)  the Productivity and Innovation Credit (PIC) 
scheme introduuced in the Budget 2010. 

The PIC scheme waas introduced in the Budget 2010 (current PIC scheme) to 
encourage businessses to invest in a broad range of activities along the innovation 
value chain. 

On 18 February 201On 18 February 201 1 and 2 March 2011, as part of the Budget 2011, 1 and 2 March 2011, as part of the Budget 2011, 
enhancements to thhe current PIC scheme were announced by the Minister for 
Finance (new PIC sccheme). 

Details of the currennt PIC scheme and the new PIC scheme are discussed in the 
December 2010 issue of Financial Reporting Matters and on page 2 of this issue, 
respectively. 

Be 

In su 
allow 

expenditure in th 

(i) R&D activities 

(ii) Approved des 

(iii) Registration o 

(iv) Acquisition o 

(v) Acquisition or 

(vi) Training of em 

Most businessesMost businesses 
of the tax deduc 
enhanced deduc 
the IRAS on the 

nefits under the PIC scheme 

ummary, the PIC provides for further tax deduction or 
wance (known as enhanced deduction or allowance) on 
he following activities: 

s 

sign projects done in Singapore 

of intellectual property rights (IPRs) 

of IPRs 

r leasing of prescribed automation equipment 

mployees. 

s also have the option to convert a certain monetary amount s also have the option to convert a certain monetary amount 
tion or allowance into a cash grant.  Some of these 

ctions or allowances and cash grants could be recovered by 
occurrence of specified triggering events. 

In this issue, we disscuss the accounting for the benefits available under the 
scheme. In particular, we address the following questions and illustrate them 
with an example:with an example: 

1.	 How should an  entity account for the enhanced tax deduction or allowance 

available under the PIC scheme? 

2.	 If an entity’s finnancial year ends on 31 December 2010, should the entity 

account for thee benefits based on the current PIC scheme or the new PIC 

scheme? 
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9 Financial Reporting Matters  

Enhanced deductions or 
allowances can be accounted 

for using either FRS 12 or FRS 
20 by analogy 

What are the factors to consider in 
deciding whether to apply FRS 12 or 

FRS 20 by analogy? 

11. How should a n entity account for the enhanced tax deduction or How should a n entity account for the enhanced tax deduction or 

allowance avaailable under the PIC scheme? 

From an accounting perspective, further tax deductions or allowances that are 

available only upon mmaking qualifying expenditure are generally regarded as 

investment tax creddits (ITCs). 

However, the accouunting for ITCs is not directly addressed in FRSs.  In 

practice, ITCs are geenerally accounted for using either FRS 12 Income Taxes or 

FRS 20 Accounting for Government Grants and Disclosure of Government 

Assistance by analogy. 

An entity therefore has a choice of applying either FRS 12 or FRS 20 to account 

for the enhanced taxx deduction or allowance.  The choice deppends on 

management assessment of the approach that best reflects the economic 

substance of the taxx incentive.  The factors that might be considered in this 

assessment are detailed below: 

Factors to consid er Comments 

Are there condition 
the benefits availa 
tax incentive schem 

ns attached to 
ble under the 
me? 

Generally, when conditions are attached, 
applying FRS 20 will be more appropriate. 

Does the tax incen 
involve the receipt 
refundable tax cred 

ntive scheme 
t of cash (or 
dit)? 

Generally, when cash or tax is refundable, 
applying FRS 20 will be more appropriate. 

Is the utilisation of 
under the tax incen 
dependent on curr 
taxable income?taxable income? 

f the tax benefits 
ntive scheme 
rent or future 

Generally, when the utilisation of the tax 
benefits is dependent on current or future 
taxable income, applying FRS 12 will be 
more appropriatemore appropriate. 

The two possible acccounting treatments of ITCs are outlined below: 

i)  Applying FRS 12 by analogy 
• ITCs are presen ted in profit or loss as a deduction from current tax expense 

to the extent thaat an entity is entitled to claim the credit in the current 
reporting periodd. 

•• Any unused ITC Any unused ITC C is recognised as a deferred tax asset and income if it meets C is recognised as a deferred tax asset and income if it meets 
the recognition criteria. 

ii)  Applying FRS 20 bby analogy 
• ITCs are recogn ised as income over the periods necessary to match them 

with the relatedd costs that they are intended to compensate. 
• The ITC initially is shown in the statement of financial position as a 

receivable from the government when there is reasonable assurance that 
an entity will coan entity will co mply with the conditions of the ITC and the ITC will be mply with the conditions of the ITC and the ITC will be 
received. If the  entity is claiming the further tax deduction/allowance, the 
receivable from the government is offset against current tax payable when 
the entity is ent itled to claim the ITC. 

• For ITCs relatingg to acquisition of long-term assets, the ITC is either: 
- initially recognnised as deferred income and subsequently amortised to the 

profit or loss oover the useful life of the long-term asset either as "other 
income" or deduction from the related exppense;; or 

-	 initially offset against the cost of the long-term asset and reduces future 
depreciation oor amortisation expense. 

• For all other ITCCs, the ITC is initially recognised as deferred income and 
subsequently prresented in profit or loss either as "other income" or 
deduction from the related expense as appropriate. 
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Financial Reporting Matters  10 

Entity with financial year 
ending before 18 February 

2011 should account for the 
benefits based on the current 

PIC scheme 

The effect of the new PIC 
scheme should be recognised 

after 18 February 2011 

Under the PIC schememe, an entity has to reflect its election whether to claim Under the PIC sche an entity has to reflect its election whether to claim 
the tax deduction/al lowance or convert the deduction/allowance into a cash 
grant in its tax retur n. Current and deferred taxes should generally be 
measured as of andd subsequent to substantive enactment date based on an 
entity’s expectations of elections that will be made in filing its tax return.  

Therefore, if an entity expects to convert the qualifying deduction/allowance 
into a cash ggrant whhen it files its tax return,, this should be reflected in the 
income tax provision for financial reporting purposes. In such circumstances, 
we believe that it wwill be more appropriate for the entity to apply FRS 20 to 
account for the cashh grant. 

