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Foreword A protracted global economic recovery, emerging business 
malpractices, growing stakeholder scrutiny, and increasing 
regulatory enforcement have contributed towards an era of 

heightened business complexity. In response to these factors, accounting 
practices have continually evolved to enable companies to make better 
and more informed decisions and to also strengthen investor and 
stakeholder confidence. 

As the common language of business, accounting plays an essential role 
in facilitating trade and economic activity, underscoring the importance 
of building a strong accounting infrastructure based on sound financial 
reporting practices and quality financial statements.

As the national accountancy body, the Institute of Singapore Chartered 
Accountants (“ISCA”) plays a key role in furthering the quality of the 
financial reporting landscape. Through the tireless work of our Financial 
Statements Review Committee (“FSRC”), audited financial statements are 
regularly reviewed and constructive feedback shared in order to deepen 
and strengthen the profession’s understanding of the financial reporting 
process. This is with the aim of supporting the industry in boosting the 
quality and clarity of financial statements produced. 

This report encapsulates the key findings of the FSRC’s reviews conducted 
from 1 May 2012 to 30 April 2013. Additionally, it incorporates a useful 
FAQ section that provides guidance on the application of the Singapore 
Financial Reporting Standards (“FRSs”) and the Singapore Standards on 
Auditing (“SSAs”) to real life scenarios. 

The full report and the FAQ can also be easily accessed via our online 
resource, the ISCA Centre for Financial Reporting (“CFR”). The CFR 
was established to promote a greater understanding of quality financial 
reporting practices amongst the industry and the public and aims to be a 
one-stop centre sharing the latest developments in standards, legislations 
and interpretations of FRS amongst other useful information. 

We believe this report will be useful to the accounting and auditing 
professions as they both play a major role in contributing towards 
Singapore’s transformation into a global accountancy hub for Asia Pacific 
by 2020 and we are excited to see how the future will unfold in the 
creation of a robust financial reporting framework. 

Lee Fook Chiew
Chief Executive Officer 
Institute of Singapore Chartered Accountants

”As the common 
language of business, 
accounting plays an 
essential role in facilitating 
trade and economic 
activity, underscoring the 
importance of building 
sound financial reporting 
practices and quality 
financial statements.”
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1. Observations by the Financial Statements Review Committee – 2012-2013

The Financial Statements Review Committee (“FSRC” or “the Committee”) of the Institute reviews audited 
financial statements with the objective of providing constructive feedback in areas where the presentation or 
content of the financial statements fall short of compliance with the Singapore Financial Reporting Standards 
(“FRS”) and the Singapore Standards on Auditing (“SSAs”).

In the course of the Committee’s review of financial statements for periods ended 31 December 2010, 
31 December 2011 and up to 31 March 2012, it was noted that the disclosure requirements as illustrated 
below were not complied with in certain sets of financial statements reviewed.

FRSs Observations

1. FRS 1 Presentation of Financial Statements

Materiality is defined in FRS 8.5 as follows:

•	 information	 is	 material	 if	 it	 could,	 individually	 or	 collectively,	 influence	
economic decisions of users;

•	 materiality	depends	on	the	size	and	nature	of	the	omission	or	misstatement	
judged in the surrounding circumstances;

•	 the	 size	 or	 nature	 of	 the	 item,	 or	 a	 combination	 of	 both,	 could	 be	 the	
determining factor.

FRS 1.29 Materiality and Aggregation

An entity shall present separately each material class of similar items. An entity 
shall present separately items of a dissimilar nature or function unless they are 
immaterial.

FRS 1.97 Information to be presented in the statement of comprehensive income or in the 
notes

When items of income or expense are material, an entity shall disclose their 
nature and amount separately.

Examples: (1) Other operating expenses comprise about 25% (2009 – 20%) of 
total expense in arriving at profit before tax. There should be disclosure of the 
nature of material items contained within the “Other operating expenses” in 
accordance with FRS 1.97.

(2) As the costs of services and repairs were material, there should be a 
breakdown of these costs into various components.
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FRSs Observations

FRS 1.99 Information to be presented in the statement of comprehensive income or in the 
notes

An entity shall present an analysis of expenses recognised in profit or loss using 
a classification based on either their nature or their function within the entity, 
whichever provides information that is reliable and more relevant.

In certain sets of financial statements reviewed, the statement of comprehensive 
income presented is a hybrid whereby some expenses are classified by nature and 
others by function which is not in accordance with FRS 1.99 read with FRS 1.102 
& 1.103.

FRS 1.112(c) Notes – Structure

The notes shall inter alia:

Provide information that is not presented elsewhere in the financial statements, 
but is relevant to an understanding of any of them.

For example: (1) It was disclosed that the directors were unable to ascertain 
whether the Company has the financial capability to honour its legal financial 
obligation should the guarantee crystallise. In this respect, there should be more 
disclosure of the purpose for which the corporate guarantee of US$3,000,000 
was given.

(2) The nature of the amount of $190,000 described as “others” in the tax 
reconciliation should be disclosed.

(3) The reasons for not using proportionate consolidation for the investment in 
joint venture should be disclosed.

FRS 1.117 Disclosure of accounting policies

An entity shall disclose in the summary of significant accounting policies:

(a)  the measurement basis (or bases) used in preparing the financial 
statements, and

(b)  the other accounting policies used that are relevant to an understanding of 
the financial statements.
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FRSs Observations

Examples: (1) The accounting treatment for investments in subsidiaries and 
associates in the Company’s separate financial statements were not disclosed.

(2) The accounting policy on financial liabilities which included material 
borrowings and other payables should be disclosed.

(3) The policy on revaluation surplus arising from revaluation of property, plant 
and equipment should be disclosed.

(4) As the Company had material unbilled receivables, the accounting policy in 
relation to unbilled receivables should be disclosed.

FRS 1.122 Disclosure of accounting policies

An entity shall disclose, in the summary of significant accounting policies or other 
notes, the judgments, apart from those involving estimations (see paragraph 125) 
that management has made in the process of applying the entity’s accounting 
policies that have the most significant effects on the amounts recognised in the 
financial statements. 

FRS 1.125 Sources of estimation uncertainty

An entity shall disclose information about the assumptions it makes about the 
future, and other major sources of estimation of uncertainty at the end of the 
reporting period, that have a significant risk of resulting in a material adjustment 
to the carrying amounts of assets and liabilities within the next financial year. In 
respect of those assets and liabilities, the notes shall include details of:

(a) their nature, and

(b) their carrying amount as at the end of the reporting period. 

Examples: (1) When the Group has significant amounts of property, plant and 
equipment where estimated useful lives were used to calculate depreciation, this 
information should be disclosed as significant judgment and sources of estimation 
uncertainty as per FRS 1.122 & 1.125.

(2) As the entity had material trade receivables and allowance for doubtful debts, 
there should be disclosure of critical estimates and significant judgments made 
in respect of the allowances for doubtful debts per FRS 1.122 and 1.125. In this 
case, the factors considered in determining debts to be doubtful in collection 
would be considered critical judgments made.

(3) In respect of the critical estimates made in the impairment of loans and 
receivables, there should be disclosure of the carrying amounts which were 
subjected to critical estimates on impairment.
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FRSs Observations

FRS 1.134 Capital

An entity shall disclose information that enables users of its financial statements 
to evaluate the entity’s objectives, policies and processes for managing capital.

FRS 1.135 To comply with paragraph 134, the entity discloses the following:

(a) qualitative information about its objectives, policies and processes for 
managing capital, including:

i. a description of what it manages as capital;

ii. when an entity is subject to externally imposed capital requirements, 
the nature of those requirements and how those requirements are 
incorporated into the management of capital; and

iii. how it is meeting its objectives for managing capital.

(b) summary quantitative data about what it manages as capital. Some entities 
regard some financial liabilities (e.g. some forms of subordinated debt) as 
part of capital. Other entities regard capital as excluding some components 
of equity (e.g. components arising from cash flow hedges).

(c) any changes in (a) and (b) from the previous period.

