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Improving Disclosures about Financial Instruments
(Amendments to HKFRS7 issued in March 2009)

Pursuant to the financial tsunami, the International Financial Reporting Board (IASB) made a number
of amendments on financial reporting standards, that have been adopted by the Hong Kong Institute of
Certified Public Accountants ultimately. Amendments to IFRS 7 or HKFRS7 are the latest amendments to
require further disclosure information about the fair value of the financial instruments.

The aim of the amendments was to enhance disclosures about fair value and liquidity risk. SFAS 157
of US FASB requires disclosures that are based on a three-level fair value hierarchy for the inputs used
in valuation techniques to measure fair value. The IASB concluded that such a hierarchy would improve
comparability between entities about the effects of fair value measurements as well as increase the
convergence of IFRSs and US generally accepted accounting principles (GAAP). Therefore, the IASB
decided to require disclosures for financial instruments on the basis of a fair value hierarchy.

Nelson Lam
Hon. Treasurer

Fair Value Disclosure

The amended disclosure requires fair value measurements using a fair value hierarchy that reflects the significance of the inputs
used in making the measurements.

The fair value hierarchy shall have the following levels:
a) quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 1);

b) inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly (i.e. as
prices) or indirectly (i.e. derived from prices) (Level 2); and

c) inputs for the asset or liability that are not based on observable market data (unobservable inputs) (Level 3).

The level in the fair value hierarchy within which the fair value measurement is categorised in its entirety shall be determined on
the basis of the lowest level input that is significant to the fair value measurement in its entirety.

For this purpose, the significance of an input is assessed against the fair value measurement in its entirety.

If a fair value measurement uses observable inputs that require significant adjustment based on unobservable inputs, that

measurement is a Level 3 measurement. Assessing the significance of a particular input to the fair value measurement in its
entirety requires judgment, considering factors specific to the asset or liability.

For fair value measurements recognised in the statement of financial position an entity shall disclose for each class of financial
instruments:

1) The level in the fair value hierarchy
2) Any significant transfers between Level 1 and Level 2 of the fair value hierarchy (with other details)
3) Further details for Level 3 (see amended HKFRS 7).

An entity shall present the quantitative disclosures as required above in tabular format unless another format is more appropriate.

In its 2008 annual report, HSBC had a similar disclosure on the fair value hierarchy:

Using With significant

At 31 December 2008 Quoted observable unobservable

(US$m) market price inputs inputs

Assets

Trading assets 234,399 185,369 7,561 427,329
Financial assets designated at 14,590 13,483 460 28,533
FV

Derivatives 8,495 476,498 9,883 494,876
Financial instruments: AFS 103,949 173,157 9,116 286,222
Liabilities

Trading liabilities 105,584 135,559 6,509 247,652
Financial liabilities designated at 23,311 51,276 - 74,587
FV

Derivatives 9,896 473,359 3,805 487,060

Liquidity Risk Disclosure
In addition to the amendments to fair value disclosure, liquidity risk disclosure is also amended and an entity is now required to
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. For example, this would be the case for:

i. an interest rate swap with a remaining maturity of five years in a cash flow hedge of a variable rate financial asset or liability.
ii. all loan commitments.
c) adescription of how it manages the liquidity risk inherent in (a) and (b).

Edited by - Edwin Yeung Immediate Past President
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