On the other hand, if the entity expects to claim the qualifying 
deduction/allowancee when it files its tax return, the entity will have to select 
an accounting treatmment that best reflects the economic substance of the 
benefits. 

The treatment, oncee selected, must be applied consistently to other similar tax 
incentives. 

2. If an entity’s fi nancial year ends on 31 December 2010, should the 
entity accountt for the benefits based on the current PIC scheme 
or the new PICC scheme? 

The entity should acccount for the benefits based on the current PIC scheme as 
the new PIC schemme is substantively enacted after the year-end.  The 
substantive enactmment of new tax laws after the year end but before the 
authorisation of the  financial statements is a non-adjusting post balance sheet 
event. Where the eeffect of the new PIC scheme is expected to be significant, 
an entity should dis an entity should dis close the nature and an estimate of its financial effect as a close the nature and an estimate of its financial effect as a 
“subsequent event” or an “event after balance sheet date”. 

al year ends before 18 February 2011 (date of the Budget 
Speech 2011), the bbenefits should be accounted for based on the current PIC 
scheme. If the authhorisation of the entity’s financial statements is after 18 
February 2011, the entity has to disclose the nature and an estimate of the 
financial effect arisi ngg  from the new PIC scheme if the effect is exppected to be 
significant. 

3. When should tthe effect of the new PIC scheme be reflected in the 
financial statements? 

The effect of a channge in tax laws should be accounted for in the financial 
periods ending on oor after the date of substantive enactment of the new tax 
laws. In Singapore,, new tax laws are generally considered substantively 
enacted on the datee of announcement by the Minister for Finance during the 
Budget Speech or t he Budget Roundup Speech.  Therefore, the effect of the 
new PIC scheme wwould be reflected in the financial statements with financial 
periods ending afte r 18 February 2011. 
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Financial Reporting Matters  11 

IllIllusttrative examm lti mple 

Facts 
During the year endded 31 December 2010, Entity A with a calendar year end 
incurs qualifying traaining expenditure amounting to $100,000. As at  
31 December 20100, Entity A has the following choices under the current PIC 
scheme: 

Option A: 
Claim a 250% tax ddeduction on the training expenditure against its taxable 
income. If Entity AA chooses this option, the base and enhanced deductions 
(collectively known as “qualifying deduction”) and the resultant tax savings, 
assuming an applicable tax rate of 17%, are as follows: 

Base Enhanced Total 

Tax deductionTax deduction $100 000 $100,000 $150 000 $150,000 $250 000 $250,000 

Applicable tax 
rate 

17% 17% 17% 

Tax savings $17,000 $25,500 $42,500 

Option B: 
Convert the qualifying deduction to cash at the rate of 7%.  If Entity A 
chooses to convertt the qualifying deduction to cash, Entity A will receive 
a non-taxable cash payout of $17,500 ($250,000 x 7%) from the 
government and th e qualifying deduction converted to cash will no 
longer be available for tax deduction. 

Base Enhanced Total 

Tax deduction $100,000 $150,000 $250,000 

ApplicableApplicable 
conversion rate 

7%7% 7%7% 7%7% 

Cash grant $7,000 $10,500 $17,500 

Question 
Applying the above guidance, how should Entity A account for the benefits 
under the PIC sche me as at 31 December 2010? 

Analysis 
Entity A should me asure its current and deferred taxes as at 31 December 
2010 based on its eexpectations of elections that it will make in filing its tax 
return. 

If Entity A expects to claim the qualifying deduction, then Entity A should 
make an assessmemake an assessme ent as to whether it is more appropriate to apply FRS 12 or ent as to whether it is more appropriate to apply FRS 12 or 
FRS 20 by analogy. 

If Entity A expects to convert the qualifying deduction into a cash grant when 
it files its 2010 tax return, it is generally more appropriate for Entity A to apply 
FRS 20 to account for the cash grant. 

© 2011 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limitted Liability Partnership Act (Chapter 163A), and a member firm of the KPMG network of independent member firms affiliated 
with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. 
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Financial Reporting Matters  12 

Illustrative example (continued) 
The accounting entries as at 31 December 2010 are illustrat ed below: 

Entity A expects to claim the qualif ying tax deduction Entity A expects to convert the 
qualifying deduction to cash 

grant 

FRS 12 FRS 20 FRS 20 

On 
recognition of 
PIC 

Dr Gov 
receiva 
Cr Def 

vernment grant 
able $25,5002, 5 

erred income $25,500 

Dr Government grant receivable 
$17,5004, 5 

Cr Deferred income $17,500 

On 
recognition of 
the related 
expense in 
P&L 

Dr Def 
Cr Oth 
expens 

ferred income $25,500 
er income or Training 
se $25,500 

Dr Deferred income $17,500 
Cr Other income or Training 
expense $17,500 

On 
entitlement 
to claim the 

Dr Current tax payable 
$42,5001 

Cr Current income tax benefit 
$42,500 

Dr Cur 
Cr Gov 
receiva 
Cr Cur 
$17,00 

rent tax payable $42,500 
vernment grant 
able $$ ,25,500 
rent income tax benefit 

003 
tax deduction 

On receipt of 
the cash 
grant 

Dr Cash  $17,500 
Cr Government grant receivable 
$17,500 

1 Total deduction of $250,000 x 17% = $42,500 
2 Enhanced deduction of $150,000 x 17% = $25,500 
33 B d d ti f $100 000  17% $17 000 Base deduction of $100,000 x 17% = $17,000 
4 Total deduction of $250,000 x 7% = $17,500 
5 PIC is recognised when there is reasonable assurance that an En tity A will comply with the conditions of the PIC and the enhanced deduction 

will be received.
 