(d) whether during the period it complied with any externally imposed capital 
requirements to which it is subject.

(e) when the entity has not complied with such externally imposed capital 
requirements, the consequences of such non-compliance.

Examples: (1) As the Company had a capital deficit, it should not define capital as 
total issued capital and fully paid up ordinary shares. Other cash flows which the 
company had treated as capital for managing the Company should be disclosed.

(2) The Group and the Company had capital deficits. There was no description of 
what the Group and the Company managed as capital.

(3) As the Company had material borrowings, it should disclose in qualitative and 
quantitative terms what it managed as capital.

(4) As the Group has material borrowings which were considered part of capital 
management, gearing ratios could have been presented to enable the reader to 
evaluate the Group’s objectives, policies and processes for managing capital.
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FRSs Observations

2. FRS 7 Statement of Cash Flows

FRS 7.16 & 7.17 Certain changes in working capital within operating activities should be more 
appropriately classified as investing and financing activities instead of operating 
activities:

FRS 7.16(e) & (f)

FRS 7.17(c) & (d)

Investing activities

(e) cash advances and loans made to other parties (other than advances and 
loans made by a financial institution);

(f) cash receipts from the repayment of advances and loans made to other 
parties (other than advances and loans of a financial institution)

Example: Cash flows due to movements in other receivables such as loans to 
associates should be treated as investing instead of operating activities.

Financing activities

The separate disclosure of cash flows arising from financing activities is important 
because it is useful in predicting claims on future cash flows by providers of 
capital to the entity. Examples of cash flows arising from financing activities are 
inter alia:

(c) cash proceeds from short or long term borrowings

(d) cash repayments of amounts borrowed.

Examples: (1) Cash flows in respect of movements in non-trade amounts due 
to related parties which are unsecured, interest-free and repayable on demand 
should be treated as financing instead of operating activities.

(2) The amounts due to directors are non-trade in nature, unsecured, interest free 
and repayable on demand. The cash flows due to movements in the amounts due 
to directors should have been classified as financing activities instead of operating 
activities.

3. FRS 12 Income Taxes

FRS 12.81(e) The following shall be disclosed separately:

The amount (and expiry date, if any) of deductible temporary differences, unused 
tax losses, and unused tax credits for which no deferred tax asset is recognised in 
the statement of financial position.

In certain sets of financial statements reviewed, the nature of the deferred tax 
assets not recognised in the statement of financial position were not disclosed in 
the various categories as set out above.
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FRSs Observations

FRS 12.81(f) The following shall be disclosed separately:

The aggregate amount of temporary differences associated with investments in 
subsidiaries, branches and associates and interests in joint ventures, for which 
deferred tax liabilities have not been recognised (refer to FRS 12.39).

4. FRS 21 The Effects of Changes in Foreign Exchange Rates

FRS 21.9 Functional Currency

The primary economic environment in which an entity operates is normally the 
one in which it primarily generates and expends cash. An entity considers the 
following factors in determining its functional currency:

(a) the currency:

(i) that mainly influences sales prices for goods and services (this will 
often be the currency in which sales prices for its goods and services are 
denominated and settled); and

(ii) of the country whose competitive forces and regulations mainly 
determine the sales prices of its goods and services.

(b) the currency that mainly influences labour, material and other costs of 
providing goods or services (this will often be the currency in which such costs are 
denominated and settled).

Example: The primary economic environment in which a Company operates 
is normally the one in which it primarily generates and expends cash. As the 
principal activity of the Company was investment holding and most of its 
subsidiaries were in China, the Company should consider using the RMB instead 
of the SGD as the functional currency.

FRS 21.10 The following factors may also provide evidence of an entity’s functional currency: 
(a) the currency in which funds from financing activities (i.e. issuing debt and 
equity instruments) are generated.

(b) the currency in which receipts from operating activities are usually retained.

FRS 21.12 When the above indicators are mixed and the functional currency is not obvious, 
management uses its judgment to determine the functional currency that most 
faithfully represents the economic effects of the underlying transactions, events 
and conditions. As part of this approach, management gives priority to the 
primary indicators in paragraph 9 before considering the indicators in paragraphs 
10 and 11, which are designed to provide additional supporting evidence to 
determine an entity’s functional currency.
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FRSs Observations

5. FRS 24 Related Party Disclosures

FRS 24.18 If an entity has had related party transactions during the periods covered by the 
financial statements, it shall disclose the nature of the related party relationship 
as well as information about those transactions and outstanding balances, 
including commitments, necessary for users to understand the potential effect of 
the relationship on the financial statements. These disclosure requirements are in 
addition to those in paragraph 17. At a minimum, disclosures shall include:

(a) the amount of the transactions;

(b) the amount of outstanding balances, including commitments, and:

(i) their terms and conditions, including whether they are secured, and the 
nature of the consideration to be provided in settlement; and

(ii) details of any guarantees given or received;

(c) provisions for doubtful debts related to the amount of outstanding balances; 
and

(d) the expense recognised during the period in respect of bad or doubtful debts 
due from related parties. 

In certain sets of financial statements reviewed, the terms and conditions of 
the related party transactions were not disclosed. In other sets reviewed, the 
transactions that resulted in the related party balances have not been disclosed. 

6. FRS 36 Impairment of Assets

FRS 36.130(a) Disclosure

There should be disclosure of the events and circumstances that led to the 
recognition or reversal of each material impairment loss in respect of an individual 
asset, including goodwill, or a cash-generating unit. 

In several sets of financial statements reviewed, the events and circumstances that 
led to the recognition or reversal of each material impairment loss have not been 
disclosed. 
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FRSs Observations

FRS 36.130(e)-(g) (e) whether the recoverable amount of the asset (cash-generating unit) is its 
fair value less costs to sell or its value in use.

(f) if recoverable amount is fair value less costs to sell, the basis used to 
determine fair value less costs to sell (such as whether fair value was 
determined by reference to an active market).

(g) if recoverable amount is value in use, the discount rate(s) used in the 
current estimate and previous estimate (if any) of value in use.

In certain sets of financial statements reviewed, the above information as 
prescribed in (e)-(g) has not been disclosed. Example: The Company recorded an 
impairment charge for investment in subsidiary to write down the investment 
to its recoverable amount. However, there was no disclosure of whether the 
recoverable amount was determined on the basis of fair value less costs to sell or 
value in use as per FRS 36.130(e).

Further, if value in use was the basis, the discount rate should have been 
disclosed. If fair value less costs to sell was the basis, disclosure of how fair value 
was determined should have been made.

7. FRS 107 Financial Instruments: Disclosures

FRS 107.8 Categories of financial assets and financial liabilities

The carrying amounts of each of the following categories, as defined in FRS 39, 
shall be disclosed either in the statement of financial position or in the notes:

(a) financial assets at fair value through profit or loss, showing separately (i) 
those designated as such upon initial recognition and (ii) those classified as 
held for trading in accordance with FRS 39;

(b) held-to-maturity investments;

(c) loans and receivables;

(d) available-for-sale financial assets;

(e) financial liabilities at fair value through profit or loss, showing separately (i) 
those designated as such upon initial recognition and (ii) those classified as 
held for trading in accordance with FRS 39; and

(f) financial liabilities measured at amortised cost.

Examples: (1) The categories of financial liabilities as above were not disclosed.

(2) The carrying amounts of the categories of financial assets and financial 
liabilities as per FRS 107.8 had not been disclosed.
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FRSs Observations

FRS 107.34(a) Quantitative Disclosures

For each type of risk arising from financial instruments, an entity shall disclose:

(a) summary quantitative data about its exposure to that risk at the reporting 
date. This disclosure shall be based on the information provided internally to 
key management personnel of the entity (as defined in FRS 24 Related Party 
Disclosures), for example the entity’s board of directors or chief executive officer.

Examples: (1) The currencies in which the trade receivables were denominated 
should be disclosed.

(2) The amounts of loans and receivables, bank loans and trade creditors 
denominated in foreign currencies should have been disclosed.