The amounts recorded for this transaction as at 31 Decemberr 2010 would be as follows:
 

Entity A expects to claim the 
qualifying tax deduction 

Entity A expects to 
convert the 
qualifyingqualifying 

deduction to cash 
grant 

FRS 12 

$'000 

FRS 20 

$'000 

FRS 20 

$'000 

Training expenses 

Government grant6 Government grant 

Loss before tax 

Current tax benefit 

Loss after tax 

Effective tax rate 

Statement of financial position 

Cash 

Current tax receivable 

Retained earnings 

(A) 

(B) 

(B)/(A)) 

(100,000) 

-

(100,000) 

25,50025,500 

(100,000) 

17,50017,500 

(100,000) 

42,500 

(74,500) 

17,000 

(82,500) 

-

(57,500) (57,500) (82,500) 

-43% 

(100,000) 

42,500 

57,500 

-23% 

(100,000) 

42,500 

57,500 

0% 

(82,500) 

-

82,500 

6 The government grant income can be presented either as other inncome or a reduction in training expense. 

Impact on interim financial statements Impact on interim financial statements 

If Entity A prepares interim financial statements for the interim 
on the opening current and deferred taxes could be recognise 
credits arising from the new PIC scheme are generally reflecte 
unless the credit is accounted for under FRS 20 or relates to a 

m period ending 31 March 2011, the effect of the new PIC scheme 
ed immediately in the interim period. In addition, the anticipated 
ed in computing the estimated annual effective income tax rate, 
a one-time event. 

© 2011 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limitted Liability Partnership Act (Chapter 163A), and a member firm of the KPMG network of independent member firms affiliated 
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Introduction 

Proposed hedge accounting to 
be more aligned to an entity’s 

risk management activities 

How will the ED affect companies in 
Singapore? 

Financial Reporting Matters  13 

ProposePropose d changes to hedge d changes to hedge 
accounting 

In this section, we will touch on the pertinent changes 
proposed by IAASB to the existing hedge accounting rules of 
IAS 39 IAS 39 as set ot t i  th d ft ED/2010/13 H dout in the exposure draft ED/2010/13 Hedge 
Accounting. 

The ED on hedge acccounting is the first instalment of the final phase of IASB’s 
project to replace IAAS 39 Financial Instruments: Recognition and Measurement. 
This first instalmentt of proposals addresses hedges of single item and closed 
poportfolios of items. AA closed pportfolio is a pportfolio for which items cannot be 
added, removed or substituted without treating each change as a transition to a 
new hedging relatioonship for accounting purposes.  The second instalment, 
expected during thee second quarter of 2011, will address open portfolios or 
macro hedging. 

The ED proposes soome significant changes to the hedge accounting 
requirements in IASS 39. These changes are intended to align the objective of 
hedge accounting wwith the entity’s risk management activities. The end result is 
to achieve a set of ffinancial statements that reflect the effects of an entity’s risk 
management activitties more closely. 

The proposed changges, when finalised, are to be applied together with all existing 
IFRS 9 Financial Instruments requirements. IFRS 9 currently contains 
requirements that reeplace IAS 39 on classification and measurement of financial 
assets and liabilities ss. The IASB is also concurrently working to develop a new assets and liabilities The IASB is also concurrently working to develop a new 
impairment model ffor financial assets.  Once finalised, the new impairment and 
hedge accounting reequirements will be included in IFRS 9 and they will replace 
the equivalent requiirements in IAS 39. 

In Singapore, the ASSC has, to date, not endorsed the adoption of IFRS 9 as FRS. 

This article focuses on the following propposed requirements that are exppected tog p  q 
  

have a significant immpact in Singapore:
 

1.	 Investments in eequity instruments (e.g. shares in listed companies) 
designated at fa ir value through other comprehensive income (OCI) cannot be 
designated as a hedged item. 

2.	 Risk componentts of a non-financial item can be designated as hedged risks. 
3.	 Synthetic instrumments can be designated as hedged items. 
4.	 The 80% to 1255% “bright line” test for assessing hedge effectiveness and 

retrospective heedge effectiveness test is eliminated. 
5.	 Entities must rebalance certain existing hedge relationships that have fallen 

out of alignmentt instead of having to restart the hedge in a new relationship. 
Voluntarily discoontinuing a hedge relationship is prohibited. 

© 2011 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limitted Liability Partnership Act (Chapter 163A), and a member firm of the KPMG network of independent member firms affiliated 
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Financial Reporting Matters  14

Fi  i l i  t  t  i d  t  f i  Financial instruments carried at fair 
value through other comprehensive 

income cannot be designated as a 
hedged item 

1 IInvestments in equity iinstruments ((e.g. shhares iin li  listed companiies)1.  i i d ) 
designated at faair value through other comprehensive income (OCI) 
cannot be desiggnated as a hedged item. 

Under 

desig 
w 
s 

except that 
losses reco 
even upon 

r IFRS 9, investments in equity instruments can be 

nated at inception to be accounted for at fair value 
with changes recognised in OCI.  This classification is 
similar to the available-for-sale category under IAS 39, 
t under IFRS 9, other than dividend income, gains or 
ognised in OCI cannot be reclassified to profit or loss 
the disposal of the investments. 

IAS 39: Under IASS 39, entities can designate available-for-sale investments in 
equity instrumentss as hedged items as the gains or losses arising from these 
instruments are reeclassified from OCI to profit or loss on impairment or on 
disposal. 

ED: The ED speciifically prohibits an entity from designating investments in 
equity instrumentss that are measured at fair value through OCI.  This is because 
the hedged items as the risk exposure arising from the change in fair value does 
not fft affectt profit orr lloss. H if f t d di id d f  thfit However, if forecasted dividends from these equitity 
investments are hhighly probable, the entity can choose to designate these 
dividends as hedgged items. 

Illustrative exa 
Hedges of fore 

mple 1 
eign currency equity instruments 

FactsFacts 
Company A’s fu 
invested in a po 
exchange in wh 
traded on only o 
million and are c 
OCI under IFRS 

A’s risk manage 
risk beyond certbeyo 
a portion of the 
forward contrac 
October 2010. 