(3) In respect of the term loan used to finance the construction of vessels, the 
repayment terms and interest rates should be disclosed.

FRS 107.37 Financial assets that are either past due or impaired

An entity shall disclose by class of financial asset:

(a) an analysis of the age of financial assets that are past due as at the end of 
the reporting period but not impaired;

(b) an analysis of financial assets that are individually determined to be 
impaired as at the end of the reporting period, including the factors the 
entity considered in determining that they are impaired; and

(c) for the amounts disclosed in (a) and (b), a description of collateral held 
by the entity as security and other credit enhancements and, unless 
impracticable, an estimate of their fair value.

Examples: (1) There was no disclosure of the ageing analysis of trade debts past 
due but not impaired.

(2) There was no disclosure of the financial assets which are individually 
determined to be impaired as at the end of the reporting period and the factors 
the entity considered in determining that they are impaired.

(3) There should be an ageing analysis of trade receivables that were past due as 
at the end of the reporting period but not impaired. 
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FRSs Observations

FRS 107.39 Liquidity risk

An entity shall disclose:

(a) a maturity analysis for non-derivative financial liabilities (including issued 
financial guarantee contracts) that shows the remaining contractual 
maturities.

(b) a maturity analysis for derivative financial liabilities. The maturity analysis 
shall include the remaining contractual maturities for those derivative 
financial liabilities for which contractual maturities are essential for an 
understanding of the timing of the cash flows (see paragraph B11B).

(c) a description of how it manages the liquidity risk inherent in (a) and (b).

FRS 107 AG - B11D The contractual amounts disclosed in the maturity analyses as required by 
paragraph 39(a) and (b) are the contractual undiscounted cash flows, for example:

(a) gross finance lease obligations (before deducting finance charges);

(b) prices specified in forward agreements to purchase financial assets for cash;

(c) net amounts for pay-floating/receive-fixed interest rate swaps for which net 
cash flows are exchanged;

(d) contractual amounts to be exchanged in a derivative financial instrument 
(e.g. a currency swap) for which gross cash flows are exchanged; and

(e) gross loan commitments.

Such undiscounted cash flows differ from the amount included in the statement 
of financial position because the amount in that statement is based on discounted 
cash flows.

Examples: (1) In respect of the liquidity risk table, it was observed that the 
undiscounted contractual cash flows as prescribed above have not been disclosed. 
Instead, the discounted cash flows were disclosed.

(2) There was no analysis of contractual maturities of financial instruments 
especially the non-current loans and borrowings.

FRS 107 AG –  
B11(C) (c)

Paragraph 39(a) requires an entity to disclose maturity analyses for financial 
liabilities that show the remaining contractual maturities for some financial 
liabilities. In this disclosure:

(c) for issued financial guarantee contracts the maximum amount of the 
guarantee is allocated to the earliest period in which the guarantee could be 
called. 
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FRSs Observations

Example: For issued financial guarantee contracts, there should be disclosure of 
the maximum amount of the guarantee that is allocated to the earliest period in 
which the guarantee could be called as per FRS 107.39(a) and AG B11(C)(c).

FRS 107.40 Sensitivity analysis

Unless an entity complies with FRS 107.41, it shall disclose:

(a)  a sensitivity analysis for each type of market risk to which the entity is 
exposed at the end of the reporting period, showing how profit or loss and 
equity would have been affected by changes in the relevant risk variable 
that were reasonably possible at that date;

(b) the methods and assumptions used in preparing the sensitivity analysis; and

(c)  changes from the previous period in the methods and assumptions used, 
and the reasons for such changes.

Examples: (1) The Company was exposed to interest rate risks and foreign 
currency risks. However the sensitivity analysis for each market risk that the 
Company was exposed to was not disclosed as per FRS 107.40.

(2) As the bank loans were subjected to variable interest rates, the sensitivity 
analysis on the impact of changes in interest rates on net profit after tax and 
equity should have been disclosed.

(3) The Group was exposed to crude oil price risk. In this respect, the sensitivity 
analysis in respect of the oil price changes should be disclosed.

SSAs Observations

1. SSA 570.18 If the auditor concludes that the use of the going concern assumption is 
appropriate in the circumstances but a material uncertainty exists, the auditor 
shall determine whether the financial statements:

(a) Adequately describe the principal events or conditions that may cast 
significant doubt on the entity’s ability to continue as a going concern and 
management’s plans to deal with these events or conditions; and

(b) Disclose clearly that there is a material uncertainty related to events or 
conditions that may cast significant doubt on the entity’s ability to continue 
as a going concern and, therefore, that it may be unable to realise its assets 
and discharge its liabilities in the normal course of business.
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FRSs Observations

FRS 1.25 When preparing financial statements, management shall make an assessment of 
an entity’s ability to continue as a going concern. An entity shall prepare financial 
statements on a going concern basis unless management either intends to 
liquidate the entity or to cease trading, or has no realistic alternative but to do so. 
When management is aware, in making its assessment, of material uncertainties 
related to events or conditions that may cast significant doubt upon the entity’s 
ability to continue as a going concern, the entity shall disclose those uncertainties.

Example: The Group has significant capital deficiency and the financial statements 
were prepared on a going concern basis.

However, there was no disclosure of the material uncertainties related to events or 
conditions that may cast doubt on the Company’s ability to continue as a going 
concern as per FRS 1.25.

There should also be disclosure of management’s plans to deal with these events 
or conditions as per SSA 570.18.

2. SSA 700(revised) Forming an Opinion and Reporting on Financial Statements

Management’s responsibility for the financial statements

Management is responsible for the preparation of financial statements that give a 
true and fair view in accordance with the provisions of the Singapore Companies 
Act, Chapter 50 (the Act) and Singapore Financial Reporting Standards, and for 
devising and maintaining a system of internal accounting controls sufficient to 
provide a reasonable assurance that assets are safeguarded against loss from 
unauthorised use or disposition; and transactions are properly authorised and that 
they are recorded as necessary to permit the preparation of true and fair profit 
and loss accounts and balance sheets and to maintain accountability of assets.

In certain audit reports the report on management’s responsibility for the financial 
statements was not in accordance with SSA 700 and section 201 of the Singapore 
Companies Act as follows:

First sentence of the report states that “Management is responsible for the 
preparation and fair presentation of these financial statements...”

Section 201 of the Singapore Companies Act prescribes that management is 
responsible for the preparation of financial statements that give a true and fair 
view in accordance with the provisions of the Singapore Companies Act, Chapter 
50 and Singapore Financial Reporting Standards.

Hence, the first sentence as mentioned above should read as follows:

“Management is responsible for the preparation of financial statements that 
give a true and fair view in accordance with the provisions of the Singapore 
Companies Act…”
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FRSs Observations

In respect of certain auditor’s reports on Management’s Responsibility, the 
following statements which are no longer required for financial periods beginning 
on or after 15 December 2009 have been erroneously included in the report:

•	 selecting	and	applying	appropriate	accounting	policies;	and

•	 making	accounting	estimates	that	are	reasonable	in	the	circumstances.

2. Frequently Asked Questions (FAQs)

Questions on FRS 2 Inventories

Q: a) What are the items typically included in “Cost of Goods Sold”?

b) Is it expected that the “Cost of Goods Sold” will reconcile to “Cost of Inventories Recognised as 
Expense” in the Notes to Accounts for a typical trading company?

A: FRS 2 paragraph 38 states that the amount of inventories recognised as an expense during the period, 
which is often referred to as cost of sales, consists of those costs previously included in the measurement of 
inventory that has now been sold and unallocated production overheads and abnormal amounts of production 
costs of inventories. The circumstances of the entity may also warrant the inclusion of other amounts, such as 
distribution costs.

FRS 2 paragraph 10 states that the cost of inventories shall comprise all costs of purchase, costs of conversion 
and other costs incurred in bringing the inventories to their present location and condition.

Thus, for a manufacturing company, cost of sales would include cost of inventory, unallocated production 
overheads, abnormal amounts of production costs of inventories and other amounts such as direct distribution 
cost (e.g. freight charges) in certain circumstances.