Analysis 
Under IAS 39, A 
the currency ris 
the shares.  Ass 
the fair value ch 
fair value of the 
the profit or loss 
(i.e. the forward 

Under the propo 
from designatin 
though OCI as t 

unctional currency is the Singapore dollar.  On 1 April 2010, A 
ortfolio of equity shares of Company T on a foreign stock 
hich transactions are denominated in USD.  T’s shares are 
one stock exchange.  T’s shares are acquired for USD 30 
classified as available-for-sale under IAS 39 (fair value through 

S 9). 

ement strategy is to hedge all significant exposure to foreign 
tain limits. A decides to hedge against foreign currency risk foredge aga g y 
market value of T’s shares.  A enters into a foreign currency 

ct to sell USD 5 million and receive Singapore dollar on 15 

A can designate the forward contract as a fair value hedge of 
sk associated with the USD 5 million portion of the fair value of 
suming that all criteria for hedge accounting have been met, 
hange of the hedged item (i.e. the USD 5 million portion of the 
e shares) in respect of the foreign currency risk is reclassified to 
s to offset the gain/loss arising from the hedging instrument 
d contract). 

osed ED, A cannot apply hedge accounting as A is prohibited 
ng an investment in equity instrument measured at fair value 
the hedged item. 
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Financial Reporting Matters  15

Risk components of a non-financial 
item can be designated as hedged 

items 

Synthetic instruments can be 
designated as a hedged item 

2  Ri  Risk components off a non-fi  financial item can bbe desiignatedd as h dhedged items2. k i l  i d  d  i  

IAS 39: Under IAS 339, non-financial items can be designated as the hedged item only 
in its entirety, or forr its foreign currency risk component. 

ED: This restriction is removed in the ED.  Under the proposal, an entity can hedge a 
risk component of aa non-financial item as long as the risk component is separately 
identifiable or contra identifiable or contra actually specified and the changes in cash flows or fair value of actually specified and the changes in cash flows or fair value of 
the item attributablee to changes in the risk component can be reliably measured. 

Illustrative exam 
Risk component 

mple 2 
s of a non-financial item 

Facts 
Company B has a 
priced using a con 

d t t tiand transportation 
of its exposure to 
hedge that price r 

Analysis 
Under IAS 39, the 
just the gas oil co 

Under the ED, the 
can be separately 
designate the gas 

a long-term supply contract to purchase natural gas that is 
ntractually specified formula that references gas oil, fuel oil 

h  B’ i k t t t i  t  h d 100%n charges.  B’s risk management strategy is to hedge 100% 
o gas oil risk and enters into gas oil forward contracts to 
risk. 

e price risk of the entire purchase could be hedged, but not 
omponent. 

e gas oil component is contractually specified and therefore 
y identified and reliably measured.  Company B will be able to 
s oil price exposure as the hedged risk. 

3. Synthetic instruuments can be designated as hedged items 

IAS 39: Under IAS 339, derivative instruments generally cannot be designated as 
hedged items. Ther efore, synthetic instruments created by aggregating a 
derivative and a non derivative and a non n-derivative instrument cannot qualify as hedged items n derivative instrument cannot qualify as hedged items. 

ED: The ED proposees that an aggregated exposure that is a combination of an 
exposure and a deri vative may be designated as a hedged item, if that 
combination that creeates a different aggregated exposure is managed as a single 
exposure for a particcular risk (or risks). 

Illustrative exampple 3 
Synthetic instrumments 

Facts 
Company C’s func 
year fixed rate for 
risk for the entire 
However, C requir 
floating rate expos 
two-year rolling ba 

C enters into a 10 
swaps the fixed ra 
is overlaid with a t 
rate debt into fixed 

For accounting pu 
currency interest r 
interest rate risks 
foreign currency dg y 
swap in combinat 
synthetic instrume 

ctional currency is in Singapore dollars (SGD).  C has a 10-
eign currency debt. C plans to hedge the foreign currency 
term of a 10-year fixed rate foreign currency debt. 
res fixed rate exposure in SGD only for two years and 
sure in its SGD for the remaining term to maturity.  On a 
asis, C fixes the next two years’ interest rate exposure. 

-year fixed-to-floating cross-currency interest rate swap that 
ate foreign currency debt into a variable rate SGD debt.  This 
two-year SGD interest rate swap that swaps SGD variable 
d rate debt. 

rposes, C designates the 10-year fixed-to-floating cross-
rate swap as a fair value hedge of the foreign currency and 
arising from the foreign currency debt. The fixed rate 

debt and the fixed-to-floating cross-currency interest rateg y 
ion are viewed as a 10-year SGD variable rate debt (a 
ent). 
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Financial Reporting Matters  16 

Illustrative exam 
Synthetic instrum 

mple 3 
ments 

Analysis 
Under IAS 39, der 
hedged item, ther 
designating the in 
variable rate debt 

Under the ED  theUnder the ED, the 
designated as a h 
two years. 

rivative instruments generally cannot be designated as the 
refore, in the above example, C is prohibited from 
nterest rate risk arising from the synthetic 10-year SGD 

in a hedging relationship. 

e synthetic SGD 10 year variable rate debt could be e synthetic SGD 10-year variable rate debt could be 
hedged item in a cash flow hedge of interest rate risk for 

80% to 125% “bright line” test for 
hedge effectiveness is eliminated 

Hedging relationships are rebalanced 
when the risk management strategy 

remains unchanged 

4. 	 The 80% to 125%% “bright line” test for assessing hedge effectiveness and 
retrospective hedged effectiveness test is eliminated 

IAS 39: To qualify fo or hedge accounting under IAS 39or hedge accounting under IAS 39, a hedging relationship must IAS 39: To qualify fo  a hedging relationship must 
be expected to be hhighly effective, both prospectively and retrospectively, in 
achieving offset of cchanges in fair value or cash flows attributable to the hedged 
risk.  The hedging reelationship is regarded to be highly effective if the extent of 
offsetting is within tthe range of 80% to 125%. IAS 39 requires the prospective 
and retrospective heedge effectiveness tests to be performed at a minimum at 
each reporting date . 