For a trading company, cost of inventory recognised as an expense is however likely to be similar to the 
company’s cost of goods sold.

Q: Company X is a transport operator with the following accounting policy on inventories:

“Inventories consist mainly of parts, accessories and consumables required for the operation 
and maintenance of vehicles and certain equipment. Inventory is stated at lower of cost and net 
realisable value.”

How is net realisable value measured since the inventory is mainly used internally for operations and 
maintenance?

A: Although FRS 2 does not explicitly address the specific fact pattern in the question, the accounting principles 
can be drawn from the following paragraphs:
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1) FRS 2 paragraph 31 states that estimates of net realisable value also take into consideration the purpose for 
which the inventory is held. For example, the net realisable value of the quantity of inventory held to satisfy 
firm sales or service contracts is based on the contract price. If the sales contracts are for less than the inventory 
quantities held, the net realisable value of the excess is based on general selling prices. Provisions may arise 
from firm sales contracts in excess of inventory quantities held or from firm purchase contracts. Such provisions 
are dealt with under FRS 37 Provisions, Contingent Liabilities and Contingent Assets.

2) FRS 2 paragraph 32 also states that materials and other supplies held for use in the production of inventories 
are not written down below cost if the finished products in which they will be incorporated are expected 
to be sold at or above cost. However, when a decline in the price of materials indicates that the cost of the 
finished products exceeds net realisable value, the materials are written down to net realisable value. In such 
circumstances, the replacement cost of the materials may be the best available measure of their net realisable 
value.

Thus, a transport operator like Company X, should consider writing down the carrying amount of inventory to 
their net realisable value if indicators of non-recovery of cost of inventories exist. A reference indicator could be 
when the company’s operating margin becomes negative.

Where the inventories carried are not in excess of requirement to support the business, the estimated amount 
of inventories to be written down would take into consideration the projected revenue from provision of the 
transport services, all direct and indirect cost to generate the revenue and in warranted situations, other cost. 
Before writing down the inventories to their estimated net realisable values, generally the transport operator 
would have assessed whether the carrying values of the vehicles and certain equipment should be impaired.

Questions on FRS 7 Statement of Cash Flows

Q:  Should the movements in non-trading accounts due from/to holding company/directors/related 
parties be classified as “financing” or “investing” activities?

A: Whether movements in non–trading accounts due from/to holding company/directors/related parties should 
be classified as “financing” or “investing” activities will depend on the intent and circumstances of such cash 
flows.

According to FRS 7 paragraph 16, if the intent is to invest to generate future income and cash flow, then 
the movements should be classified under “investing” activities. Amongst others, examples of cash flow 
from investing activities as stated in FRS 7 paragraph 16 include the following:

(e) cash advances and loans made to other parties (other than advances and loans made by a financial 
institution); and

(f) cash receipts from the repayments of advances and loans made to other parties (other than advances and 
loans of a financial institution)

On the other hand, if the cash flows are intended for financing activities, then the movements should be 
classified under “financing” activities. Amongst others, examples of cash flow from financing activities as stated 
in FRS 7 paragraph 17 include the following:

(c) cash proceeds from issuing debentures, loans, notes, bonds, mortgages and other short or long-term 
borrowings; and
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(d) cash repayments of amounts borrowed

In summary, cash flows from investing activities represent the extent to which expenditures have been made for 
resources intended to generate future income and cash flows, whereas cash flows from financing activities are 
useful in predicting claims on future cash flows by providers of capital to the enterprise.

Thus, movements in non-trading accounts due from/to holding company/directors/related parties could be 
classified as either”financing” or “investing” activities, depending on the circumstances.

Q:  a) Company A has fixed deposits that are pledged as collateral for borrowings with a bank. 
The fixed deposits therefore do not satisfy the definition of cash and cash equivalents. Why is the 
movement in such fixed deposits classified as “financing” activities instead of “operating” activities”?

b) How does the treatment differ when Company A has pledged its fixed assets as security for 
borrowings? Do we classify the movement for such pledged fixed assets as “investing” activities?

A:  a)  Fixed deposits pledged as collateral for borrowings with a bank are not freely available for use in 
operations and are closely related to the level of borrowings with the bank. As the movements in the 
borrowings are classified as “financing activities”, it is reasonable to classify the related pledged fixed deposits 
as “financing activities” as well. Furthermore, cash flows arising from movement in pledged fixed deposits are 
primarily not derived from the principal revenue-producing activities of an entity and therefore are not classified 
as “operating” activities. 

b) Cash flows arising from movements in pledged fixed assets represent the extent to which such expenditures 
have been made for resources intended to generate future income and cash flows. Unlike cash flows from fixed 
deposits pledged as collateral for borrowings, cash flow movements in pledged fixed assets do not directly 
result	 in	changes	 in	 the	size	and	composition	of	contributed	equity	and	borrowings	of	an	entity.	Hence,	 such	
cash flows arising from movements in pledged fixed assets are classified as “investing” activities rather than 
“financing” activities.

Q: a) How are foreign exchange differences relating to cash and cash equivalents computed? 

b)     How are foreign exchange differences relating to translation of foreign operations presented in 
the cash flow statement?

A:  a) With reference to FRS 7 Statement of Cash Flows paragraph 28, the effect of exchange rate changes 
on cash and cash equivalents held or due in a foreign currency will be computed based on the cash and cash 
equivalents at the beginning of the period and the difference in the exchange rates at the beginning of the 
period and the date that the cash and cash equivalents are used.

b) With reference to FRS 21 The Effects of Changes in Foreign Exchange Rates paragraph 45, foreign exchange 
differences relating to translation of foreign operations are either taken to i) income statement or ii) other 
comprehensive income depending on the situation.

As foreign exchange differences relating to translation of foreign operations do not result in cash flows, they 
should be adjusted out of cash flow statements in situations where they are taken to income statement.
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Q:  Should fixed deposits with a maturity of more than 3 months be excluded from cash and cash 
equivalent?

A:  FRS 7 paragraph 7 states that “For an investment to qualify as a cash equivalent it must be readily 
convertible to a known amount of cash and be subject to an insignificant risk of changes in value.  Therefore, 
an investment normally qualifies as a cash equivalent only when it has a short maturity of, say, three months or 
less from the date of acquisition.”

However, there could be situations where fixed deposits with maturity longer than 3 months may be included in 
cash and cash equivalents. For example, if the deposits can be withdrawn at any point in time, except that the 
interest may be forfeited, or if the fixed deposits are subject to an insignificant risk of changes in value due to 
low interest rates in the market, the fixed deposits may be considered as cash and cash equivalents.

Q:  a)  Are movements in amounts due  to  directors  always  classified under financing activities? Are 
there any scenarios where it is classified under operating activities? If so, what are the common 
scenarios or indicators?  

b) Is a bank overdraft classified under cash and cash equivalents?

A: a) The classification of the cash flows relating to amount due to directors will depend on the nature of the 
transaction that resulted in the amount due to directors.

If the transaction is trade in nature, i.e. the director sells goods/services to the company, the amount due to 
directors should be classified as operating activities. However, if the transaction relates more to the funding to 
the company, such transaction should be classified as financing activities.

b) The classification of the bank overdrafts will depend on the substance and fact pattern of the usage of these 
overdrafts.

If the bank overdrafts are held for the purpose of meeting short-term commitments, e.g. used in day-to-day 
operations, the bank overdrafts will be deducted from the cash and cash equivalents. However, if the bank 
overdrafts are used for investment or long-term funding, the bank overdrafts should be treated as loans instead.

Question on FRS 11 Construction Contracts

Q: An entity should present:

-       The gross amount due from customers for contract work as an asset; and

-       The gross amount due to customers for contracts work as a liability

Please clarify if these amounts due from/to customers are financial assets/liabilities.

A: Amount due from/to customers for contract work represents the difference between (A) the contract costs 
incurred	plus	recognised	profits	(which	is	by	definition,	the	revenue	recognized	to	date	on	the	contract)	and	(B)	
the progress billings. If A is higher than B, it is a receivable and if A is lower than B, it is a payable.
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In the case of amount due to customers, it does not meet the definition of financial liabilities under FRS 
32 Financial Instruments: Presentation, which is defined as a contractual obligation to deliver cash or another 
financial asset to another entity. The credit balance represents the amount billed to customers in being higher 
than the actual work performed which will be made good through the delivery of contracted work in the 
future,  the amount will be recognised in the profit or loss account as revenue in the future period, similar to 
deferred revenue.

In the case of amount due from customers, this represents the excess of revenue recognised over progressive 
billing, i.e. these represent unbilled revenue. According to FRS 32, a financial asset is defined as a contractual 
right to receive cash or another financial asset from another entity. If the construction service has been provided 
to the customer and contractual right to receive another financial asset exists at the financial reporting date 
(although unbilled), it appears that the debit balance would meet the definition of a financial asset.

Question on FRS 12 Income Taxes

Q:  The management of Company A decided on the amount of dividends to be paid to its holding 
company, Company Y, only in the following year (2012) after its current year (2011) financial 
statements were issued but before the consolidated financial statements of Company Y for 2011 
were issued. Dividends attract withholding taxes. What should be taken into consideration when 
recognising the deferred tax relating to the withholding tax?

A: The following assumptions have been made:

a) The holding company, Company Y, is unable to control the timing of the reversal of the temporary 
difference, as per FRS 12 paragraph 39.

b) The gross dividend of $1,000 & withholding tax of 5%.

2011

Company level
No entries required.

Group level (consolidation entry)
Dr Deferred tax expense $50
      Cr Deferred tax liability $50

2012 (Dividends paid)

Company level – Company A
Dr Dividend $1,000
      Cr Cash $1,000

Company level – Company Y
Dr Cash $950
Dr Withholding tax $50
      Cr Dividend income $1,000
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Group level (consolidation entries)
Dr Dividend income $1,000
     Cr Dividend $1,000

Dr Deferred tax liability $50
  Cr Withholding tax $50

As stated in FRS 12 paragraph 39, an entity should recognise a deferred tax liability for all taxable temporary 
differences associated with investments in subsidiaries, branches and associates, and interests in joint ventures, 
except to the extent that both of the following conditions are satisfied:

a) The parent, investor or venture is able to control the timing of the reversal of the temporary difference; and

b) It is probable that the temporary difference will not reverse in the foreseeable future.

Question on FRS 16 Property, Plant and Equipment

Q:  Companies that operate shipping vessels typically determine the residual value of vessels to 
be the scrap value of metal. As metal prices fluctuate, should the residual value be adjusted for at 
year end when computing depreciation expense? Does the residual value of the vessels need to be 
revised annually?

A:  Residual value is defined in FRS 16 as the  estimated amount  that an entity would currently obtain from 
disposal of the asset, after deducting the estimated costs of disposal, if the asset were already of the age and in 
the condition expected at the end of its useful life.

Hence, an entity would have to first reasonably project and estimate the scrap value of metal expected at the 
end of its useful life in determining the residual value of a shipping vessel.

FRS 16 Property, Plant and Equipment paragraph 51 states that the residual value and the useful life of an asset 
shall be reviewed at least at each financial year-end and, if expectations differ from previous estimates, the 
change(s) shall be accounted for as a change in an accounting estimate in accordance with FRS 8 Accounting 
Policies, Changes in Accounting Estimates and Errors.

Therefore, unless the entity expects its estimate of the scrap value of metal at the end of the vessel’s useful life 
to differ from previous estimates, no adjustments or revision to the residual value is required.

Question on FRS 18 Revenue

Q: Company A is in the money changing business. The Company purchases foreign currencies from 
Company B which issues invoices. Company A then sells the foreign currencies to the final customer 
and issues invoices as well. It remits the money back to Company B and receives a 1% commission on 
the trade of foreign currencies. Should Company A recognise revenue on a gross or net basis?

If revenue is recognised on a net basis for the above scenario, why is it not consistent with MAS 
requirements which require the money changer to disclose sales and purchases on a gross basis?
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A:  In accordance with Appendix to FRS 18 Revenue example 21, it would appear that Company A is acting as 
an agent as it does not have exposure to the significant risks and rewards associated with the sale of goods or 
the rendering of services. One feature indicating that Company A is acting as an agent is that the amount it 
earns is predetermined as it receives only 1% commission on the trade of foreign currencies.

FRS 18 paragraph 8 states that “in an agency relationship, the gross inflows of economic benefits include 
amounts collected on behalf of the principal and which do not result in increases in equity for the entity. The 
amounts collected on behalf of the principal are not revenue. Instead, revenue is the amount of commission”. 
Hence,	 as	 an	 agent,	Company	A	 should	 recognize	 revenue	on	 a	 net	 basis,	 recording	 the	1%	commission	on	
gross foreign currency trades as revenue.

The requirement for revenue to be recognised on a net basis is determined in accordance with the requirements 
of the Singapore Financial Reporting Standards. It is important to recognise that this may differ from the 
reporting requirements by other regulators such as MAS.

Questions on FRS 21 The Effects of Changes in Foreign Exchange Rates

Q:  Company A raises sale invoices to its customers mainly in US$ but receipts are mainly paid in 
Singapore dollars. Should the functional currency be in US$ or S$?

A:  FRS 21 The Effect of Changes in Foreign Exchange Rates paragraph 8  states that an entity’s functional 
currency is the currency of the primary economic environment in which it operates.

Hence, it is important to note that the currency in which Company A bills its customers should not be the only 
factor to consider when determining the functional currency of Company A.

Company A should also consider indicators described in FRS 21 paragraph 9, 10 and 11 in determining its 
functional currency.

Q: Company A is in the construction business. Its functional currency is in € while progress billings 
to its customer are in S$. Company A has recognised 50% of the construction contract revenue and 
corresponding unbilled revenue in the balance sheet. What are the items to be revalued? 

A:  FRS 21 The Effects of Changes in Foreign Exchange Rates paragraph 21  states that a foreign currency 
transaction shall be recorded, on initial recognition in the functional currency, by applying to the  foreign 
currency amount the spot exchange rate between the functional currency and the foreign currency at the date 
of the transaction.

Paragraph 23 further states that at each balance sheet date, foreign currency monetary items shall be translated 
using the closing rate.

Hence, on initial recognition, the S$ contract revenue and unbilled revenue are translated at spot exchange rate 
on the date of transaction, i.e. transaction rate.

Subsequently, at the balance sheet date, the unbilled revenue is revalued at the closing rate. The foreign 
exchange differences arising from the revaluation of unbilled revenue from spot rate to closing rate are taken to 
the profit or loss in accordance with paragraph 28.
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Q:  The principal activity of Company A, whose share capital is funded in SGD, is to invest in 
subsidiaries in China, i.e. Company A is an investment holding company. In the first year of 
operations, no investments were made and Company A was dormant. In the second year, Company A 
invested in a number of subsidiaries in China which operated mainly in RMB.

Should the functional currency be RMB in year 1 for Company A given that there is an expectation to 
invest in China from year 2 onwards?

A:  FRS 21 The Effects of Changes in Foreign Exchange Rates paragraph 12  states that when the indicators 
for determination of functional currency are mixed and the functional currency is not obvious, management 
uses its judgment to determine the functional currency that most faithfully represents the economic effects 
of the underlying transactions, events and conditions. As part of this approach, management gives priority to 
the primary indicators in paragraph 9 before considering the indicators in paragraphs 10 and 11, which are 
designed to provide additional supporting evidence to determine an entity’s functional currency.

Based on current practices, depending on management’s assessment, SGD or RMB could be Company A’s 
functional currency.

Question on FRS 23 Borrowing Costs

Q:  For general borrowing costs, why is the capitalisation rate applied to expenditure of qualifying 
asset in determining the amount of borrowing costs to be capitalised instead of taking the actual 
interest expense incurred on those borrowings?