ED: Under the ED, entities must still meet the hedge effectiveness requirement. 
However, the ED reemoves the 80% to 125% bright line test, and instead, 
replaces it with an oobjective-based assessment.  Under the ED, a hedging 
relationship meets tthe hedge effectiveness requirement if it meets the objective 
of the hedge effectiiveness assessment and is expected to achieve other than 
accidental offsettingg. The objective of hedge effectiveness under the ED is to 
ensure that the hedging relationship would produce an unbiased result and 
mi iinimiise expected h d  ff  id hedge effectiveness. 

This hedge effectiveeness assessment must be performed at the inception of the 
hedging relationshipp and at a minimum each reporting period or upon a significant 
change in circumstaances affecting the hedge effectiveness requirements, 
whichever comes fi rst. As the assessment relates to expectations about hedge 
ineffectiveness and offsetting, the test would be only forward looking or 
prospectiveprospective. 

However, it should be noted that the requirement to compute and record actual 
hedge ineffectiveneess in profit or loss remains unchanged. 

5. 	 Entities must reebalance certain existing hedge relationships that have 
fallen out of ali gnment instead of having to restart the hedge in a new 
relationship. However, voluntarily discontinuing a hedge relationship is 
prohibited 

IAS 39: Under IAS 339, hedge accounting must be discontinued when the hedging 
relationship is no lonnger assessed to be highly effective although the risk 
management objecttive has not changed.  Voluntary discontinuation of hedge 
accounting is also a llowed with no restriction under IAS 39.

ED U d  th  ED  h d ti t b di ti d l t il H dED: Under the ED, hedge accounting cannot be discontinued voluntarily. Hedge 
accounting has to b e discontinued if the risk management objective for the 
hedging relationshipp has changed. 

© 2011 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limitted Liability Partnership Act (Chapter 163A), and a member firm of the KPMG network of independent member firms affiliated 
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Financial Reporting Matters  17 

IfIf a hheddgiing relati tio hi  l t  th bj ti f h d ff til nship no longer meets the objective of hedge effectiveness 
assessment (i.e. unnbiased results and minimise hedge ineffectiveness) but 
the risk managemeent objective remains the same and the relationship 
continues to achievve other than accidental offset, the entity should rebalance 
the hedging relatio nship.  They should do so by increasing or decreasing the 
volume of the hedgged item or hedging instrument so that it meets the 
objective of the he dge effectiveness assessment again. 

The ED also requirees an entity to proactively rebalance the hedging 
relationship when it expects that a hedging relationship might cease to meet 
the hedge accountting qualifying criteria in the future. 

Illustrative exam 
Rebalancing the 

mple 4 
e hedging relationship 

Facts 
Company C hedg 
currency forward 

Currencies A and 
band or at an exc 
currency pair has 
correlation histor 

C determines tha 
against its exposagainst its expos 
currency A : 100 
C formally design 

Subsequent to in 
currencies A and 
management obj 

Analysis 
Under IAS 39  if tUnder IAS 39, if t 
causes the hedge 
will have to disco 

Under the ED, th 
between currenc 
remains the sam 
the hedging relat 
ensure that the h 
effectiveness asseffectiveness ass 

ges an exposure to foreign currency A using a foreign 
d contract that references foreign currency B. 

d B are pegged (i.e. their exchange rate is maintained within a 
change rate set by a central bank or other authority) and the 
s been demonstrated to exhibit a high level of statistical 
ically. 

at the foreign currency forward contract is an effective hedge 
ure to foreign currency A and a hedge ratio of 90 units of to foreign currency A and a hedge 
units of currency B would minimise hedge ineffectiveness. 

nates this hedging relationship for hedge accounting purpose. 

nception of hedge accounting, the exchange rate between 
 B were changed (i.e. a new band or rate was set).  C’s risk 
ective remains the same for this hedging relationship. 

the change in exchange rate between currencies A and B the change in exchange rate between currencies A and B 
e effectiveness test to fall out of the 80% to 125% range, C 
ontinue hedge accounting. 

e change in exchange rate will alter the statistical correlation 
cies A and B.  Given that C’s risk management objective 
e and currencies A and B are still pegged, C has to rebalance 

tionship to reflect the new exchange rate.  Rebalancing would 
hedging relationship meets the objective of the hedge 
sessment under the new circumstancessessment under the new circumstances. 

For a more compreehensive and detailed discussion on the above changes and 
other changes propposed in the ED, please refer to KPMG’s publication New on 
the Horizon: Hedgee Accounting. 

Find out more 
NNew on thhe HHoriizon: HH eddge AA ccountiing iis a publi  blicatiion 
produced by KPMG International Standards Group. 

This publication focuses on the significant changes 
proposed by the ED/2010/13 Hedge Accounting to the 
general hedge accounting requirements of IAS 39, and the 
impact these changes are expected to have on the 
preparers and users of financial statements. 

This publication is available for download at: 
http://www.kpmg.coom/Global/en/IssuesAndInsights/ArticlesPublications/New-on-the-
Horizon/Documents /New-on-the-Horizon-Hedge-Accounting-January-2011v2.pdf 
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Who is eligible to apply the SFRS for 
Small Entities? 

Can an entity apply SFRS for Small 
Entities if its holding parent company 

reports under full FRS? 

Why was SFRS for 
Small Entities issued? 

What are some differences between 
SFRS for Small Entities and full FRS? 

Are there any tax implications arising 
from applying SFRS for Small Entities? 

Financial Reporting Matters  18 

SFRS forr Small Entities
 

On 1 Decembeer 2010, the ASC announced the issuance of 
Singapore Finaancial Reporting Standard (SFRS) for Small 
E titi  Entities. ThThe SFFRS f S ll E titi i  lt  ti  SFFRS for Small Entities is an alternative 
framework to tthe full SFRS for eligible entities in Singapore. 
An entity can cchoose to apply the full FRS or the SFRS for 
Small Entities if it meets the eligibility criteria set by the ASC. 