A: Where a qualifying asset is funded from a pool of general borrowings, the amount of borrowing costs that 
can be capitalised is not so clearly defined. There may be practical difficulties in identifying a direct relationship 
between specific borrowings and the qualifying assets. As such, FRS 23 Borrowing Costs paragraph 14 requires 
the amount of borrowing costs to be capitalised to be determined by applying an appropriate capitalisation rate 
to the expenditure on the qualifying asset.

This differs from scenarios where funds are borrowed specifically for the purpose of acquiring or constructing a 
qualifying asset. In such scenarios, the amount of borrowing costs eligible for capitalisation is the actual interest 
expense incurred on those funds during the period (FRS 23 paragraph 13).

Questions on FRS  27 Consolidated and Separate Financial Statements and FRS 28 Investments in 
Associates

Q:  A company has no subsidiaries and 1 associate. In Year 1, the company equity accounts for the 
associate.        

In Year 2, the company acquired 1 subsidiary. Hence, consolidated financial statements must 
be prepared. If “Investment in associate” appears under the “Group” column in the statement of 
financial position, how is it disclosed under the “Company” column? If we disclose the associate at 
cost under the “Company” column, the amount will not be consistent with what was disclosed in 
Year 1 (which was equity accounted for).
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A: FRS 28 paragraph 13 requires application of the equity method, so the treatment in Year 1 is correct.

Please also note FRS 28 paragraph 3 which states that “Financial statements in which the equity method is 
applied are not separate financial statements, nor are the financial statements of an entity that does not have 
a subsidiary, associate or venturer’s interest in a joint venture”, and FRS 28 paragraph 4 which states that 
“Separate financial statements are those presented in addition to consolidated financial statements, financial 
statements in which investments are accounted for using the equity method and financial statements in which 
venturers’ interests in joint ventures are proportionately consolidated. Separate financial statements may or may 
not be appended to, or accompany, those financial statements”.

In Year 2, the “Group” column should be presented since the Company has a subsidiary. The amount for 
“Investment in associate” under the “Group” column will be the amount determined under the equity method.

In respect of the “Company” column for Year 1, for “Investment in associate”, the Company will restate the 
investment at cost, less impairment (if any) with the necessary disclosure on the change in accounting from 
equity method to cost less impairment method as required by FRS 8 paragraph 19. 

Q:  A company had 1 subsidiary in Year 1 and consolidated accounts were prepared. In Year 2, the 
company disposed of its only subsidiary. Do we still need to present the “Group” column in Year 2? 
(There is no “Group” per se at the end of Year 2)

A: Since there is no group, there will be no “Group” column in Year 2 in the financial statements. For clarity, it 
is useful to include a footnote to explain that as there is no subsidiary, there are no group accounts for Year 2.

Questions on FRS 32, 39 and 107 Financial Instruments

Q: Please clarify what is the correct classification of advances in the following scenarios:

a) Advances from customers that would result in delivery of goods to customers

b) Advances from related parties that are expected to be repaid in cash in the future 

Are these advances classified as financial instruments?

A:  Whether an asset or liability qualifies as a financial instrument or not depends on whether it meets the 
conditions in FRS 32 paragraph 11. Paragraph 11 sets out the types of assets and liabilities which are 
considered financial assets and financial liabilities. Paragraph 11 defines a financial asset as “a contractual right 
to receive cash or another financial asset” and a financial liability, “a contractual obligation to deliver cash or 
another financial asset.”

Considering the above definitions,

a) Advances from customers

-  Where the advances give rise to the obligation by the company to deliver a non-financial asset e.g. goods or 
services to the customers, such advances are not financial instruments within the scope of FRS 32 and FRS 39 
and they represent future performance obligations of the company (within the scope of FRS 18 Revenue).
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-  Such advances are generally classified as deferred income or other liabilities – advances from customers and 
are measured at cost.

Note: Where the advances are refundable/non-refundable deposits by customers, further analysis may be 
necessary to determine the appropriate classification of the advances.

b)   Advances from related parties

-   These advances are financial instruments within the scope of FRS 32 and FRS 39 as they represent a 
contractual right to deliver cash at a future date (FRS 32 paragraph 11).

-  Such advances are generally categorised as loans and payables and are measured on the amortised cost basis 
using the effective interest method (FRS 39 paragraphs 9, 46 (a)).

-   Such advances should be initially recognised at their fair value, being the present value of expected future 
cash flows discounted at the prevailing market rate of interest (FRS 39 paragraph 43, AG64).

Q:  What is the appropriate percentage to use for sensitivity analysis for interest rate risk/foreign 
exchange risk/price risk?

A: There is no pre-fixed percentage to use for sensitivity analyses. 

The percentage to use for sensitivity analyses should be based on a rate that management expects to be a 
reasonably possible change over the course of the next reporting period for the relevant risk variable. This 
should take into consideration the economic environment and market’s expectation of future changes in the 
risk variables (FRS 107 paragraph B18-B19).

Q: Most loan offer letters from banks come with a callable clause. Does it mean that long term loans 
need to be classified as current liabilities?

A: This would depend on whether the callable clause provides a conditional or an unconditional right for the 
bank to recall the loan on demand.

If the bank has an unconditional right to recall the loan on demand at any time and without any cause, then 
the long term loans would need to be classified as current.

If the bank’s right to recall the loan is conditional upon certain events of default, then the long term loans 
may need to be classified as current depending on the nature of the conditions or events triggering the bank’s 
right to recall the loans. Such assessment could be performed from the perspective of the borrower company, 
on whether  as at the reporting date, the company has the unconditional right to defer payment for at least 
12 months after the reporting date. Events after the balance sheet date and the probability of occurrence are 
disregarded in the assessment. A key consideration in the assessment would be whether the triggering event(s) 
is an event within the entity’s control (in which case, the loan will be classified as non-current).  
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Q:  The reporting entity is a borrower and has been repaying its long term loans promptly and 
regularly.

In the financial statements, the following disclosure was made: “The bank has the right to demand 
repayment at any time at their sole discretion”.

It was further noted that the reporting entity did not reclassify the long term loans as current 
liabilities given the bank’s right to demand repayment at any time. Is the above disclosure 
appropriate?

A:  In this specific case, it appears that the long term loans should be classified as current in the financial 
statements, barring any waiver of the rights by the bank as at the statement of financial position date to recall 
the loan for at least 12 months after the reporting date. This classification is based on the principle that the 
reporting entity does not have an unconditional right to defer payment for at least twelve months after the 
reporting date (FRS 1 paragraph 69 (d)).

The disclosure made in the financial statements is an additional disclosure of the terms of the loan agreement 
and is not adequate to justify classification of the long term loans as non-current.

Q: Liquidity risk

If a company only has current liabilities, must the disclosure on maturity profile be made? After all, 
the financial liabilities would be grouped under a single column called “On demand on within 1 year” 
which would be the same as that on the statement of financial position. It does not appear to add 
any value in disclosing this.

A:   The disclosure requirements of FRS 107 paragraph 39 in a scenario where there are only current financial 
liabilities may be met via an explanatory disclosure note stating the maturity profile of the current financial 
liabilities – a maturity analysis table – may not be necessary in such instances.

Notwithstanding the view above, the company should consider whether it would be beneficial to present the 
maturity profile of the current financial liabilities in shorter time buckets of say, 3 months or 6 months, where 
these are considered significant/crucial to the understanding of the liquidity risks of the company.

Q:  Is provision for restoration cost classified under financial instruments and hence, should be 
included as part of FRS 107 risk analyses?

A:  The classification of provision for restoration cost will depend on the substance and fact pattern of the 
provision in question. Provision for restoration cost is generally accounted for under FRS 37  Provisions, 
Contingent Liabilities and Contingent Assets.

Where the provision is a contractual obligation to deliver cash or another financial asset; or to exchange 
financial assets or financial liabilities with another entity under conditions that are potentially unfavourable to 
the entity, it would then be classified as a financial liability and hence, would be included as part of FRS 107 
Financial Instruments: Disclosures risk analyses.
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Q:  Please advise if the following disclosure is appropriate and acceptable for non-current amounts 
due to directors/related parties.

“These are non-trade in nature, unsecured, interest free and repayable when the Company’s cash 
flows permit. It is impractical to determine the fair value at year end without incurring excessive 
costs.”

A: In relation to the disclosure of fair value, one has to take note of the following two paragraphs on fair value 
disclosures in FRS 107:

1. Paragraph 25 states that “Except as set out in paragraph 29, for each class of financial assets and financial 
liabilities (see paragraph 6), an entity shall disclose the fair value of that class of assets and liabilities in a way 
that permits it to be compared with its carrying amount”; and

2. Paragraph 29 states that “Disclosures of fair value are not required:

(a) when the carrying amount is a reasonable approximation of fair value, for example, for financial instruments 
such as short-term trade receivables and payables;”.

As per FRS 107 paragraph 25 and 107 Paragraph 29, the Company is required to disclose the fair value of 
these non-current liabilities.

The Company will have to determine whether it is really “impractical” to determine the fair value without 
incurring “excessive” costs and provide an explanation in the financial statements accordingly.

The Company’s attention is drawn to paragraph 40 of the Framework for the Preparation and Presentation of 
Financial Statements which states that “The balance between benefit and cost is a pervasive constraint rather 
than a qualitative characteristic. The benefits derived from information should exceed the cost of providing it. 
The evaluation of benefits and costs is, however, substantially a judgmental process”.

Q:  a) With regards to the accounting treatment for interest-free loans, if the loan is not an 
intercompany loan (e.g. an off-market loan given by government/bank to a Company), what are the 
accounting entries to account for the differences between the consideration received/paid and the 
fair value of the loan on initial recognition? (Instead of debiting “Investment in subsidiary”, how 
should the difference be accounted for?)

b) How does the accounting treatment differ in the case of a loan to associates? Are the differences 
between the consideration received and the fair value of the loan on initial recognition also 
capitalised as part of “cost of investment” in associates?

A:  a) If the below market interest/interest-free loan is not an intercompany or government loan, due 
considerations should first be given to other features of the loan which may form part of the compensation for 
lower or no interest charged.

The Company is required to assess if the difference qualifies as an asset or liability which is expected to be 
settled eventually. Otherwise, the difference is to be recognised in profit or loss. (FRS 39 AG64)

b) The accounting treatment for the loan to associates is similar to that of subsidiaries in which the difference is 
to be recognised as part of the investment in subsidiaries or associates, as the case may be.
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Q:  a) Should Company A recognise any impairment loss on investment if the impairment loss on 
investment is guaranteed by holding company? For example, the ultimate holding company provides 
letter of undertaking that they will compensate Company A in the event of impairment loss on its 
investments.

b) Similarly, if the holding company provides guarantee on accounts receivable balances of Company 
A which is doubtful, should Company A recognise any impairment on the accounts receivables?

A: The assessment of impairment of investment or receivables should be performed, taking into consideration 
the collateral, i.e. the guarantee from holding company. (FRS 39 paragraph 58)

Despite the guarantee by the holding company, Company A is required to assess if the holding company has 
the financial means to honour the guarantee. If the holding company is not able to honour the guarantee, 
an impairment loss is still required to be recognised provided that there is objective evidence of significant or 
prolonged decline in the fair value of investment or receivables.

Q: Does an entity need to consider its own capital structure, in determining the appropriate discount 
rate to be used in measuring the fair value of interest-free loan?

A: According to paragraph 48 of FRS 39 Financial Instruments: Recognition and Measurement, in determining 
the fair value of a financial asset or a financial liability, an entity shall apply paragraphs AG69-AG82 of 
Appendix A. Based on paragraph AG 76, a valuation technique (a) incorporates all factors that market 
participants would consider in setting a price and (b) is consistent with accepted economic methodologies 
for pricing financial instruments. AG 76 further indicates that an entity obtains market data consistently in 
the same market where the instrument was originated or purchased. The best evidence of the fair value of a 
financial instrument at initial recognition is the transaction price (i.e. the fair value of the consideration given or 
received). 

Thus, the discount rate used to measure the fair value of the interest-free loan should be similar to the market 
rate that a bank will charge the entity, which should have incorporated all relevant factors in determining the 
interest rate. The capital structure would be one such relevant factor used in determining the market rate of 
interest.

Q: What is the most appropriate accounting treatment for a structured deposit (e.g. a currency-linked 
investment/dual currency deposit)? Should it be treated as:

a. A fixed deposit

b. An entire product as fair value through profit and loss at initial recognition (i.e. invoking the fair 
value option)

c. Bifurcate the embedded forex derivative and account for the deposit as “loan and receivable” and 
the derivative as fair value through profit and loss.

A:  A structured deposit such as a currency-linked investment consists of a host contract – deposit, and an 
embedded derivative – foreign exchange option.
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FRS 39 Financial Instruments: Recognition and Measurement paragraph 11 states that an embedded derivative 
shall be separated from the host contract and accounted for as a derivative under the standard if all the 
conditions set out in paragraph 11 are satisfied.

Notwithstanding paragraph 11, paragraph 11A provides an option for the entire hybrid contract to be 
accounted for at fair value through profit and loss unless the conditions in paragraphs 11A (a) or 11A (b) are 
met.

Hence, the currency-linked investment can be accounted for by either:

1) bifurcating the embedded forex derivative, such that the deposit is accounted as “loan and receivable” and 
the derivative as fair value through profit and loss; or

2) accounting for the entire structured deposit at fair value through profit and loss.

In practice, option 2 may be more challenging, since there are practical difficulties in assessing the fair value 
of the deposit component that is held at the bank, given that the credit risk of the bank would need to be 
considered in doing so and this information may not be readily accessible to auditors.

Q: Debtor B owes Company A $100,000 as at 31 October 2012. As at the year end 31 December 2012, 
Company A makes a provision on the outstanding balance of Debtor B of $20,000.

Should the remaining balance of $80,000 be classified as “past due and impaired” or “past due but 
not impaired”?

A:  According to FRS 107 Financial Instruments: Disclosures, paragraph 37, for financial assets that are either 
past due or impaired, an entity shall disclose by class of financial asset:

a) an analysis of the age of financial assets that are past due as at the reporting date but not impaired;

b) an analysis of financial assets that are individually determined to be impaired as at the reporting date, 
including the factors the entity considered in determining that they are impaired; and

c) for the amounts disclosed in (a) and (b), a description of collateral held by the entity as security and other 
credit enhancements and, unless impracticable, an estimate of their fair value.

Hence, the debtor balance from Debtor B of $100,000 should collectively be presented as “past due and 
impaired”. A separate line disclosing the provision of $20,000 as “allowance for impairment” should also be 
included to provide further clarity to the analysis required by FRS 107 paragraph 37.
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Question on FRS 37 Provisions, Contingent Liabilities and Contingent Assets

Q:  If a holding company provides letter of financial support to its subsidiary which is in capital 
deficit, is it required to be disclosed under FRS 37 in both the subsidiary’s and holding company’s 
financial statements?

A:  If the subsidiary has a capital deficit and continues to operate, the subsidiary shall disclose in the notes to 
the financial statements that in spite of the material uncertainties (which is the capital deficit), the financial 
statements have been prepared on a going concern basis as the holding company has agreed to provide 
continuing financial support to the subsidiary to meet its financial liabilities as and when they fall due. (FRS 1 
paragraph 25)

In the holding company’s financial statements, one has to assess whether this offer of support gives rise to a 
contingent liability. FRS 37 paragraph 10 defines a contingent liability as “… a possible obligation that arises 
from past events and whose existence will be confirmed only by the occurrence or non-occurrence of one or 
more uncertain future events not wholly within the control of the enterprise …”

With reference to FRS 37 paragraph 10, the letter which provides assurance of financial support may not be the 
past event that gives rise to a contingent liability for the following reason:

- This letter of financial support does not specify the amount of support to be given and it also may not be a 
legally binding contract. Legal advice may be sought on this matter.