An entity is eligible to apply the SFRS for Small Entities if all of the following 
criteria are met: 
1 It i  bli l  account t blable1. It is nott publicly 

An entity is not ppublicly accountable if: 
a) its debt or eqquity instruments are not traded in a public market or it is not 

in the processs of issuing such instruments for trading in a public market 
(such as a doomestic or foreign stock exchange or an over-the-counter 
market, incluuding local and regional markets) 

b)	 it is not a depposit-taking entity and/or holds assets in a fiduciary capacity 
for a broad gfor a broad g group of outsiders as one of its primary businesses, such as group of outsiders as one of its primary businesses, such as 
banks, insuraance companies, securities brokers/dealers, mutual funds and 
investment bbanks 

c) it is not a pubblic company defined under the Singapore Companies Act 
(Cap. 50) 

d) it is not a chaarity defined under the Charities Act (Cap. 37). 
2.	 It publishes geneeral purpose financial statements for external users. 
3.	 It satisfies at leaast two of the three following criteria: 

a) Total annual revenue of not more than SGD 10 million 
b) Total gross aassets of not more than SGD 10 million 
c) Total number of employees of not more than 50. 

The SFRS for Small Entities is effective for financial reporting periods beginning 
on or after 1 Januaryy 2011. 

Althouggh an entityy (that is a subsidiaryy or an intermediate holdingg comppanyy) can 
qualify for reporting under SFRS for Small Entities for its own financial 
statements, it needs to consider the implications on the parents’ group reporting 
that is under full FR S or IFRS.  

SFRS for Small Entities is intended to facilitate financial reporting for small entities 
by simplifying and reeducing detailed requirements and guidance from full FRSs 
and by removing thee more complex options in certain areas in which full FRSs 
allow more than one allow more than one e accounting option. e accounting option. 

Some differences a re that entities reporting under SFRS for Small Entities will: 
1.	 Have more discclosure reliefs as compared with the disclosures required 

under full FRS, i n areas such as: 
• Financial instrruments – financial risk management and fair value 

measurementss under FRS 107 Financial Instruments: Disclosures are not 
required. 

• Imppairment o f non-financial assets – events and circumstances that led to 
recognition of impairment loss, description of cash-generating unit and basis 
of determiningg recoverable amount are not required. 

• Business commbinations – factors that contributed to the recognition of 
goodwill are noot required. 

• Financial stateement presentation – a third statement of financial position is 
not required. 
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Wh  diffWhat are some differences bbetween 
SFRS for Small Entities and full FRS? 

Are there any tax implications arising 
from applying SFRS for Small Entities? 

(continued) 

E ll b rrowiing costs, removiing thhe requiirement ffrom ffull FRSll FRS s for2.	  Expense all bor f 
entities to assesss whether such costs should be capitalised. 

For income tax ppurposes,  borrowing costs “incurred” (based on contractual 
terms) to acquiree an income-generating capital asset are tax deductible. 
Since interest exxpense recognised for accounting purposes is calculated using 
the effective inteerest method, a tax adjustment may be necessary in arriving 
at taxable incomme.  Interest expense recognised in accounting profit or loss 
would be added back and the qualifying “incurred” borrowing costs would be 
deducted. However, if IRAS agrees to accept interest expense based on 
effective interesst method under SFRS for Small Entities as a deductible 
expense, then n o tax adjustment would be needed for qualifying borrowing 
costs. 

3. 	 Amortise good will and intangible assets over a finite useful life (presumed 
to be 10 yyears if  it cannot be determined reliablyy), removingg the reqquirement 
from full FRS forr entities not to amortise goodwill and intangible assets with 
indefinite useful lives, and to perform an annual mandatory impairment test. 

For income tax ppurposes, amortisation of goodwill and intangible assets are 
not deductible. 

4. 	 Expense all inteernally incurred research and development (R&D) costs, 
removing the reqquirement from full FRSs for entities to assess whether 
development costs should be capitalised. 

R&D costs that qqualify for tax deduction may be claimed. In addition, 
qualifying R&D ccosts may be also eligible for the enhanced tax deduction 
under the Productivity and Innovation Credit Scheme (see our article on 
“Highlights of B udget 2011 Income Tax Changes for Businesses” for more 
details). 

5	 C i  ll fi inanciial il instruments in two categoriies: amortisedd cost or 5. Categorise all fii  i i 
fair value, simplifying the accounting requirements in FRS 39 Financial 
Instruments: Recognition and Measurement for financial instruments. 

Under full FRSs, IRAS aligned the tax treatment for certain financial assets 
and liabilities to bbe in line with the accounting treatment under FRS 39 
Financial Instrumments: Recognition and Measurement.

Under the “FRSFRS  39 tax treatment”, accounting gains and losses arising from , accounting gains and losses arising from Under the 39 tax treatment 
financial assets aand liabilities that are “on revenue account” are also 
considered to bee taxable income or deductible expenses for tax purposes. 
However, accounting gains and losses arising from financial assets and 
liabilities that aree “on capital account” would not taxable or deductible. 
Hence, when coonsidering the tax implications for financial instruments, an 
entity would neeed to determine whether it is on revenue or on capital account.

Financial assets  and liabilities are generally considered to be “on revenueon revenue ”Financial assets  and liabilities are generally considered to be 
account when thhey are held for a short-term period of time, are frequently 
traded and are inntended to be sold for the purposes of making a gain. 

Under SFRS for Small Entities, we are unsure if “FRS 39 tax treatment” 
would also applyy since IRAS has not yet issued guidelines for financial 
instruments undder this alternative framework. 
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What are the effects on deferred tax? 

Financial Reporting Matters  20 

66.	 Account for as ssociates and jointly controlled entities using either cost Account for as ssociates and jointly controlled entities using either cost 
model, equity method or fair value model in the consolidated financial 
statements. Full FRSs (with certain exemptions) require accounting for 
associates using the equity method and jointly controlled entities using either 
proportionate consolidation or equity method. 

For income tax purposes, entities are taxed on their stand-alone financial 
results. Therefoore, profit or loss arising from equity-accounted for associates 
or j i tl  jointly conttroll d titi t i l d d i  th i t ’ t bl  iolled entities are not included in the investee’s taxable income. 

7.	 Recognise reveenue only upon delivery of completed real estate to the 
buyer in relation to the construction of real estate.  This removes the 
requirement froom the Accompanying Note to INT FRS 115 Agreements for 
the Constructioon of Real Estate for sale of uncompleted residential property 
units in Singapoore to recognise revenue by reference to the stage of 
completion wheen all other recognition criteria under FRS 18 Revenue are met 
contiinuouslly ass constructiion progresses. 

The tax treatmeent for revenue recognition on the construction for real 

estate is the saame as under SFRS for Small Entities , i.e. revenue is 

recognised upoon completion of the project.
 

8.	 Recognise govvernment grants in income immediately when performance 
conditions are mmet at the fair value of assets received. This removes the 

der full FRSs to recognise the grant in income over the 
periods necessaary to match government grants with related costs for which 
they are intendeed to compensate. This also removes the option to measure a 
non-monetary ggrant and asset received at a nominal amount. 

For income tax purposes, government grants relating to the purchase of 
capital assets are not taxable whereas those received to offset operating 
expenses are taaxable, unless they are exempted from tax. 

The carrying amounnt of an asset or liability may change due to the adoption of SFRS 
for Small Entities in  the entity’s financial statements.  This will have an effect on the 
amount of temporary differences (i.e. the difference between the carrying amount of 
an asset or liability iin the statement of financial position and its tax base).  Entities 
transitioning from fuull FRS to SFRS for Small Entities should refer to section 35 
Transition to the SFFRS for Small Entities in SFRS for Small Entities for guidance on 
the recognition of ddeferred income tax for first-time adopters. 

Find out more 
The IFRS for SMEs:  Considering the alternatives is a 
publication produced by KPMG International Standards 
Group. 

This publication provides a general overview of the 
reqquirements of the IFRS for SMEs. The ppublication also 
includes discussion on the scope and applicability, 
considerations for entities contemplating the adoption of 
the standard and a comparison of the IFRS for SMEs 
requirements to full IFRSs. 

This publication i s available for download at: 
http://www.kpmg.ccom/Global/en/IssuesAndInsights/ArticlesPublications/The-IFRS-for-
SMEs/Documents//Consideringg-the-alternatives.ppdf 

For more detailedd information on the applicability of the SFRS for Small Entities, 
you can access tthe ASC’s Statement on Applicability at: 
http://www.asc.go v.sg/attachments/SFRS%20for%20SE%20(Statement)-z.pdf 
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Deferred Tax: Recovery of 
Underlying Assets - Amendments to 

IAS 12IAS 12 

Amendments to IFRS 1 – Severe 
Hyperinflation and Removal of Fixed 

Dates for First-time Adopters 

Financial Reporting Matters  21 

International developments 
On 20 December 20010, the IASB published Deferred Tax: Recovery of Underlying 
Assets - Amendmennts to IAS 12 to provide an exception to the measurement 

i i  l  i  ifi  edd icircumstances.principles in specifie t 

In general, the meassurement of deferred tax assets and liabilities is based on the 
expected manner off recovery or settlement of the underlying asset or liability. 

The amendments p rovide an exception to this measurement principle in respect 
of investment propeerty measured using the fair value model in accordance with 
IAS 40 Investment PProperty. Under the exception, the measurement of deferred 
tatax assets and liabiliassets and liabiliities is based on a reb ttable mption that the carr iities is based on a rebuttable presumption that the carrying
 
amount of the invesstment property will be recovered entirely through sale.
 

The presumption caan be rebutted only if the investment property is depreciable 
and held within a buusiness model whose objective is to consume substantially all 
of the asset’s econoomic benefits over the life of the asset. Therefore, the 
presumption cannott be rebutted in respect of the land component of investment 
property as it is a noon-depreciable asset. 

The amendments a lso integrate the requirements of SIC 21 Income Taxes— 
Recovery of Revalued Non-Depreciable Assets into IAS 12 Income Taxes. As a 
result, SIC 21 is wit hdrawn. 

The amendments too IAS 12 are effective for periods beginning on or after 1 
January 2012 and a re applied retrospectively.  Earlier application is permitted. 

In SingaporeIn Singapore, the AS  the AS SC has issued the equivalent amendments with the same SC has issued the equivalent amendments with the same 

effective date.
 

On 20 December 20010, the IASB published Severe Hyperinflation and Removal of 
Fixed Dates for First-time Adopters (Amendments to IFRS 1). 

The amendments addd a deemed cost exemption to IFRS 1 that an entity can 
apply at the date of transition to IFRSs. This exemption applies in situations 
where the entity’s ffunctional currency was subject to severe hyperinflation before 
the date of transitio n to IFRSs. 

When an entity’s daate of transition to IFRSs is on, or after, the date that the 
entity’s functional c urrency ceases to be subject to severe hyperinflation (the 
functional currency normalisation date). With the amendments, the entity may 
elect to measure th e assets and liabilities that were held before the functional 
currency normalisattion date at fair value on the date of transition to IFRSs and use 
that fair value as thee deemed cost of those assets and liabilities in the opening 
IFRS statement of ffinancial position. 

The amendments appply for annual periods beginning on or after 1 July 2011. 
Early adoption is pe rmitted. 

In Singapore, the ASSC has issued the equivalent amendment with the same 

effffectitive ddatte.
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IFRS PIFRS Practiti ce StattementSt t 
Management Commentary 

ED/2011/1 Offsetting Financial Assets 
and Financial Liabilities 

Supplement to ED/2009/12 Financial 
Instruments:  Amortised Cost and 

Impairment 

O  8 D b 20110 h  IASB i d  IFRS P i  S MOn 8 December 20110, the IASB issued an IFRS Practice Statement Management 
Commentary. 

Management Commmentary is a narrative report that provides a context within 
which to interpret thhe financial position, performance and cash flows of an entity, 
i.e., it supplements and complements financial statements. 

The objective of thee practice statement is to assist management to provide useful 
management comm i f fi i l d imentary in respect of financial statements prepared in 
accordance with IFRRSs. To achieve this objective, the practice statement contains 
a Framework for thee presentation of management commentary: including its 
purpose, principles, presentation and elements (content). 