Therefore, the holding company is not required to disclose this letter of financial support as a contingent liability.

Question on FRS 40 Investment Property

Q:  For entities that adopt the cost model for its investment property, the entity shall measure the 
investment property at cost net of depreciation and impairment loss based on FRS 16.

Assuming the residual value of the investment property is deemed to be the same as the initial cost, 
will there be any depreciation charge subsequent to initial recognition?

A:  FRS 40 Investment Property paragraph 56 allows an entity to measure its investment property at cost less 
any accumulated depreciation and any accumulated impairment losses in accordance with FRS 16 requirements.

Under the cost model, the entity would have to depreciate the cost less residual value over the useful life of the 
investment property. Residual value is defined in FRS 16 as the estimated amount that an entity would currently 
obtain from disposal of the asset, after deducting the estimated costs of disposal, if the asset were already of 
the age and in the condition expected at the end of its useful life.

Typically, an investment property would consist of land, either leasehold or freehold, and building. Leasehold 
land and building would generally have a lower residual value as compared to initial cost, particularly as the 
building and lease on the land approaches the end of their useful lives. Hence, it may not be a reasonable 
assumption for the residual value of the investment property, consisting of leasehold land and building, to be 
the same as the carrying amount.

On the other hand, freehold land may hold a residual value close to or higher than carrying amount. In this 
scenario, FRS	16	paragraph	54 allows	for	the	asset’s	depreciation	charge	to	be	zero	unless	and	until	its	residual	
value subsequently decreases to an amount below the asset’s carrying amount.
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Questions on Going Concern

Q:  Is it always the case that whenever a company is in a net current liabilities position, a note on 
going concern must be disclosed in the financial statements, together with an emphasis of matter 
(EOM) paragraph in the auditor’s report?

A:  According to SSA 570  Going Concern  paragraph 10, when performing risk assessment procedures as 
required by SSA 315 Identifying and Assessing the Risks of Material Misstatement through Understanding the 
Entity and Its Environment, the auditor shall consider whether there are events or conditions that may cast 
significant doubt on the entity’s ability to continue as a going concern.

Furthermore, SSA 570 paragraph A2 lists down some examples of events or conditions that, individually or 
collectively, may cast significant doubt about the going concern assumption. One such event or condition is net 
liabilities or net current liabilities position. But the standard also indicates that this listing is not all-inclusive nor 
does the existence of one or more of the items always signify that a material uncertainty exists. 

Accordingly, it is not always the case that a net current liabilities position signifies that a material uncertainty 
of going concern exists. Management and auditors need to evaluate whether a net current liabilities position, 
together with other events and conditions, represents a material uncertainty that may cast significant doubt on 
the entity’s ability to continue as a going concern, which may require a disclosure in the financial statements 
with an EOM in the auditors’ report.

Q:  Assuming that Company X is in capital deficiency position, i.e. net liabilities or net current 
liabilities position. A letter of financial support is obtained from the shareholders/directors/holding 
company to enable Company X to continue as a going concern.

a. Would a material uncertainty still exist? Would an emphasis of matter (EOM) paragraph still be 
required in the auditor’s report?

b. Would the audit conclusion be different if there is a significant amount due to the shareholders/
directors/holding company by Company X?

A:  (a) It depends. The key question to ask is whether a material uncertainty of going concern still exists, even 
after a letter of financial support is obtained from the shareholders/directors/holding company to enable to the 
company to continue as a going concern. For example, due to the lack of available financial information on 
the individual shareholders and directors who have given the letter of financial support, material uncertainty 
may still exist on the ability of the shareholders and directors to provide such financial support. On the another 
hand, if the holding company is a well-established multi-national company, whose audited financial statements 
are readily available for auditors to evaluate its financial capability to provide the financial support, it may be 
concluded that there is no material uncertainty on the going concern of Company X.

(b) If there is a significant amount due to the shareholders/directors/holding company, the evaluation will be 
similar to what has been discussed above.
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Q:  In circumstances where there is shareholder deficit as the company is making losses in the 
initial years of operations but have since been making profits in recent years, in the going concern 
assessment, is there a material uncertainty on the going concern and is an emphasis of matter (EOM) 
paragraph still required?

A:  According to SSA 570  Going Concern  paragraph 10, when performing risk assessment procedures as 
required by SSA 315 Identifying and Assessing the Risks of Material Misstatement through Understanding the 
Entity and its Environment, the auditor shall consider whether there are events or conditions that may cast 
significant doubt on the entity’s ability to continue as a going concern.

Furthermore, SSA 570 paragraph A2 lists down some examples of events or conditions that, individually or 
collectively, may cast significant doubt about the going concern assumption. One such event or condition is net 
liabilities or net current liabilities position. But the standard also indicates that this listing is not all-inclusive nor 
does the existence of one or more of the items always signify that a material uncertainty exists. 

Accordingly, it is not always the case that a net current liabilities position signifies that a material uncertainty 
of going concern exists. Management and auditors need to evaluate whether a net current liabilities position, 
together with other events and conditions, represents a material uncertainty that may cast significant doubt on 
the entity’s ability to continue as a going concern, which may require a disclosure in the financial statements 
with an EOM in the auditors’ report.

-End-
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About ISCA Technical Standards Development and Advisory

The Technical Standards Development and Advisory (TSDA) team is part of the Technical Knowledge Centre 
and Quality Assurance division of the Institute of Singapore Chartered Accountants (ISCA). It is committed to 
supporting the Institute in advancing and promoting technical developments within the profession as part of 
the effort to transform Singapore into a leading global accountancy hub by 2020.

ISCA TSDA engages external stakeholders in soliciting meaningful feedback on accounting and auditing related 
issues to develop a consistent approach to addressing industry issues identified. It also prescribes auditing and 
assurance standards that are closely aligned to international best practices, champions thought leadership 
initiatives with key stakeholders and drives projects in collaboration with various ISCA technical committees.

It actively engages international standard setters and strives to be an advocate of matters pertinent to the 
development of Singapore’s accountancy profession. Furthermore, it aims to cultivate a mindset change and 
raises awareness of new and revised standards through the publication of articles authored by the team.

Additionally, ISCA TSDA seeks to empower members and the profession at large to achieve their aspirations by 
equipping them with relevant technical expertise and this is achieved through the development of a range of 
resources that that they can tap on.

Knowledge sharing with the accounting community is facilitated through a variety of print and online channels 
including the sharing of regular updates and thought leadership articles via in-house publications like the 
journal, “IS Chartered Accountant”, the E-newsletter, “ISCA Weekly”, and various online knowledge centres 
and a technical forum. Seminars and workshops are regularly organised and ISCA TSDA also provides value-
added technical clarification services to assist the profession in resolving accounting, auditing and ethics related 
issues.

Disclaimer

This document contains general information only and ISCA is not, by means of this document, rendering 
any professional advice or services. This document is not a substitute for such professional advice or services, 
nor should it be used as a basis for any decision or action that may affect your business. Before making any 
decision or taking any action that may affect your business, you should consult a professional advisor. Whilst 
every care has been taken in compiling this document, ISCA makes no representations or warranty (expressed 
or implied) about the accuracy, suitability, reliability or completeness of the information for any purpose. 
ISCA, its employees or agents accept no liability to any party for any loss, damage or costs howsoever arising, 
whether directly or indirectly from any action or decision taken (or not taken) as a result of any person relying 
on or otherwise using this document or arising from any omission from it.

Institute of Singapore Chartered Accountants

20 Aljunied Road
#06-02
Singapore 389805
Tel: (65) 6749 8060
Fax: (65) 6749 8061
Email: isca@isca.org.sg

Copyright © 2013 by the Institute of Singapore Chartered Accountants. All rights reserved. No part of this publication may be reproduced, 
stored in a retrieval system or transmitted, in electronic, mechanical, photocopying, recording or otherwise, without the prior written 
permission from the Institute of Singapore Chartered Accountants.





34