The practice statemment is not an IFRS and an entity need not comply with it in 
order to state comppliance with IFRSs. An entity that chooses (or is otherwise 
required by a regulaator) to apply the practice statement should explain the extent 
tto whihich it has bbeen li d d t t li ith th tih it h n applied and may state compliance with the practice 
statement only if it ccomplies fully. 

In Singapore, the ASSC has issued the equivalent practice statement.
 
An entity may applyy the FRS Practice Statement prospectively from 1 April 2011.
 

On 28 January 20111, the IASB and the FASB issued ED/2011/1 Offsetting 

Financial Assets andd Financial Liabilities which contains jjoint ppropposals on 

offsetting financial aassets and financial liabilities in entities’ statement of financial 

position. The propossed requirements would supersede the requirements on 

offsetting in IAS 32 Financial Instruments: Presentation. These proposed 

amendments will mmostly affect entities reporting under U.S. GAAP rather than 

those reporting und er IFRS.
 

Main proposals 
• Offset of a recogng nised financial asset and a recoggnised financial liabilityy would 

be required only wwhen the entity has an unconditional and legally enforceable 
right to set-off andd intends either to settle the asset and liability on a net basis 
or to realise the assset and settle the liability simultaneously. 

• In all other cases, offsetting would be prohibited. 
• Disclosures wouldd be enhanced through improved information about rights of 

set-off and relatedd arrangements and their effect on the entity’s financial 
position. 

The IASB has invite d comments on the proposals contained in the ED by 28 April 
2011. In Singapore,, the ASC has issued the same ED and the deadline for 
comment closed onn 4 March 2011. 

On 31 January 20111, the IASB and the FASB published for comment proposals 
for accounting for immpairment of financial assets managed in an open portfolio 
(the Supplement). TThe proposals are issued as a supplement to ED/2009/12 
Financial InstrumenFinancial Instruments:ts: Amortised Cost and Impairment published by the IASB Amortised Cost and Impairment published by the IASB 
and the Proposed AAccounting Standard Update, Accounting for Financial 
Instruments and Reevisions to the Accounting for Derivative Instruments and 
Hedging Activities ppublished by FASB. 
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SSuppllement to ED/2009/12 FinanciialED/2009/12 Fi l 
Instruments:  Amortised Cost and 

Impairment (continued) 

Consultative Report on the Review of 
the IFRS Foundation’s Governance 

The Supplement disscusses the recognition of expected credit losses for financial 
assets managed in an open portfolio.  In an open portfolio, assets are added to 
the portfolio and remmoved from it throughout its life through origination, purchase, 
repayment, sale, traansfer or a write-off. The Supplement proposes that financial 
assets that are mannaged on an open portfolio basis are split into two groups: the 
‘good book’ and thee ‘bad book’. Impairment allowance for the expected credit 
losses in these boo ks is recognised using different bases and at different timing, 
based on the credit risk of the respective books. 

The Supplement theerefore amended the earlier proposal to include expected 
credit losses in the determination of effective interest rate for interest income 
recognition. Expecteed credit losses are now recognised and reported separately 
from interest incomme. 

The Supplement alsso sets out the proposed presentation and disclosure 
requirements of finaancial assets included in an open portfolio. In addition, the 
SSuppllement seeks ff  db  k  h h  l  i  hk ffeedback as to whether loan commitments that are not 
accounted for at fair value through profit or loss and financial guarantee contracts 
should also be incluuded in the financial assets portfolio for impairment 
assessment. 

The IASB has invite d comments on the proposals contained in the Supplement by 
1 April 2011. In Singgapore, the ASC has issued the Supplement and the comment 
period closed on 255 February 2011. 

, the IFRS Monitoring Board published its Consultative Report 
on the Review of thhe IFRS Foundation’s Governance. The report focuses on 
whether the currentt governance structure for the IFRS Foundation and the IASB 
effectively promotess the IASB’s primary mission of setting high quality, globally 
accepted standards and whether the IASB is appropriately independent and 
accountable. 

This consultation is separate from the strategy review currently being carried out 
by the Trustees of t he IFRS Foundation (the Trustees).  The Monitoring Board and 
the Trustees intend to co-ordinate their review and complete an integrated 
package of proposals by the third quarter of 2011. 

In the report, the M onitoring Board proposes refinements rather than 
fundamental changees for the IASB and its oversight.  The most significant 
changes are regardichanges are regarding the composition and role of the Monitoring Board itselfng the composition and role of the Monitoring Board itself, 
including proposals to expand its membership. The Monitoring Board also 
explores whether it should be involved more directly in selecting Trustee, 
appointment of the IASB chair and determining what projects the IASB adds to its 
agenda. 

Comments on the pproposals are due by 8 April 2011. In Singapore, the ASC has 
requested for commments on the report and the comment period closed on 6 
March 2011March 2011. 

Find out more 
For a more detailed uupdate on these, you can access our website at: 

http://www.kpmg.coom/SG/en/IssuesAndInsights/Pages/InTheHeadlines.aspx 
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Common abbreviations
 

ASC Accountingg Standards Council in Singapore 

ACRA Accountingg & Corporate Regulatory Authority 

DP DiscDiscussionn paperDP ssion 

ED Exposure DDraft 

FASB U.S. Financcial Accounting Standards Board 

FSP FASB Stafff Position 

FRS Singapore Financial Reporting Standard 

GAAP Generally AAccepted Accounting Principles 

IAS International Accountingg Standard 

IAASB International Auditing and Assurance Standards Board 

IASB International Accounting Standards Board 

IASC International Accounting Standards Committee 

ICPAS Institute off Certified Public Accountants of Singapore 

IFRIC International Financial Reporting Interpretations Committee 

IFRS International Financial Reporting Standard 

INT FRS Interpretation of Financial Reporting Standard 

IRAS Inland Reveenue Authority of Singapore 

SGX Singapore Exchange Ltd 
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